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INVESTIGATION  OF  CONCENTEATION  OF  ECONOMIC  POWEK 


TUESDAY,  JUNE  27,   1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:45  a.  m.,  pursuant  to  adjournment  od 
Wednesday,  June  21, 1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Representative  B.  Carroll  Reece  presiding. 

Present:  Representative  Reece  (acting  .chairman),  Messrs. 
O'Connell,  Lubin,  Arnold,  and  Brackett. 

Present  also:  Willis  J.  Ballinger,  Federal  Trade  Commission; 
Thomas  C.  Blaisdell,  Securities  Exchange  Commission;  Theodore  J. 
Kreps,  economic  consultant  to  the  Committee;  and  Peter  A.  Stone, 
coordinator  of  construction  studies  for  the  Committee. 

Acting  Chairman  Reece.  The  committee  will  please  come  to  order. 

The  committee  is  beginning  a  very  important  study  which  deals 
with  construction.  Mr.  O'Connell,  would  you  care  to  make  a  pre- 
liminary statement  in  connection  with  this  before  calling  the  first 
witness? 

Mr.  O'Connell.  Yes;  I  should  like  to  make  a  statement  before 
the  first  witness  is  called. 

STATEMENT  OF  JOSEPH  J.  O'CONNELL,  JR.,  UNITED  STATES 
TREASURY,  SPECIAL  COUNSEL  FOR  THE  TEMPORARY  NATIONAL 
ECONOMIC  COMMITTEE  IN  CONSTRUCTION-INDUSTRY  STUDY, 
WASHINGTON,  D.  C. 

Mr.  O'Connell.  This  morning  the  committee  starts  a  series  of 
hearings  involving  the  construction  industry,  with  particular  emphasis 
being  given  to  the  field  of  the  privately  financed  construction  of 
residential  housing. 

In  previous  hearings  before  the  committee,  particularly  the  one 
involving  a  study  of  investment  and  savings,1  the  necessity  for  finding 
outlets  for  the  productive  investment  of  the  accumulated  savings  of 
individuals  was  stressed,  it  having  been  urged  that  no  substantial 
recovery  can  be  had  unless  such  savings  are,  in  one  way  or  another, 
put  to  work  producing  what  are  commonly  referred  to  as  "capital 
goods."  Throughout  this  hearing  the  role  that  the  construction 
industry,  through  an  expansion  in  activity  in  the  housing  field,  could 
play  in  furnishing  a  large  outlet  for  accumulated  savings  was  adverted 
to  again  and  again  by  the  various  witnesses.  By  a  process  of  elimina- 
tion it  was  made  to  appear  that  housing  offers  one  of  the  most  fertile 
fields  for  possible  utilization  of  these  accumulations  of  individual 

'  See  Hearings,  Part  IX. 
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savings  through  the  expansion  of  private  enterprise  operated  for 
profit. 

With  this  in  mind  the  committee  felt  that  this  would  be  a  peculiarly 
appropriate  time  to  examine  into  this  very  important  industry  and  to 
ascertain,  to  the  extent  possible  within  the  time  available,  the  obstacles 
which  at  the  present  time  play  a  part  in  preventing  expansion  in  the 
industry,  with  a  view  to  determining  what  steps  may  be  taken  which 
would  be  calculated  to  produce  the  expansion  essential  in  this  field. 
Bearing  in  mind  the  almost  universal  truth  of  the  statement  that  the 
solution  of  a  problem  is  inherent  in  the  correct  statement  of  it,  it  is 
our  hope  that  through  the  testimony  of  a  series  of  witnesses,  all  well 
qualified  to  speak  as  to  one  or  more  segments  of  this  very  complicated 
industry,  the  committee  will  be  acquainted  with  most,  if  not  all,  of  the 
major  problems  affecting  it  and  will  be  brought  to  a  realization  that 
the  problems  are  many  but  not  insurmountable,  and  that  concerted 
action  on  several  fronts  can  aid  in  bringing  about  the  desired  end,  that 
being  substantial  expansion  in  the  field  of  construction  through  the 
better  utilization  of  our  material  resources,  our  labor  supply,  and  our 
stored  up  savings  awaiting  investment  in  productive  privately  owned 
and  operated  enterprise. 

As  I  have  indicated,  our  general  approach  to  the  problem  will  be 
to  scrutinize  the  industry  with  a  view  to  ascertaining  what  the  imped- 
iments are  to  an  expansion  in  the  industry,  particularly  when  viewed 
in  the  light  of  the  tremendous  unsatisfied  demand  for  housing  which 
we  hope  to  demonstrate  exists.  This  necessarily  focuses  our  attention 
on  cost — the  cost  of  materials,  the  cost  of  labor,  the  cost  of  the  other 
elements  that  enter  into  the  original  capital  cost  of  the  house,  and  the 
cost  of  finance  and  other  factors  that  determine  the  amount  the  owner 
or  renter  of  dwelling  accommodations  is  required  to  have  available 
at  periodic  intervals  after  the  accommodations  are  ready  for  occu- 
pancy. This  latter  method  of  measuring  costs,  the  importance  of 
which  is  too  often  overlooked  or  minimized,  involves  a  consideration 
of  annual  costs  as  distinguished  from  original  or  capital  cost.  If  it 
can  be  demonstrated  that  such  costs  are  too  high,  either  absolutely  or 
in  terms  of  the  market  for  the  commodity  being  produced,  it  is  obvious 
that  our  attention  will  then  center  on  what  may  be  done  to  reduce 
such  costs  and  thereby  to  satisfy  to  some  extent  the  present  unsatisfied 
demand  for  dwelling  accommodations. 

In  general,  it  may  be  said  that  the  witnesses  will  discuss  the  im- 
portance of  the  industry  and  its  position  in  the  national  economy,  the 
present  inventory  of  housing  and  the  need  for  replenishment  of  it,  the 
extent  to  which  the  need  is  now  being  met,  the  various  items  of  cost 
that  enter  into  the  construction  and  operation  of  a  house,  whsther 
built  for  investment  or  for  speculation  and  the  various  sources  of 
money  available  for  financing  the  construction  of  housing,  whether 
equity  money  or  mortgage  money.  The  discussion  will  then  turn  to 
the  character  of  the  industry  itself,  and  the  great  number  and  variety 
of  persons  and  functions  involved.  We  will  then  take  up  the  effect  of 
local  real-estate  tax  rates,  of  foreclosure  costs  and  other  nonlabor  and 
material  costs,  the  scope  and  deterrent  effect  of  certain  labor  practices, 
as  well  as  of  the  price  policies  of  producers  and  suppliers  of  materials, 
the  deterrent  effect  of  the  provisions  of  local  building  codes  and  of 
what  are  commonly  referred  to  as  collusive  combinations  in  restraint 
of  trade.    The  position  of  organized  labor  in  the  building  trades  with 
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respect  to  the  matters  under 'discussion  will  then  be  developed  through 
a  representative  or  representatives  of  labor. 

A  number  of  affirmative  suggestions  for  improvements  will  be 
elicited  from  witnesses  who  feel  they  can  contribute  to  a  solution  of 
our  problem,  after  which  witnesses  will  be  called  who  will  discuss 
with  the  committee  the  part  that  Government  has  played  in  the 
housing  field,  particularly  in  more  recent  years,  and  will  give  the 
committee  a  clear  and  concise  picture  of  the  existing  relationship 
between  public  and  private  housing. 

It  is  then  proposed  that  another  member  of  the  committee  will 
summarize  the  material  that  will  then  have  been  presented  to  the 
committee  after  which  the  hearing  will  be  brought  to  a  close. 

One  other  thing  I  think  might  be  pointed  out,  that  in  one  rather 
important  respect  this  hearing  differs  from  other  hearings  presented 
before  the  committee.  Prior  hearings  have  been  under  the  auspices 
of  one  or  another  of  the  various  executive  departments  represented  on 
the  committee,  and  have  been  put  on  as  a  result  of  the  collection  of 
material  by  such  departments  or  agencies.  This  hearing  is  a  com- 
mittee hearing  as  such.  The  material  which  is  to  be  presented  has 
been  collected  by  persons  working  for  the  committee,  and  in  that 
respect  it  differs  from  the  hearings  heretofore  had. 

My  connection  with  this  hearing  is  merely  to  assist  the  committee 
by  to  some  extent  taking  the  lead  in  eliciting  information  from  the 
various  witnesses  who  will  be  called. 

Acting  Chairman  Reece.  Who  will  be  your  first  witness? 

Mr.  O'Connell.  The  first  witness,  and  I  believe  the  only  witness 
for  today,  will  be  Dr.  Lubin,  who  will  discuss  the  general  background 
of  the  industry  on  a  statistical  basis  and  will  help  to  give  us  a  starting 
point  from  which  to  continue  the  more  detailed  information  which 
later  will  be  presented.    Dr.  Lubin  has  been  previously  sworn. 

TESTIMONY  OF  DR.  ISADOR  LUBIN,  COMMISSIONER  OF  LABOR 
STATISTICS,  DEPARTMENT  OF  LABOR,  WASHINGTON,  D.  C. 

Mr.  O'Connell.  I  don't  believe  it  is  necessary  that  Dr.  Lubin  be 
qualified,  since  I  believe  we  all  know  his  qualifications  to  discuss  the 
things  he  is  going  to  discuss. 

Dr.  Lubin.  In  discussing  the  importance  of  the  construction 
industry  to  the  American  economy  I  have  prepared  materials  which 
attempt  to  bring  out  the  importance  of  the  industry  in  terms  of  the 
employment  it  affords  directly  to  the  workers  of  this  Nation,  and  in 
terms  of  the  employment  it  affords  indirectly  to  those  industries 
which  produce  things  that  are  used  in  building  houses  and  other  types 
of  structures.  Having  brought  that  fact  out,  I  shall  then  proceed 
to  raise  the  question  as  to  what  the  needs  for  housing  are  in  the 
United  States  and  what  effect  building  programs  which  would  meet 
our  ininimum  requirements  would  have  upon  employment,  both 
directly  on  the  side  of  construction  and  indirectly  in  the  mines, 
factories,  forests,  and  on  the  railroads  of  the  country. 

CONSTRUCTION    EMPLOYMENT 

Dr.  Lubin.  I  want  to  start  first,  Mr.  Chairman,  with  a  picture  of 
r^ployment  in  the  construction  industry  since  1925.     This  chart, 
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entitled  "Construction  employment,"  portrays  the  course  of  employ- 
ment in  the  construction  industry  for  each  year,  by  month.1  You  will 
note  that  the  peak  of  employment  in  the  construction  industry  occurred 
in  1928.  In  the  month  of  August  1928,  the  construction  industry 
of  this  country  employed  approximately  2,400,000  workers. 

Dr.  Lubin.  You  will  note  further  that  employment  in  this  industry 
in  1933  fell  to  the  point  where  only  656,000  people  were  being  em- 
ployed, which  means  a  drop  of  approximately  73  percent  from  the 
peak  period  of  1928.  I  want  to  emphasize  specifically  that  the  peak 
occurred  in  the  summer  of  1928,  because  of  the  fact  that  in  most  other 
industries  the  peak  occurred  a  year  later. 

From  1933  to  1936,  employment  in  the  construction  industry  has 
increased  rather  perceptibly,  but  has  reflected  a  decrease  in  1937 
and  1938.  In  the  peak  month  in  1936  the  construction  industry 
employed  approximately  1,600,000  workers  which  is  two-thirds  of  the 
employment  peak  in  the  twenties.  The  average  in  the  late  twenties 
ran  about  1,800,000  a  year,  the  high  and  low,  of  course,  varying  from 
month  to  month  with  the  seasons  of  the  year,  and  I  think  it  is  rather 
important  that  we  point  out  that  fluctuation  from  one  season  to 
another  will  run  as  high  as  25  to  30  percent. 

The  employment  situation  is  still  at  a  point  substantially  below 
the  average  maintained  in  the  middle  twenties.  In.  the  peak  year 
1936  only  54  percent  of  the  decrease  in  employment  reflected  from 
1928  to  1933  had  been  regained.  However,  taking  the  peak  month  of 
1938  as  a  measure  of  the  recovery,  only  37  percent  of  the  decrease  has 
been  regained. 

Mr.  O'Connell.  Dr.  Lubin,  would  you  care  to  explain  the  source 
of  material  that  is  exhibited  on  the  chart,  for  the  record? 

Dr.  Lubin.  The  figures  are  figures  of  the  Bureau  of  Labor  Statistics 
for  1930-38  and  the  W.  P.  A.  for  1925-29. 

Mr.  O'Connell.  Do  you  wish  to  offer  the  chart? 

Dr.  Lubin.  Yes,  sir. 

Acting  Chairman  Reece.  It  will  br  admitted. 

(The  chart  referred  to  was  marked  "Exhibit  No.  828"  and  appears 
on  p.  4938.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  5461.) 

Dr.  Lubin.  The  effect  of  these  fluctuations  in  employment  upon 
the  economy  and  particularly  on  those  industries  that  depend  upon 
construction  for  their  existence,  is  evidenced  by  the  charts  that  will  be 
presented  at  this  point  for  insertion  into  the  record.  The  first  chart, 
which  is  called  "Manufacturing  employment — Durable  and  non- 
durable goods  group,"  portrays  very  vividly  the  fact  that  the  durable- 
goods  group  of  industries  reached  an  imployment  peak  in  1937  which 
was  equal  to  that  of  the  peak  of  1929.  The  materials  that  go  in£o 
the  construction  of  buildings  are,  of  course,  durable  materials.  In 
other  words,  all  of  the  industries  that  depend  upon  construction  for, 
their  existence  are  included  among  the  durable-goods  group  of 
industries. 

Mr.  O'Connell.  Are  they  also  included  in  the  first  chart  entitled 
"Construction  employment"? 

Dr.  Lubin.  No.  "Exhibit  No.  828"  is  construction  employment, 
namely  people  employed  on  the  site  of  the  construction.  The 
1,800,000  people  were  engaged  in  actual  construction  work  as  dis- 
tinguished from  these  other  people  who  are  included  in  the  other 

i  B-xs  "B.-hlbit  No.  828",  infra,  p.  4938. 
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charts  as  employed  in  the  manufacture  of  the  materials  that  go  into 
the  building  industry. 

Mr.  O'Connell.  I  notice  that  the  recovery  in  the  durable-goods 
field  in  1937  is  much  more  substantial  than  in  the  construction 
employment. 

Dr.  Lubin.  Well,  you  note  further  that  the  peak  of  employment  in  the 
durable-goods  industries  came  in  the  fall  of  1929,  which  was  the  year 
after  the  peak  of  employment  that  occurred  in  the  construction  industry. 
(The  chart  referred  to  was  marked  "Exhibit  No.  829"  and  appears 
on  p.  4938.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5461.) 

Dr.  Lubin.  Now  the  significant  thing  about  this  chart  showing 
employment  in  the  durable-goods  manufacturing  industries  is  the  fact 
that  these  industries,  durable-goods  industries,  reached  their  peak  in 
1937  and  that  peak  was  equal  to  the  peak  of  1929.  But  you  will  note 
in  this  chart,  also,  which  depicts  employment  in  the  steam  and  hot- 
water  heating  apparatus  and  steamfittings  industry,  an  industry  that 
depends  entirely  upon  the  construction  industry  for  its  existence, 
that  employment  never  got  above  90  percent  of  where  it  had  been  in 
the  predepression  perio  d . 1 

Dr.  Lubin.  Or,  if  you  look  at  the  lumber-sawmill  industry,  an 
industry  which,  again,  is  dependent  for  the  most  part  on  construction 
for  its  existence,  you  will  find  that  employment  never  got  beyond  70 
percent  of  where  it  had  been  in  the  predepression  period.2 

Mr.  O'Connell.  The  charts  to  which  you  have  just  referred — do 
you  intend  offering  those  for  the  record? 

Dr.  Lubin.  I  should  like  to  when  I  finish  the  discussion.  Or  we 
might  go  a  step  further.  Lumber-mill  work;  employment  in  that  in- 
dustry in  1937  reached  a  level  about  65  percent  of  where  it  had  been  in 
the  predepression  period.3  Or  if  you  look  at  structural  and  ornamental 
metalwork,  employment  reached  about  95  percent  of  its  predepression 
level.4  In  brick,  tile,  and  terra  cotta  the  picture  was  quite  similar; 
employment  in  1937  getting  to  a  point  about  70  percent  of  where  it 
had  been  in  the  predepression  level.6  Cement  reached  about  75  per- 
cent of  its  previous  employment  levels.6  Plumbers'  supplies  reaching 
about  87  percent  of  its  predepression  level.  This  chart  starts  in  1931, 
but  the  average  for  the  predepression  level  is  this  100  line  which  covers 
the  years  from  '23  to  '25. 7 

Mr.  O'Connell.  Well,  then,  Doctor,  as  I  understand  it,  the  charts 
to  which  you  have  just  referred,  which  involve  commodities  used 
almost  exclusively  in  the  construction  industry,  follow  the  general 
pattern  of  the  first  chart  that  you  showed? 

Dr.  Lubin.  Very  definitely,  and  I  think  the  significant  thing  to 
bring  out — I  would  like  to  bring  out  at  this  point — is  the  fact  that 
despite  the  fact  that  the  durable  goods  industries  as  a  whole  during 
1935,  '36,  '37,  showed  very  marked  increases,  in  fact  so  great  an  in- 
crease in  '37  that  they  equaled  the  levels  of  1929,  this  group  of  indus- 
tries that  are  a  part  of  that  larger  group  never  got  back  to  the  '29 
levels.  In  fact,  never  got  back  to  the  lev.  <s  of  1923-25,  which  in 
effect  means  that  we  have  had  a  lack  of  balance  in  the  economy 

'  "Exhibit  No.  830",  p.  4939. 
»  "Exhibit  No.  831",  p.  4939. 
»  "Exhibit  No.  «32",  p.  4940. 

*  "Exhibit  No.  833",  p.  4940. 

*  "Exhibit  No.  834",  p.  4941. 

*  "Exhibit  No.  835",  p.  4941. 
I  "Exhibit  No.  836",  p.  4942. 


4938 


CONCENTRATION  OF  ECONOMIC  POWER 


Exhibit  No.  828 

CONSTRUCTION    EMPLOYMENT 


1925    1926    1927    1928    1929    1930    1931     1932    1933    1934    1935    1936    1937    1938    1939    1940  ° 


ftOuOCE     *E*«D  ESTIMATES  1  COWTItUCnOM 


Exhibit  No.  829 


Manufacturing  Employment 
durable  &  nondurable  go.ods  group 

1923  ~25  =  WO 

index  Number.                                                                                                                                                                                            index 

Lumbers 
140 

120 

100 

80 

60 

40 

20 

140 
120 
100 
80 
60 
40 
20 

Nt 

mdut 

■able 

Goo 

is  Gr 

oup- 

v    6 

f 

V 

Dur 

ible 

Gooc 

s  Gro 

up^~ 

u  s 

1923    1924    1925    1926    1927    1928    1929    1930    1931     1932    1933   1934   1935    1936    1937    1938    1939    1940 

XJREAU  Of  LABOR  STATISTICS 

CONCENTRATION  OF  ECONOMIC  POWER 


4939 


Exhibit  No.  830 


EMPLOYMENT  AND  PAY  ROLLS 
STEAM  a  HOT-WATER  HEATING  APPARATUS  a  STEAM  FITTINGS 

hyfei  Numbers                                                                                                                                                                                                                                                      Indat  Numbers 

120 
100 

80 
60 

to 

20 

0 

u  s 

120 
100 
80 
60 
40 
20 

° 

Ok 

v\ 

\ 

V- 

EMPLOYMENT 

.1    .- 

PI 

t  RO 

-LS- 

1923    1924   1925   1926    1927  1928   1929  1930   1931     1932    1933    1934   1935   1936    1937  1938   1939    1940 

BUREAU  OF  LABOR  STATISTICS 

Exhibit  No 

831 

Inner  Numbers 

EMPLOYMENT  AND  PAY  ROLLS 
LUMBER -SAWMILLS 

1923-25  ■  100                                                                                         Me,  Numbers 

120 
100 
80 

120 

100 

80 

60    \ 

40 

20 

0 

f 

'H 

Aa 

n 

A 

^ 

/* 

A 

W 

40 

20 

0 

-EM 

>L0Y* 

IENT 

PAY 

ROLL 

1923    1924    1925  1926   1927   1928   1929    1930    1931    1932   1933   1934   1935  1936   1937   1938  1939    1940 

BUfttAU  Of  LABOR  STATISTICS 

124491— 40— pt  11- 


4940 


CONCENTRATION  OF  ECONOMIC  POWER 


Exhibit  No.  832 


EMPLOYMENT  AND  PAY  ROLLS 
LUMBER  -  MILLWORK 

Index  Numbers                                                                                                                                                                                                                                                       lnde<  Numbers 

120 
100 
80 
60 
40 
20 
0 

USB 

120 
100 
80 
60 

.EMP 

LOYK/ 

ENT 

PAY 

ROLl 

\ 

.S 

S^  /v^ 

20 

r 

1923    1924  1925   1926   1927  1928   1929  1930  1931     1932    1933   1934   1935    1936  1937   1938  1939  1940 

UREAU  OF   LA90R  STATISTICS 

Exhibit  No.  833 


EMPLOYMENT  AND  PAY  ROLLS 
STRUCTURAL  AND  ORNAMENTAL  JVIETALWORK 

ledei  Numbers                                                                                                           1923*25-100                                                                                                         Inder  Numbers 

1 

100 
80 
60 
40 
20 

0 

u  ; 

A 

*i 

Nk\ 

f 

-Aj 

/ 

A 

100 
80 
60 
40 
20 
0 

/* 

-EMF 

LOY^ 

ENT 

b 

PAY 

ROU 

s-A 

t 

1923    1924    1925    1926    1927  1928    1929    1930   1931    1932    1933    1934  1935    1936   1937   1938  1939  1940 

BUREAU  OF   LABOR    STATISTICS 

CONCENTRATION  OF.  ECONOMIC  POWER 


4941 


Exhibit  No.  834 


EMPLOYMENT  AND  PAY  ROLLS 
BRICK.  TILE,  AND  TERRA  COTTA 

IndtM  Nitmbts                                                                                                 1923  -  25  ■  100                                                                                               Mti  Numfrs 

ISO 

100 
80 
60 
40 
20 

120 
00 
80 
60 
40 
20 

A 

K 

t\ 

A 

l\ 

V 

n 

r 

J) 

n 

A 

I 

-EMP 

.OYM 

ENT 

£H^ 

RK 

'  ROL 

LS^ 

u^yv 

u 

1923     1924  1925    1926.   1927   1928   1929    1930    1931    1932    1933    1934   1935    1936    1937    1938    1939    1940 

5   BUREAU   OF  LABOR  STATISTICS 

Exhibit  No.  835 


EMPLOYMENT  AND  PAY  ROLLS 

CEMENT 

lmmt*tntm                                                                                         1923-25-100                                                                                        ***'  Numbers 

120 
100 
80 
60 
40 
20 

0 

u  s 

120 
100 
SO 
60 
40 
20 
0 

A 

h\ 

f\ 

A 

i\ 

A 

t 

f 

i 

P 

n 

A 

A 

A 

A^-EMP 

t\\i 

.OYM 

iHX 

~frs 

w 

P 

i 

i 

PAY 

ROL 

LS-* 

■*  A  7  \ 

/  ^ 

1923   1924    1925  1926    1927    1928    1929    1930    1931    1932    1933    1934    1935    1936    1937    1938,  1939    1940 

BUREAU  OF  LABG"    STATISTICS 

4942 


CONCENTRATION  OF  ECONOMIC  POWER 


and  a  very  important  group  of  industries  that  were  not  furnishing  the 
employment  and  consequently  the  purchasing  power  that  was  required 
to  maintain  the  economy  at  the  level  at  which  it  was  operating.  Or 
you  might  put  the  reverse  argument,  namely,  had  these  industries 
unproved  proportionately  to  the  improvement  in  other  durable  goods 
industries,  1937  would  have  seen  employment  in  durable-goods 
industries  far  in  excess  of  where  it  actually  was. 

Mr.  O'Connell.  So  that,  generally  speaking,  the  durable-goods 
industry  reached  a  level  in  1937  about  equal  to  '29,  but  that  the  por- 
tion of  durable-goods  industry  that  was  directly  involved  in  the  con- 
struction industry  was  far  below  the  average  for  the  durable-goods 
industry? 

Dr.  Lubin.  Exactly.  I  should  like  to  put  into  the  record  these 
charts  which  show  employment  and  pay  rolls  in  the  construction- 
goods  industries,  the  charts  being  designated  as  steam  and  hot-water 
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hearing  apparatus,  lumber-sawmills,  lumber-millwork,  structural  and 
ornamental  metalwork;  brick,  tile,  and  terra  cotta;  cement,  and 
plumbers'  supplies. 

Acting  Chairman  Reece.  They  may  be  admitted. 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  830  to  836"  and 
appear  on  pp.  4939-4942.  The  statistical  data  on  which  these  charts 
are  based  are  included  in  the  appendix  on  pp.  5463-5475.) 

Dr.  Lubin.  Now,  a  second  evidence  of  the  importance  of  the  con- 
struction industry  to  our  economy  is  shown  by  the  fact  that  the 
construction  industry — and  again  I  want  to  limit  that  to  the  actual 
construction  business,  and  exclude  construction  materials  that  go 
into  building — the  construction  industry  as  such  in  1929  employed 
about  5K  percent  of  the  total  gainfully  employed  nonagricultural 
workers  of  the  country.  It  was  the  largest  single  employer  of  labor 
in  America. 

In  1938  the  importance  fell  to  the  point  where  only  4  percent 

Acting  Chairman  Reece  (interposing).  Dr.  Lubin,  would  you  mind 
stating  just  what  activity  you  include  by  construction  industry? 
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Dr.  Lubin.  Include  building  of  residences,  building  of  nonresidential 
buildings,  repairs,  alterations,  and  changes  in  existing  buildings,  high- 
ways, roads,  streets,  and  so  forth. 

Acting  Chairman  Reece.  Dams  and  construction  of  that  kind? 

Dr.  Lubin.  All  sorts. 

Mr.  O'Connell.  Both  public  and  private? 

Dr.  Lubin.  Public  and  private;  yes.  Now,  as  I  say,  the  importance 
of  the  industry  declined  between  1929  and  1938.  Whereas  in  1929  the 
industry  employed  5 %  percent  of  those  people  who  had  jobs  outside 
of  agriculture,  in  1938  it  only  employed  4  percent  of  that  group.  But 
a  still  more  significant  index  of  its  importance  is  the  fact  that  whereas 
construction  activity  contributed  about  4  percent  of  the  national 
income  that  was  created  in  1929 — between  1933  and  1935  the  industry 
only  contributed  1.6  percent  of  the  national  income. 

And  there,  again,  I  want  to  make  clear  that  I  am  talking  about 
the  actual  services  and  goods  created  through  the  construction  in- 
dustry. Now  if,  however,  you  include  with  the  services  and  income 
contributed  by  the  construction  industry  the  goods  that  the  industry 
brings  into  being,  namely,  those  materials  that  it  uses,  you  win 
find  that  the  construction  industry  consumed  about  15  percent  of 
the  products  that  were  created  in  the  United  States  between  1919 
and  1935.  In  other  words,  the  industry  itself,  through  its  own  con- 
tribution and  through  the  consumption  of  other  goods,  accounts 
during  this  period  for  about  15  percent  of  the  commodities  that  were 
produced  in  the  United  States.  Of  course,  there  is  no  other  industry 
that  even  approximates  that  amount. 

(Mr.  O'Connell  assumed  the  chair.) 

Acting  Chairman  O'Connell.  Do  you  have  comparable  figures  for 
years  since  1935  on  that  point? 

Dr.  Lubin.  There  is  nothing  available  since  1935. 

VOLUME    OF   CONSTRUCTION 

Dr.  Lubin.  Now,  the  next  problem  that  confronts  us,  having  shown 
the  importance  of  the  industry  in  the  national  economy  "in  terms  of 
employment,  and  the  contribution  the  industry  makes  to  the  national 
income,  is  the  value  of  this  construction  over  a  period  of  years,  par- 
ticularly during  the  last  decade.  It  will  be  noted,  and  I  want  to 
repeat  that  this  includes  the  value  of  all  construction,  which  includes, 
as  I  said  a  minute  ago,  alterations  and  repairs  as  well  as  new  con- 
struction. 

In  1919  the  industry  was  at  the  point  where  it  was  producing  about 
$6,000,000,000  worth  of  products.  During  the  next  6  years  it  almost 
doubled  the  volume  of  its  product  and  maintained  that  level  for  about 
5  years.  Since  that  time,  however,  its  product  has  fallen  to  the 
pomt  where  in  1933  it  .produced  $3,230,000,000  worth  of  building, 
dams,  roads,  houses,  and  so  forth,  as  compared  to  $11,800,000,000  in 
1925.  Today,  based  upon  the  figures  for  1938.it  is  estimated  that 
the  industry  will  produce  about  $8,000,000,000  worth  of  product, 
which  means  that  it  is  about  two-thirds  of  the  way  back  to  where  it 
had  been  during  this  period  from  1925  to  1929. 

Now  if  you  break  your  construction  down  into  the  various  types 
you  will  note  that  residential  building,  which  in  1925  aggregated 
$5,202,000,000  in  value,  fell  to  the  point  where  in  1933  it  had  reached 
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a  level  of  $392,000,000,  a  drop  from  five  billion  two  to  three  hundred 
and  ninety-two  million  dollars.  On  the  other  hand,  private  non- 
residential construction,  which  at  its  peak  in  1929  was  valued  at 
$4,500,000,000,  fell  to  the  point  in  1933  where  it  aggregated  slightly 
less  than  one  billion— $936,000,000,  to  be  exact— whereas  public  con- 
struction, which  reached  its  peak  in  1930  and  aggregated  $3,000,- 
000,000,  again  reached  a  peak  in  [1938  where  it  was  $3,700,000,000. 
In  other  words,  whereas  before  1930  residential  building  was  con- 
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sistentiy  higher  in  value  than  nonresidential  construction,  since  1930 
residential  building  in  volume  has  been"  consistently  lower  than  pri- 
vate nonresidential  construction.  In  contrast,  public  construction, 
which  before  1930  was  consistently  lower  than  private  construction, 
has  now  reached  the  point  where  it  is  higher  than  either  private 
nonresidential  construction  or  private  residential  building. 

And  again  I  would  like  to  point  out  this  fact,  that  in  1930  public 
construction  in  the  United  States  aggregated  about  $3,000,000,000. 
That  was  the  high  point  for  which  any  records  are  available.  That 
expenditure  for  public  works  declined  regularly  and  fell  to  a  little  less 
than  two  billions  in  1933 ;  started  increasing,  reached  a  point  of  three 
billion  two  hundred  millions  in  1936;  fell  again  in  1937  and  in  1938 
aggregated  three  billion  seven  hundred  millions,  which  was  higher  than 
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any  other  year  for  which  information  is  available.  But  I  would  like 
to  emphasize  that  that  peak  of  1938  was  only  $700,000,000  greater 
than  the  peak  for  1930. 

I  would  like  to  point  out  one  further  thing.  The  volume  of  construc- 
tion, as  will  be  noted  from  this  chart,  does  not  follow  the  general  curve 
of  business  activity.  You  will  note  that  the  peak  of  construction  in 
the  United  States  was  reached  in  1925.  From  that  time  on  there  has 
been  a  gradual  decline  in  total  construction  to  the  low  point  of  1933 
with  a  gradual  increase  since. 

You  will  note  further  that'  total  construction  does  not  reflect  the 
general  down-turn  in  business  that  occurred  in  late  1937  and  early  1938. 
You  will  note  that  the  only  type  of  construction  that  reflects  general 
business  activity  is  nonresidential,  which  includes  garages,  factories, 
buildings  of  that  sort,  which  followed  pretty  closely  the  line  of  general 
business  activity  and  reflects  the  marked  turn  of  1937-38. 

Acting  Chairman  O'Connell.   Do  you  want  to  offer  that  chart? 
Dr.  Lubin.   Yes,  sir.   The  chart  is  entitled  "Value  of  All  Construc- 
tion." 

(The  chart  referred  to  was  marked  "Exhibit  No.  837"  and  appears 
on  p.  4944.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5476.) 

Dr.  Lubin.  Now  the  question  arises  as  to  what  effect  Government 
building,  Government  construction,  has  had  upon  the  general  con- 
struction picture  and  this  chart  which  I  should  like  to  offer  for  the 
record,  entitled  "Volume  of  Construction  from  Government  Funds," 
gives  the  picture  of  what  has  happened  to  Government  construction 
from  1925  to  1938.  The  chart  is  divided  into  three  parts;  the  black 
part,  solid  black,  representing  State  and  local  expenditures;  local 
Government  including  counties,  municipalities,  and  other  subdivisions. 
The  hatched  part,  cross-hatched  part,  represents  that  part  of  the 
construction  that  took  place  in  that  period  of  time,  which  was  provided 
for  by  Government  assistance,  and  by  Government  assistance  I  mean 
loans,  grants,  grants-in-aid,  that  were  given  by  the  Federal  Govern- 
ment to  the  State  and  local  subdivisions  of  government. 

(The  chart  referred  to  was  marked  "Exhibit  No.  838"  and  appears 
on  p.  4946.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5476.) 

Dr.  Lubin.     I  want  to  emphasize  that  these  figures  do  not  include 
C.  W.  A.,  F.  E.  R.  A.,  or  W.  P.  A.  construction.   In  other  words,  it  is 
all  construction  financed  in  whole  or  in  part  with  Federal  funds  exclud- 
ing those  three  agencies,  C.  W.  A.,  F.  E.  R.  A.,  and  W.  P.  A. 
Mr.  Arnold.     Why  do  you  exclude  them? 

Dr.  Lubin.  The  purpose  of  excluding  them  is  to  cover  primarily 
that  construction  which  was  undertaken  by  private  contract  rather 
than  including  that  undertaken  primarily  to  provide  work  relief; 
in  other  words,  the  Federal  Government,  State  and  local  governments, 
under  P.  W.  A.,  under  loans  made  under  the  R.  F.  C.  and  otherwise, 
for  the  most  part  have  their  construction  undertaken  by  private 
contractors.  Such  work  is  usually  done  under  private  contract,  and 
the  thing  that  I  want  to  emphasize  is  the  part  that  has  been  played  in 
creating  direct  employment  in  private  industry. 

These  figures,  of  course,  would  look  quite  different  if  we  included 
such  work  as  was  done  by  W.  P.  A.,  F.  E.  R.  A.,  and  C.  W.  A.  Those 
people,  however,  that  were  employed  on  those  jobs  were  employees  of 
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the  Government  at  the  moment  they  were  employed,  whereas,  the 
people  who  were  employed  on  these  structures  were  virtually  entirely 
employed  by  private  contractors.  The  amount  of  force  account  work 
done  either  by  the  ^Federal  Government,  States,  counties,  municipali- 
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ties  accounted  for  one-fifth  of  the  total  employment  in  recent  years. 
The  point  that  should  be  emphasized  here  is  that  if  you  take  the 
total  amount  of  construction  that  is  financed  with  Government  funds, 
omitting  the  three  agencies  that  I  specified  a  minute  ago,  you  will  note 
that  between  1925  and  1931  the  average  amount  spent  was  $2,404,- 
000,000.  Between  1932  and  1935,  however,  the  average  amount  spent 
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per  year  was  $1,880,000,000.  The  average  for  the  last  3  years,  1936 
to  1938,  was  $2,110,000,000.  In  other  words,  during  the  last  3 
years  the  average  amount  spent  per  year  on  construction  that  was 
financed  with  either  Federal,  State,  or  local  money  was  actually  less 
than  in  the  period  from  1925  to  1931. 

As  a  matter  of  fact,  in  1925  the  Governments  of  this  country — 
Federal,  State,  and  local — spent  $2,181,000,000  on  construction.  In 
1930  they  spent  $2,726,000,000  on  construction.  The  maximum  that 
has  been  spent  since  1932  m  any  one  year  was  $2,194,000,000,  which 
was  in  1938.  In  other  words,  there  is  a  difference  of  almost  600  millions 
between  the  maximum  spent  in  any  year  since  1931  and  the  amount 
spent  in  1930,  which  means,  of  course,  that  even  Federal  expenditures 
thus  far  have  not,  in  any  single  year,  made  up  the  void  that  was 
created  by  the  cities  and  States  and  counties  cutting  down  the  expend- 
itures that  they  were  making  in  the  twenties.  We  still  huve  failed  to 
fill  in  that  void  which  occurred  as  a  result  of  retrenchment  by  State 
and  local  governments,  despite  the  Federal  contributions,  which  you 
will  notice  increased  very  markedly  during  this  period  of  time,  the 
average  contribution  between  1925  and  '31  being  about  $95,000,000 
a  year;  the  contribution  between  '32  and  '35  being  406  millions  a  year, 
and  between  '36  and  '38  averaging  629  millions. 

If  we  break-down  our  chart  on  construction  into  residential  units 
that  were  provided  for  in  the  so-called  urban  areas  of  the  country, 
and  by  urban  areas  I  mean  so-called  nonfarm  areas,  if  we  take  our 
construction  figure,  ;a,ke  out  residential  units  and  break  them  into 
their  various  constituents,  you  will  find  that  the  construction  industry 
of  America  during  the  twenties  created  approximately  700,000  new 
dwelling  units  in  the  nonfarm  areas. 

Acting  Chairman  O'Connell.  You  mean  per  year? 

Dr.  Lubin.  Per  year.  The  peak,  of  course,  again  having  been 
reached  in  1925. 

In  1925,  in  fact,  the  American  construction  industry  built  937,000 
nonfar.i  dwelling  units.  By  1933  that  number  of  937,000  had  fallen 
to  the  point  where  the  industry  was  producing  54,000  units,  a  decline, 
you  will  note,  to  about  5  percent  of  where  it  had  been  in  1925. 

In  1935,  10  years  later,  the  industry  only  produced  144,000  units, 
as  compared  to  937,000  units  in  1925.  In  1936  the  number  rose  to 
276,000;  the  next  year  to  286,000;  and  the  estimate  for  1938  is  347,000. 
In  other  words,  the  industry  is  still  operating  at  less  than  40  percent 
of  its  contribution  to  the  economy  in  terms  of  dwelling  units  provided 
in  nonfarm  areas  as  compared  to  the  preceding  decade. 

If  you  take  the  decade  as  a  whole,  the  decade  of  the  twenties  as  a 
whole,  we  are  just  about  half-way  back,  right  now,  as  compared  .to 
the  average  for  that  whole  decade.  If  you  take  the  peak  point  of  the 
last  decade  we  are  slightly  more  than  a  third  of  the  way  back  to  where 
we  were. 

Now  the  interesting  question  is  what  we  are  going  to  do  in  1939. 
We  estimate  that  during  1939  we  will  produce  about  half  as  many 
houses  as  we  did  in  1924-25.  In  other  words,  we  estimate  that  we 
will  produce  something'between  400,000  and  425,000  nonfarm  dwelling 
units. 

In  that  figure  there  is  an  estimate  of  about  thirty  to  fifty  thousand 
dwelling  units  that  will  be  created  by  the  United  States  Housing 
Administration,  so  that  the  net  contribution  by  private  industry,  pri- 
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vate  investment,  tothe  building  picture  ought  to  run  around  some- 
thing between  375,000  to  400,000. 

It  is  interesting  to  note  that  the  picture  of  construction  so  far  as 
nonf arm  residential  units  are  concerned  varies  in  different  parts  of  the 
country.  You  will  note,  for  example,  that  in  the  Northeastern  States 
construction  is  about  back  to  one-third  of  its  high  point  of  the  past 
decade.  On  the  other  hand,  in  the  North  Central  States  construction 
is'  back  to  about  25  percent  of  the  high  of  the  last  decade.  In  the 
South,  however,  where  in  excess  of  .100,000  units  were  provided  last 
year,  they  are  back  to  about  half  of  where  they  had  been  during  the 
active  period  of  housing  construction,  and  in  the  West  they  are  about 
on  the  same  basis  as  the  South,  namely  just  about  half-way  back  to 
where  they  were  at  the  peak  of  the  last  decade. 

If  one  compared  the  situation  today  in  these  various  parts  of  the 
country  with  the  low  point  of  the  early  part  of  this  decade,  you  will 
find  that  in  the  North  Central  and  Western  States,  about  nine  times 
as: many  nonfarm  residential  units  are  being  provided  for  as  at  the 
low  point  of  1933.  In  the  Northeast  and  South,  about  six  times  as 
many  dwelling  units  are  being  provided  for  as  at  the  low  point  of  the 
early  part  of  the  decade. 

Acting  Chairman  O'Connell.  Doctor,  you  wouldn't  have  any  com- 
ment to  make  or  any  answer  to  the  differences  in  degree  of  activity 
in  the  various  sections? 

Dr.  Lubin.  I  think  various  factors  are  involved  there.  I  think  the 
farm  program  is  an  important  factor;  I  think  the  work  of  the  Federal 
Farm  Security  Administration  is  a  factor;  I  think  the  relative  degree 
to  which  various  parts  of  the  country  felt  the  down-turn  of  1937-38 
is  an  important  factor. 

(Representative  Reece  resumed  the  chair.) 

Dr.  Lubin.  That  down  turn  was  not  evenly  distributed.  It  came 
earlier  in  some  parts,  of  the  country  than  it  did  in  others;  it  never 
went  down  as  fast  or  as  far  in  some  parts  of  the  country  as  it  did  in 
others. 

Mr.  O'Connell.  Would  you  care  to  offer  that  chart? 

Dr.  Lubin.  This  chart,  entitled  "Residential  Units  Provided  for  in 
New  Nonfarm  Construction,"  is  offered. 

(The  chart  referred  to  was  marked  "Exhibit  No.  839"  and  appears 
on  p.  4948.  The  statistical  data  on  which  this  chart  is  based  are  included 
in  the  appendix  on  p.  5476.) 

AVAILABLE    HOUSING    AND    HOUSING    NEEDS 

Dr.  Lubin.  Having  depicted  the  course  of  housing  construction 
since  1920,  both  for  the  country  as  a  whole  and  for  the  various  parts 
of  the  country,  the  question  arises  as  to  what  kind  of  housing  has 
been  available  to  the  American  family;  and  secondly,  what  kind  of 
housing  is  needed  by  the  American  family.  And  this  chart,  Mr. 
Chairman,  which  I  should  like  to  submit  for  the  record,  entitled 
"Urban  Nonrelief  Families  by  Incomes,"  depicts  the  incomes  of  the 
American  family,  and  this  income,  of  course,  in  the  last  analysis  deter- 
mines what  kind  of  houses  these  people  can  afford  either  to  buy  or  to 
rent. 
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(The  chart  referred  to  was  marked  "Exhibit  No.  840"  and  appears 
on  this  page.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5477.) 

Dr.  Lubin.  Now  you  will  note  from  this  chart  that  7  percent, 
roughly,  of  the  American  families — and  incidentally  these  are  non- 
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relief  families;  there  are  no  families  in  this  picture  who  have  received 

relief  during  the  year  covered,  namely,  '35  and  '36 

Mr.  Arnold  (interposing).  At  this  point  will  you  state  the  per- 
centage of  relief  families?  This  is  the  entire  country,  isn't  it,  of 
nonrelief  families?    What  is  the  percentage  of  relief  families? 
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Dr.  Lubin.  The  Work  Projects  Administration  estimates  that  at 
present  about  15  percent  of  the  families  in  this  country  are  being 
aided  by  one  or  more  of  the  various  public  work,  relief ,  and  assistance 
programs. 

It  will  be  noted  that  in  the  United  States  as  a  whole  approximately 
7  percent  of  the  nonrelief  families  had  an  income  of  $500  or  less  in  1935- 
36.  Twenty  percent  had  incomes  of  between  $500  and  $1,000;  24 
percent  had  incomes  of  between  $1,000  and  $1,500,  which  gives  you  a 
total  of  51  percent  of  the  families  of  this  country  having  incomes  below 
$1,500. 

Xou  will  note  that  once  you  get  above  the  $1,500  income  group 
the  spread  is  rather  marked.  Eighteen  percent  of  the  families  have 
incomes  between  $1,500  and  $2,000,  about  the  same  proportion  have 
incomes  between  $2,000  and  $3,000;  9  percent  have  incomes  of 
$3,000  and  under  $5,000,  and  a  little  over  4  percent  have  incomes  of 
$5,000  and  over. 

If  you  take  these  families  by  groups  and  ask  yourself  how  much 
they  can  afford  to  pay  for  rent,  you  can  get  an  index  of  the  type  of 
housing  that  must  be  provided  for  the  American  people  if  such 
housing  is  to  be  provided  within  the  income  that  is  available  to 
them. 

I  want,  however,  before  moving  into  that  segment  #f  the  picture, 
namely,  how  much  these  people  can  afford  to  pay  for  rent  or  for  houses 
that  they  can  purchase,  to  point  out  that  this  distribution  of  families 
by  income  which  represents  the  Nation  as  a  whole  does  not  portray  the 
variations  that  are  found  as  you  go  from  city  to  city,  from  geo- 
graphical area  to  geographical  area,  or  as  you  look  at  the  picture 
that  exists  in  cities  of  different  sizes. 

Merely  for  illustrative  purposes  I  have  broken  down  the  income 
picture  of  families  of  four  different  cities,  a  large  metropolitan  cityj 
Chicago;  a  large  city  but  not  a  metropolitan  city,  Portland,  Oreg., 
representing  the  west  coast;  a  middle-sized  city,  Mobile,  Ala.;  and  a 
small  industrial  town,  Beaver  Falls,  Pa.,  and  you  will  note  the  con- 
trast between  the  distribution  of  income  in  these  cities  as  compared 
to  the  national  picture  shown  here,  and  it  is  particularly  noticeable 
that  even  between  these  different  cities  there  is  a  marked  difference 
in  the  concentration  of  these  incomes. 

I  should  like  to  submit  this  chart  entitled  "Family  Income,  Percent 
Distribution  1935-36,"  for  Chicago;  Portland,  Oreg.;  Mobile,  Ala.; 
and  Beaver  Falls,  Pa. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  chart  referred  to  was  marked  "Exhibit  No.  841"  and  appears 
on  p.  4952.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5477.) 

Dr.  Lubin.  The  significant  thing  that  should  be  pointed  out  is 
that  in  Chicago  about  3  percent  of  the  families  have  an  income  of 
$500  or  less,  in  Mobile  5.3  percent  have  incomes  of  under  $500,  in 
Portland,  Oreg.,  3.8  percent  have  incomes  of  under  $500. 

If  you  move  to  the  next  category,  namely,  those  families  that  have 
incomes  of  between  $500  and  $1,000,  you  will  note  that  in  Chicago 
11.6  percent  are  in  that  income  bracket,  whereas  in  Portland,  Oreg., 
14  percent  are  in  that  bracket,  whereas  in  Mobile,  21  percent  are  in 
that  bracket,  and  in '  Beaver  Falls  17  percent.  In  other  words, 
there  are  proportionately  twice  as  many  families  in  Mobile,  Ala., 


4952 


CONCENTRATION  OF  ECONOMIC  POWER 


proportionately,  that  have  incomes  between  $500  and  $1,000  as  in  the 
city  of  Chicago. 

If  you  get  to  the  $1,000  to  $1,500  group,  you  will  find  that  in  Beaver 
Falls,  33  percent  of  all  the  families  have  incomes  in  that  bracket;  in 
Chicago,  however,  about  21  percent  have  incomes  in  that  bracket;  in 
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Portland,  Oreg.,  about  25  percent;  and  in  Mobile  approximately  22 
percent.  In  other  words,  in  a  small  city  like  Beaver  Falls,  which  is 
taken  at  random,  we  find  that  53  percent  of  the  families  have  incomes 
of  $1,500  or  less;  in  a  city  like  Mobile,  Ala.,  49  percent  of  the  families 
have  incomes  of  $1,500  or  less;  in  Portland,  Oreg.,  on  the  other  hand, 
the  number  is  much  smaller,  only  42  percent  having  incomes  of 
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$1,500  or  less,  and  in  a  metropolitan  area  like  Chicago,  only  36  percent 
have  incomes  of  $1,500  or  less,  illustrating  in  part  the  fact  that  the 
ability  to  purchase  or  rent  homes  will  vary  from  city  to  city  with  the 
distribution  of  family  income  in  those  cities,  so  that  in  attacking  the 
problem  of  what  sort  of  structures  should  be  provided  for  the  families 
of  the  United  States,  our  approach  will  have  to  be  based  entirely 
upon  what  the  conditions  are  that  prevail  in  each  community. 

If  you  get  to  the  $2,000  and  $3,000  income  group,  you  find  that  in 
Chicago,  for  example,  a  fourth  of  your  population  are  in  that  group 
and  accordingly  can  afford  to  pay  relatively  higher  rents  and  relatively 
higher  prices  for  their  homes.  On  the  other  hand,  in  Portland,  Oreg., 
the  proportion  is  about  the  same  as  in  the  other  group,  $1,000  to 
$1,500,  namely  22  percent.  In  Mobile,  Ala.,  on  the  other  hand,  only 
one  family  in  five  has  an  income  between  $2,000  and  $3,000,  whereas 
in  Beaver  Falls,  approximately  one  family  in  six  has  an  income  of 
between  $2,000  and  $3,000. 

Mr.  O'Connell.  Doctor,  in  that  chart  too  are  relief  families  ex- 
cluded? 

Dr.  Lubin.  Relief  families  are  excluded  from  all  these  charts. 

Mr.  Arnold.  That  is,  the  under  $500  families  are  those  that  can 
exist  on  that  amount  without  relief,  families  of  two? 

Dr.  Lubin.  What  you  find,  as  a  matter  of  fact,  is  that  they  use  up 
their  savings,  receive  gifts,  they  receive  help  from  their  friends  and 
relatives,  they  go  into  debt.  As  will  be  shown  on  the  chart  showing 
rentals  in  this  area,1  there  were  cases  where  they  spent  more  on  rent 
than  their  actual  total  income. 

Mr.  Arnold.  That  is  interesting,  because  those  under  $500  families 
not  on  relief  are  really  a  charge  on  the  income  of  some  of  these  other 
families  of  $500  to  $1,000  and  $1,500  to  $2,000. 

Dr.  Lubin.  And  in  some  instances  they  are  a  burden  on  the  people 
in  the  upper  brackets  who  happen  to  own  the  property  in  which  they 
happen  to  live  and  which  they  don't  actually  pay  rent  for. 

Mr.  O'Connell.  In  other  words,  I  suppose  they  are  potentially 
relief  people  too. 

Dr.  Lubin.  Yes ;  no  doubt. 

Mr.  O'Connell.  They  are  to  the  extent  they  are  living  on  savings 
and  accumulations  of  the  past  when  those  are  exhausted. 

Dr.  Lubin.  In  the  sense  that  they  go  into  debt  in  order  to  live. 

Acting  Chairman  Reece.  To  what  extent  do  you  find  the  rentals 
vary  in  those  different  cities? 

Dr.  Lubin.  I  am  coming  to  that  in  just  a  minute. 

Mr.  Arnold.  Just  another  question  that  you  may  not  be  able  to 
answer.  I  should  imagine  that  there  is  a  very  much  larger  percent 
between  $1,000  and  $500  of  the  families  that  couldn't  live  on  their 
income?    Isn't  that  a  fact? 

Dr.  Lubin.  That  will  vary  again  by  the  size  of  the  coi  imunity 

Mr.  Arnold.  Could  a  family  of  two  in  Chicago  live  on  $1,000? 

Dr.  Lubin.  A  lot  of  them  are  doing  it. 

Mr.  Arnold.  When  you  get  down  to  $750  certainly  they  are  living 
beyond  their  income. 

Dr.  Lubin.  Yes;  in  those  instances  as  a  matter  of  fact  up  to  $1,700 
in  Chicago  the  average  family  incurs  a  deficit  before  the  year  is  over 
and  incurs  that  deficit  either  by  getting  into  debt  or  by  using  past 

1  See  "Exhibit  No.  843,"  infra,  p.  4956. 
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savings  to  break  even.  About  $1,700  is  the  break-even  point  for  the 
average  family  in  Chicago.  By  and  large,  the  average  family  doesn't 
spend  more  than  it  actually  has  to  spend — when  I  say  actually  has  to 
spend,  I  mean  in  terms  of  its  income  for  the  year  in  question. 
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The  question  is,  how  much  of  this  income  that  we  have  been  show- 
ing goes  for  rent  or  to  cover  the  cost  of  housing  as  such.  In  this 
chart,  which  I  should  like  to  submit  for  the  record  showing  the  per- 
centage of  family  income  spent  for  housing,  there  is  revealed  the  fact 
that  the  family  that  received  $1,000  or  less  per  year  in  income  in 
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1935-36  spent  about  23  cents  out  of  every  dollar  for  housing;  the 
families  that  had  incomes  between  $1,000  and  $1,500  spent  about  17% 
percent  of  the  income  for  housing;  the  families  with  incomes  between 
$1,500  and  $2,500  spent  about  16  percent  of  their  incomes  for  housing; 
the  families  with  incomes  between  $2,500  and  $5,000  spent  14.4  per- 
cent for  housing;  the  families  that  had  incomes  of  $5,000  and  over 
spent  10  %  percent  of  their  income  for  housing. 

(The  chart  referred  to  was  marked  "Exhibit  No.  842"  and  appears 
on  p.  4954.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  5478.) 

Mr.  Arnold.  That  chart  is  headed  "Spent  for  Housing."  Do 
you  mean  other  charges  in  addition  to  rent? 

Dr.  Lubin.  It  should  say  "housing."  It  means  not  only  whatever 
rent  is  paid,  but  the  actual  carrying  costs  of  property  that  was  owned 
by  these  individuals. 

If  you  take  this  additional  picture  and  break  it  down  into  its  con- 
stituent parts,  taking  these  same  four  cities  we  showed  a  momen,t 
ago,  namely  Chicago,  Portland,  Oreg.,  Mobile,  and  Beaver  Falls, 
you  will  notice  the  tremendous  variations  that  exist  in  the  propor- 
tions of  the  incomes  of  these  families  that  go  to  cover  housing  costs. 

In  the  city  of  Chicago  the  average  family  that  had  an  income  of 
under  $500  spent  more  than  $500  for  rent ;  in  other  words,  they  spent 
for  the  year.  1935-36,  116  percent  of  their  actual  income  for  rent. 
Now  you  ask  how  they  did  it.  They  begged,  they  borrowed,  they  didn't 
pay:  their  rent.:  In  other  words,  this  was  the  obligation  they  in- 
curred; the  rental  charge  for  them,  if  they  paid  it,  was  about  16  per- 
cent m    3  than  the  actual  total  income  of  the  family. 

In  Poi  'and,  Oreg.,  of  every  dollar  of  income  of  families  that  had 
less  than  aJOO  in  that  year,  64  cents  went  for  rent;  in  Mobile,  43  cents 
out  of  every  dollar  went  for  rent,  and  in  Beaver  Falls,  63  cents  out  of 
every  dollar  went  for  rent. 

As  you  get'  \to  the  higher-income  brackets,  the  importance  of  that 
factor  becomes  less  and  less,  but  even  in  the  $500  to  $1,000  income 
group  rental  is  a  very  important  factor  in  the  family  budget.  In 
Chicago  a  family  with  an  income  of  between  $500  and  $1,000  spends 
35  cents  out  of  every  dollar;  in  Portland  only  24  cents;  in  Mobile 
only  21  cents  out  of  every  dollar,  and  in  Beaver  Falls  23  Cents  out  of 
every  dollar. 

Mr.  O'Connell.  This  chart  is  purely  rent  rather  than  housing  as 
in  the  last  chart? 

Dr.  Lubin.  Yes.     These  are  actual  rentals. 

Of  course,  the  relatively  small  percentage  that  goes  to  rental  in 
some  of  these  cities  is  a  result  of  various  factors.  Rents  are  lower,  and 
one  of  the  questions  I  think  that  would  be  expected  to  be  answered  before 
these  hearmgs  are  over  is  what  accounts  for  this  difference  in  rental 
levels.  Is  it  land  values,  is  it  tax  values,  is  it  cost  of  construction,  is 
it  type  of  housing  that  is  available? 

One  can  go  down  the  list  here  and  get  to  the  $5,000  income  group 
group  and  find  that  in  Chicago  out  of  every  dollar  about  13  cents  goes 
to  rent,  in  Portland  only  9%  cents,  in  Mobile  about  9%  cents  out  of 
every  dollar,  and  in  Beaver  Falls  about  7  cents  out  of  every  dollar. 

I  do  want  to  reemphasize  the  fact  that  in  the  group  which  has  in- 
comes of  $1,500  or  less,  anywhere  from  16  cents  to  $1.16  out  of  every 
dollar  of  family  income  is  a  rental-housing  item. 
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Mr.  O'Connell.  Would  you  offer  that  chart  for  the  record? 

Dr.  Lubin.  That  is  "Ratio  of  Rent  to  Family  Income,  1935-36." 

Acting  Chairman  Reece.  It  may  be  received. 

(The  chart  referred  to  was  marked  "Exhibit  No.  843"  and  appears 
on  this  page.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5478.) 
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Acting  Chairman  Reece.  I  believe  you  stated  earlier  that  it  is 
your  desire  that  all  these  charts  be  admitted  to  the  record,  is  it  not? 

Dr.  Lubin.  Yes. 

Acting  Chairman  Reece.  You  will  see  that  they  get  in,  and  they 
will  all  be  admitted. 

Dr.  Lubin.  Yes. 
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In  discussing  this  question  of  housing  one  has  heard  considerable 
discussion  as  to  building  homes  to  be  sold  to  workers.  Your  problem 
of  housing  for  the  American  family  is  much  more  than  the  problem  ot 
building  individual  houses  to  sell.  Your  problem  for  the  average 
family  in  this  country  is  a  problem  of  providing  housmg  that  he  can 
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rent,  at  least  if  the  experience  of  the  American  people  at  the  present 
time  is  any  criterion.  Now  it  may  be  that  they  wiU  change  their 
living  habits  and  can  be  persuaded  to  move  from  the  category  ot 
renters  to  the  category  of  purchasers.  . 

-  iDr  Lubin.  I  want  to  emphasize  the  fact  that  m  a  city  lifce 
Chicago  you  have  anywhere  from  64  to  85  percent  of  your  population 
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living  in  rented  quarters.  In  the  city  of  Portland,  Oreg.,  even  in  the 
$3,000  income  group,  approximately  one-third  rent  their  homes. 
When  you  get'to  the  $1,000  group  over  60  percent  live  in  rented  quar- 
ters. In  a  city  like  Mobile,  Ala.,  three-fourths  of  the  people  earning 
$1,000  dollars  or  less  live  in  rented  quarters  and  about  a  third  earning 
more  than  $3,000  live  in  rented  quarters.  In  a  small  industrial  city 
like  Beaver  Falls,  two-thirds  of  the  people  earning  between  $500  and 
$1,500  live  in  rented  quarters  and  a  third  earning  over  $3,000  live  in 
rented  quarters. 

In  other  words,  the  American  family  in  the  lower-income  group  is 
predominantly  a  family  that  lives  in  rented  homes  and  not  in  homes 
that  they  own  themselves. 

(The  chart  referred  to  was  marked  "Exhibit  No.  844"  and  appears 
on  p.  4957.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5478.) 

Dr.  Lubin.  If  we  take  these  same  cities  for  which  we  have  noted 
the  distribution  of  income  and  for  which  we  have  noted  the  percentage 
of  income  that  goes  to  rent,  and  for  which  we  have  noted  the  percentage 
of  families  that  live  in  rented  homes,  if  you  take  the  structures  in  which 
these  people  live  in  these  cities  you  will  find,  as  evidenced  in  this 
chart,  entitled  "Rented  Units  Lacking  Selected  Facilities,"  that  a  very 
important  percentage  of  these  families  are  living  in  quarters  that  can 
be  defined  as  substandard  quarters. 

(The  chart  referred  to  was  marked  "Exhibit  No.  845"  and  appears 
on  p.  4959.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5479.) 

Acting  Chairman  Reece.  Doctor,  do  you  expect  to  give  any  defini- 
tion of  substandard  houses? 

Dr.  Lubin.  Yes,  I  shall ;  definitely.  If  you  define  as  substandard  a 
dwelling  which  is  unfit  for  human  occupancy  or  in  need  of  major 
repairs,  you  will  find  that  there  are  approximately  4,000,000  sub- 
standard dwelling  units  in  the  United  States  today,  and  that  is  the 
minimum  estimate 

Acting  Chairman  Reece  (interposing).  I*  had  in  mind  particularly 
what  constitutes  a  substandard  house  with  reference  to  facilities  in 
the  house. 

Dr.  Lubin.  Well,  let  me  put  it  this  way.  There  are  various  esti- 
mates of  substandard  depending  upon  the  definition  that  you  use.  If 
you  use  as  your  definition  a  house  that  is  not  fit  for  human  habitation, 
and  of  course  there  again  your  criteria  may  vary,  but  a  house  which  is 
so  run  down  that  it  is  unsafe  to  live  in  or  unhealthy  to  five  in,  and  if 
you  include  in  that  definition  houses  that  require  major  repairs — 
you  will  find  that  approximately  16  percent  of  the  dwellings  of  the 
United  States,  about  4,000,000  of  them,  will  come  within  that  category. 

If,  on  the  other  hand,  you  use  as  substandard  the  criterion  of  a  house 
that  has  no  bathroom  at  all,  you  will  find  that  over  5%  million  houses 
come  within  that  category. 

Mr.  Arnold.  You  mean  that  these  4,000,000  substandard  houses 
are  all  without  bathrooms,  private  bathrooms? 

Dr.  Lubin.  That,  plus  the  fact  that  they  are  so  in  need  of  major 
repairs. 

Mr.  Arnold.  For  instance,  in  New  York  City,  in  some  of  those 
tenements,  they  might  have  a  bathroom  but  would  be  substandard 
for  other  reasons. 
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Dr.  Lubin.  If  ^rou  take  these  various  cities 

Mr.  Arnold  (interposing).  One  question.  You  say  "selected  facil- 
ities."   Does  that  phrase  mean  any  particular  selection? 

Dr.  Lubin.  Yes.  In  this  instance  we  have  arbitrarily  taken  certain 
facilities;  namely,  running  hot  water,  indoor  toilet,  and  electric  lights. 

Exhibit  No.  845 
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In  these  cities  we  have  attempted  to  measure  the  number  of  dwell- 
ings that  lack  any  one  of  those  things  or  that  lack  one  or  more  of  those 
things.  In  other  words,  that  chart  depicts  the  percentage  of  the  total 
rented  units  that;  lack  either  running  hot  water,  indoor  toilet,  electric 
lights,  or  both  or  all  three. 

Mr.  Arnold.  This  chart  does  not  include  houses  out  of  repair,  or 
anything  of  that  sort? 
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Dr.  Lubin.  No,  it  does  not.  These  others  would  be  in  addition  to 
it.  You  will  note  that  in  Chicago,  for  example,  in  this  income  group 
between  $500  and  $1,000,  44  percent  of  the  renters  live  in  dwelling 
units  that  have  no  running  hot  water  or  no  electric  lights  or  no  inside 
toilet. 

In  the  city  of  Mobile,  Ala.,  84  percent  of  the  families  in  the  income 
group  between  $500  and  $1,000  lack  one  or  more  of  those  facilities. 
In  the  city  of  Beaver  Falls,  69  percent  of  the  families  between  $500 
and  $1,000  lack  one  or  more  of  those  f acuities. 

Or,  if  you  move  to  the  higher-income  groups,  between  $1,000  and 
$1,500,  in  Chicago  one  family  out  of  every  four  lacks  one  or  more  of 
those  three  facilities.  In  Mobile,  Ala.,  two-thirds  of  the  families,  64 
percent  to  be  exact,  lack  one  or  more  of  those  facilities.  In  Portland 
"only  13  percent  lack  those  facilities,  and  in  Beaver  Falls,  47  percent, 
almost  every  other  family,  lack  one  or  more  of  those  facilities. 

It  is  only  when  you  get  to  the  income  groups  of  around  $3,000  and 
$5,000  where  the  relative  number  of  families  that  don't  have  all  three 
facilities  is  insignificant. 

In  Chicago,  4  percent  of  the  families  with  incomes  between  $3,000 
and  $5,000  lack  one  or  more  of  those  faculties;  in  Portland,  only  2  per- 
cent; in  Mobile,  10  percent.  If  you  get  into  the  income  group  of  five 
thousand  and  over,  every  family  in  Chicago  with  that  income  has  all 
of  these  facilities,  every  family  in  Portland  has  all  of  these  facilities, 
and  4  percent  of  the  families  in  Mobile  do  not  have  them. 

In  other  words  a  large  segment  of  the  American  families,  both  in  the 
largest  cities  and  the  smallest  cities,  is  still  living  under  conditions 
which  do  not  meet  what  we  might  call  a  standard  housing  condition, 
namely,  conditions  which  afforded  a  private  toilet,  and  running  hot 
water  and  electric  lights,  and  other  conditions  of  housing  which  lead 
to  healthful  living  and  to  safe  living. 

That  raises  the  question  as  to  what  we  are  doing  for  these  families 
in  the  construction  field.  The  percentage,  as  I  say,  of  families  in  the 
$500  to  $1,000  group,  or  even  in  the  $1,000  to  $1,500  group,  in  Chicago, 
in  a  city  like  Mobile,  in  a  city  like  Beaver  Falls,  Pa.,  of  families  that 
are  living  under  conditions  without  these  various  conveniences  is  very 
large. 

Now,  in  this  chart,  entitled  "Houses  City  Families  Can  Afford  and 
Houses  Built,  1938,"  on  the  assumption  that  most  of  the  houses  built 
in  1938  would  have  these  minimum  conveniences,  we  have  attempted 
to  get  some  idea  of  what  provision  is  being  made  for  these  people  who, 
as  shown  a  minute  ago,  today  do  not  have  these  so-called  minimum 
conveniences  which  can  be  considered  as  a  necessity  to  maintaining  a 
decent  level  of  housing. 

(The  chart  referred  to  was  marked  "Exhibit  No.  846"  and  appears 
on  p.  4962.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5479.) 

Acting  Chairman  Reece.  Before  you  go  into  that  chart,  Doctor, 
may  I  ask  another  question  in  regard  to  the  preceding  chart?  It 
isn't  necessary  to  display  it  again. 

If  One  of  the  facilities  included,  that  of  running  hot  water,  should 
be  changed  to  running  cold  water,  would  that  very  materially  affect 
the  percentage? 

Dr.  Lubin.     I  think  it  would  in  certain  areas,  yes,  very  definitely. 


CONCENTRATION  OF  ECONOMIC  POWER  49gl 

Acting  Chairman  Reece.     Some  people  do  think- 


Dr.  Lubin  (interposing).  The  fact  is,  I  think  we  could  give  you 
some  figures  as  to  just  what  effect  it  would  have  upon  the  percentage. 
The  percentage  would  still  be  very  large  in  the  sense  that  a  very 
appreciable  number  of  people  in  this  country  would  still  be  found  to  be 
living  in  homes  that  have  no  running  water  at  all,  and  these  are  non- 
farm  families,  families  that  live  in  towns,  villages,  or  larger  cities. 

Acting  Chairman  Reece.  In  making  up  a  definition  of  minimum 
facilities,  and  these  three  facilities  are  included  as  a  minimum,  is  the 
difference  between  running  hot  water  and  running  water  sufficient  to 
justify  a  house  being  below  standard  because  it  has  running  water 
instead  of  running  hot  water? 

Dr.  Lubin.  Well,  of  course,  there  again  you  get  to  the  question  of 
your  criteria  of  American  living.  I  mean,  is  it  reasonable  to  expect 
that  an  average  American  family  should  have  available  to  it,  in  its 
home,  running  hot  water? 

I  personally  think  yes.  I  think  that  it  is  not  at  all  unreasonable 
to  expect,  for  any  family  to  expect,  that  it  should  have  running  water 
available  to  it,  running  hot  water  available  to  it  in  the  event  it  wants 
to  take  a  bath  or  do  any  cleaning  or  anything  of  that  sort.  Now 
of  course  there  are  a  lot  of  people  who  think  that  even  bathing  isn't 
necessary  to  maintaining  a  decent  standard  of  living,  and  they  will 
say,  therefore,  hot  water  isn't  necessary,  but 

Acting  Chairman  Reece.  By  the  three  niinimum  facilities  you 
outline — they  don't  include  bathrooms  in  any  case,  however? 

Dr.  Lubin.  No.  Of  course  if  you  take  the  case  of  bathrooms,  if 
you  are  going  to  use  bathrooms  as  a  basis  for  measuring  substandard 
housing,  then  you  would  find  5%  million  homes  in  the  United  States 
substandard;  every  fifth  house  in  this  country  is  substandard  on  that 
basis.  Or  if  you  take  lacking  hot  water,  lacking  electric  lights,  lack- 
ing bathrooms  and  things  of  that  sort,  take  any  two  or  more  of  those, 
and  you  may  get  up  to  over  7,000,000  substandard  houses.  Now 
I  have  attempted  to  deal  with  the  minimum  possible  criteria  that  I 
could  figure  out,  and  if  you  take  just  those  houses  that  are  in  need  of 
major  repairs,  or  those  houses  that  are  unfit  for  occupancy  because 
of  safety  or  health  conditions,  you  get  down  to  4,000,000. 

Now,  that  is  the  minimum  number  of  substandard  we  can  think  of. 

Mr.  Arnold.  Do  you  have  the  figure  for  all  three? 

Dr.  Lubin.  No. 

Mr.  Arnold.  You  gave  me  the  figures  for  two  and  I  thought  you 
might  have  the  figures  for  three. 

Dr.  Lubin.  Granted  that  your  criteria  will  vary  with  different  parts 
of  the  country  and  different  economic  income  groups,  you  still  get  to 
the  point  where  you  find  4,000,000  of  them  which  are  substandard,  by 
the  most  stringent  test,  namely,  unfit  for  human  habitation  or  in  need 
of  major  repairs.  Getting  back  then  to  the  question  of  what  pro- 
vision is  being  made  for  these  families,  I  should  like  to  insert  for  the 
record  this  chart  showing  houses  city  families  can  afford  and  houses 
built  in  1938. 1 

The  figures  for  "Houses  built"  are  based  on  preliminary  data  from 
the  Bureau  of  Labor  Statistics  Building  Permit  Survey.  They  exclude 
houses  selling  for  less  than  $2,000  and  for  more  than  $10,000.     Our 

1  Previously  entered  as  "Exhibit  No.  846,"  infra,  p.  4962. 


4962 


CONCENTRATION  OF  ECONOMIC  POWER 


Exhibit  No.  846 


HOUSES  CITY  FAMILIES 

CAN  AFFORD    AND 

HOUSES  BUILT-1938 


PRELIMINARY    ESTIMATES 


$2000 

TO 

$4000 


U  «   BUBCAU   Of   LABOR   STATISTICS 


$4000      $6000 

TO  TO 

$6000      $8000 

SELLING  PRICE  (DOLLARS) 


$8000 

TO 

$10,000 
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data  at  these  extremes  of  the  price  range  are  pretty  sketchy,  and  the 
range  from  $2,000  to  $10,000  is  all  that  is  necessary  to  make  the  point 
which  I  wish  to  bring  out. 

The  figures  for  "Houses  city  families  can  afford"  are  derived  as 
follows::  We  know  the  distribution  of  families  by  income,  and  we 
know  the  income  of  families  purchasing  new  one-family  houses  by 
means  of  F.  H.  A.-insured  mortgages  last  year.  These  F.  H.  A. 
figures  show  the  price  of  houses  bought  by  families  having  a  given 
income.  With  exceptions  noted  later,  we  have  taken  all  the  families 
at  a  given  income,  and  assumed  that  the  same  proportion  as  shown 
by  F.  H.  A.  could  afford  houses  at  $2,000  to  $4,000,  $4,000  to  $6,000, 
and  the  like.  This  was  done  for  each  income  group,  and  then  the  num- 
bers were  added  for  each  price  of  house,  and  were  put  on  a  percentage 
basis  by  price  of  house.  For  example,  if  three-fourths  of  the  $1,000 
to  $1,500  income  families  buying  houses  under  the  F.  H.  A.  plan  paid 
from  $2,000  to  $4,000,  and  the  remainder  paid  more-than  $4,000,  and 
if  there  were  3,300,000  families  receiving  $1,000  to  $1,500  income, 
it  was  assumed  that  2,475,000  could  afford  a  $2,000  to  $4,000  house 
and  that  825,000  could  afford  one  costing  $4,000  or  more.  In  the 
next  higher  income  group,  $1,500  to  $2,000,  40  percent  of  the  families 
buying  houses  under  the  F.  H.  A.  plan  paid  $2,000  to  $4,000,  so  it 
was  assumed  that  40  percent  of  all  families  in  that  income  range,  or 
1,050,000,  could  afford  to  live  in  homes  costing  $2,000  to  $4,000.  The 
2,475,000  was  added  to  the  1,050,000  and  to  numbers  derived  in  a 
similar  manner  for  other  income  groups  to  give  the  total  number  of 
houses  costing  from  $2,000  to  $4,000  which  families  of  all  income  groups 
could  afford  to  five  in.  The  same  procedure  was  followed  for  each 
price  of  house  class  and  the  numbers  were  put  on  a  percentage  basis 
and  charted.  They  are  the  black  bars,  designated  "Houses  city 
families  can  afford." 

This  method  may  give  a  conservative  picture  of  what  families 
can  afford,  because  the  F.  H.  A.  has  definite  standards  for  mortgages 
it  will  accept  for  insurance  and  the  mortgages  actually  accepted  in 
many  cases  exceed  the  minimum  which  F.  H.  A.  would  just  barely 
accept.  On  the  other  hand,  some  of  the  families  included  as  being 
able  to  afford  a  house  might  not  be  eligible  for  an  F.  H.  A.  insured 
mortgage,  due  to  instability  of  income,  lack  of  adequate  down  pay- 
ment, and  so  forth.  This  might  offset  the  conservative  tendency  of 
the  estimates  mentioned  above.  "Houses  city  families  can  afford," 
id  summary,  is  based  on  the  average  experience  of  F.  H.  A.  in  1938, 
rather  than  on  the  minimum  which  would  make  a  mortgage  eligible 
for  F.  H.  A.  insurance. 

I  mentioned  earlier  that  all  families  were  not  included.  There  are 
about  14,000,000  urban  families  who  receive  no  relief  whatever  during 
the  year.  About  12,000,000  of  these  have  incomes  of  $750  or  more 
per  year.  But  a  large  family,  living  in  a  city  in  which  food  costs  are 
high,  could  not  afford  to  buy  or  rent  a  house  costing  $2,000  on  an 
income  of  $750  without  skimping  on  food  to  the  point  of  endangering 
health.  Accordingly,  a  further  reduction  of  about  270,000  families 
has  been  made  to  allow  for  such  families.  It  was  pointed  out  earlier 
that  our  data  on  houses  built  were  not  good  enough  to  present  for 
the  highest  priced  houses — those  costing  $10,000  or  more.  In  order 
to  maintain  comparability,  we  have  also  excluded  some  320,000 
families  who  could  afford  houses  costing  $10,000  and  more.     This 
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leaves  about  llK  million  (11,400,000)  families  that  presumably  could 
afford  to  pay  the  rent  or  the  purchase  price  of  houses  worth  from 
$2,000  to  $10,000.  The  price  of  houses  they  could  afford  is  shown 
in  the  chart,  in  percentage  terms. 

Approximately  48  percent  of  the  families  in  the  cities  could  have 
bought  houses  between  two  and  four  thousand  dollars  in  the  sense 
that  their  incomes  were  sufficient  to  justify  their  buying  houses  in 
that  category,  two  to  four  thousand.  However,  only  20  percent  of 
the  houses  that  were  built  were  in  that  category.  Or  to  put  it  another 
way,  in  the  four  to  six  thousandjdollar  house  group,  approximately 
37  percent  of  the  families  in  the  cities  had  income  sufficiently  large 
either  to  buy  or  rent  such  houses.  However,  only  32  percent  of 
the  houses  built  that  year  were  for  that  category. 

In  the  six  to  eight  thousand  dollar  group  you  just  get  the  reverse 
situation.  Twelve  percent  of  the  city  families  could  afford  to  buy  that 
kind  of  a  house,  but  32  percent  of  the  houses  built  were  in  that  cate- 
gory, and  when  you  come  to  the  eight  to  ten  thousand  dollar  group, 
3  percent  of  the  families  could  afford  that  kind  of  a  house,  and  five 
times  as  many  houses  were  built  for  that  group.  In  other  words, 
]  6  percent  of  the  houses  were  built  for  the  group.  To  make  the  thing 
still  more  clear,  of  the  various  people  in  the  city,  various  families  in 
cities,  taken  as  a  whole,  approximately  48  percent  of  them  could 
afford,  in  terms  of  their  income,  to  buy  or  to  rent  a  house  which 
would  sell  for  from  two  to  four  thousand  dollars  in  1938. 

Acting  Chairman  Reece.  Now,  in  reaching  that  determination, 
Dr.  Lubin,  have  you  taken  into  consideration  not  only  the  ability  of 
these  families  to  buy  a  house  the  price  of  which  ranges  from  two  to 
four  thousand  dollars,  but  also  their  ability  to  maintain  it,  particularly, 
pay  taxes  on  it,  which  becomes  a  very  important  item  in  the  cities? 

Dr.  Lubin.  That  is  why  I  said  specifically  it  made  little  difference 
whether  they  bought  it  or  rented  it.  In  other  words,  48  percent  of 
the  people  could  afford  to  five  in  homes  whether  they  rented  or  bought 
them.  If  they  rented  of  course  they  paid  taxes  and  maintenance 
indirectly  through  the  rent;  could  afford  to  live  in  homes  that  cost 
between  or  sold  between  two  and  four  thousand  dollars  in  that  year, 
and  yet  of  all  the  houses  the  building  industry  built,  only  20  percent 
were  in  that  category. 

Mr.  Arnold.  Is  this  chart  cumulative?  Does  the  first  black  line 
include  the  others? 

Dr.  Lubin.     No. 

Mr.  Arnold.  The  total  percentages  of  those  black  lines  on  the 
chart  are  100,  aren't  they? 

Dr.  Lubin.  Yes;  but  you  must  remember  we  haven't  got  anything 
less  than  two  thousand,  and  have  nothing  more  than  ten  thousand. 
The  $2,000  to  $10,000  equals  100  percent. 

Mr.  Arnold.  Then  I  would  probably  misinterpret  the  chart 
if  I  said  that  only  a  few  percent  can't  afford  to  build  houses.  That 
isn't  what  the  chart  means,  is  it? 

Dr.  Lubin.  The  chart  says  that  48  percent  of  the  families  in  the 
United  States  can  afford  to  either  buy  or  rent  houses  that  sell  between 
two  and  ten  thousand  dollars,  whereas  in  1938  only  20  percent  of  all 
the  houses  built  were  in  that  category. 

Mr.  O'Connell.  Doctor,  may  I  interrupt  you  a  minute?  Con- 
verting the  two  to  four  thousand  dollar  figure  into  the  incomes  of  the 
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families  that  can  presumably  afford  to  buy  that  type  of  house,  I  was 
under  the  impression  that  that  black  line  represented  persons  whose 
income  was  in  the  group  ranging  from  about  $1,000  to  about  $1,750 
a  year. 

Dr.  Lubin.  Yes.  In  other  words,  the  practice  is  this,  that  on  the 
average  a  fellow  who  has  an  income  of  less  than  $1,000  a  year  could 
afford  to  buy  a  house  which  would  sell  for  about  2.9  times  his  income; 
in  other  words,  if  his  income  is  about  a  thousand  dollars  a  year  he 
shouldn't  pay  more  than  $2,900  for.a  house.  On  the  other  hand,  if 
you  get  to  $3,000  a  year,  the  theory  is  that  he  ought  to  be  able  to 
spend  about  twice  his  income  for  a  house. 

Mr.  Arnold.  I  begin  to  see.  In  other  words,  if  we  had  proper 
credit  facilities,  amortization  charges,  these  people  could  afford  to 
buy  a  house,  but  under  present  conditions  a  family  with  an  income  of 
$1,000,  or  say  seventeen  hundred  fifty,  can't  afford  to  buy  any.  I 
don't  know  where  they  would  get  the  money. 

Dr.  Lubin.  As  a  matter  of  fact,  the  fellow  who  has  an  income  of 
$1,500  a  year,  if  he  bought  a  house  in  a  given  category  he  might  be 
spending  less  for  rent  than  he  is  spending  today,  may  he  not? 

Mr.  Arnold.  If  the  credit  facilities  are  properly  arranged.  You 
are  thinking  of  a  plan  by  which  he  can  amortize  his  payment. 

Dr.  Lubin.  Of  course  I  think  the  difficulty  arises  out  of  the  fact 
that  we  are  talking  about  buying  houses,  because  these  figures  are 
based  upon  sales  in  1938,  but  the  fact  still  remains  that  whether  you 
deal  with  sales,  buying  houses,  or  renting  a  house,  I  mean  the  house 
that  one  lives  in,  that  somebody  else  owns,  if  that  owner  purchased 
the  property  the  picture  would  be  the  same.  In  other  words,  the 
man  who  bought  a  house  to  rent  to  somebody  else  would  be  working 
On  that  same  basis,  namely  that  if  he  was  going  to  buy  a  house  to 
rent  and  he  was  going  to  pay  between  two  thousand  and  four  thousand 
dollars  for  that  house  to  re-rent,  the  probability  is  that  something 
just  under  50  percent  of  the  families  in  the  United  States  could  afford 
to  rent  that  house.  On  the  other  hand,  the  actual  number  of  houses 
built  in  that  category  was  only  20  percent  of  the  total,  you  see. 

Mr.  O'Connell.  So,  generally  speaking,  I  take  it  you  think  the 
chart  indicates  that  in  terms  of  supplying  the  needs  or  at  least  the 
potential  purchasing  capacity  of  families  in  the  lower  income  groups, 
say  from  $1,000  up,  that  the  present  operation  in  the  industry  is  such 
that  the  major  bulk  of  the  construction  is  for  people  in  the  higher- 
income  groups. 

Dr.  Lubin.  In  other  words,  if  you  get  into  the  upper-income  brack- 
ets, you  find  that  about  3  percent  of  our  families  can  afford  to  buy 
houses  between  eight  and  ten  thousand  dollars.  Last  year  16  per- 
cent of  the  houses'  built  were  for  those  families.  On  the  other  hand, 
you  get  to  the  four  to  six  thousand  dollar  houses,  37  percent  of  our 
families  can  afford  to  live  in  those  houses,  but  only  32  percent  of 
the  houses  built  were  for  that  group. 

If  you  get  down  to  the  two  and  four  thousand  dollar  house  nearly 
half  of  the  families  we  have  included  can  afford  only  to  live  in  that 
kind  of  a  house — nothing  better.  But  only  20  percent  of  the  houses 
built  last  year  were  for  those  families. 

Mr.  O'Connell.  Even  on  an  absolute  basis,  more  houses  were  being 
built  for  the  higher-income  groups  than  for  families  in  lower-income 
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groups,  although  percentagewise  there  are  more  families  in  the  lower- 
income  groups,  is  that  correct? 

Dr.  Lubin.  Plus  the  factor  that  you  are  building  more  homes  m 
that  higher-priced  class  than  the  percentage  of  the  population  justi- 
fied being  built.  Whereas  in  the  lower,  cheaper  houses,  lower-cost 
house,  you  weren't  building  anywhere  near  as  many  percentagewise 
as  the  population  would  have  justified  your  building. 

All  of  this  leads  up  to  the  question  as  to  what  we  might  expect  of 
the  building  industry  and  what  effect  an  increase  in  building  construc- 
tion, particularly  housing  construction,  would  have  upon  industry  as 
a  whole.  As  I  attempted  to  point  out,  the  building  industry  has  not 
kept  pace  with  industrial  activity  as  a  whole.  Both  in  actual  em- 
ployment of  people  on  construction  as  such  and  in  the  employment 
of  people  in  making  the  materials  that  go  into  housing  there  has 
been  a  tremendous  lag,  a  very  important  lag,  between  activity  in  in- 
dustry as  a  whole  and  those  industries  that  depend  upon  construction 
for  their  existence.  The  industry  has  not  been  producing  units  as 
fast  as  the  number  of  families  in  this  country  has  been  increasing. 
To  be  sure,  in  the  twenties  the  industry  overdid  it;  we  built  many 
more  units  than  we  needed.  The  result  is  that  you  had  very  high 
vacancy  rates  in  1929  and  1930.  The  failure  of  the  industry  to  pro- 
duce after  1930  in  a  sense  resulted  in  filling  up  that  void  so  that  by 
now  the  number  of  vacancies  in  the  United  States  is  very,  very  small, 
estimates  running  around  2  percent,  which  is  a  very  low  vacancy  rate 
for  the  United  States  as  a  whole.  In  other  words,  we  have  reached 
the  point  where  we  no  longer  have  the  surplus  to  use  up,  the  surplus 
which  was  created  in  the  twenties,  and  if  we  are  going  to  maintain 
the  standards  of  housing  in  the  United  States  we  must  markedly  in- 
crease the  number  of  dwelling  units  that  are  created  for  our  families. 

If  one  were  to  look  into  the  future  and  attempt  to  estimate  just  how 
much  home  construction  we  need  in  the  United  States,  I  think  we 
would  find  a  picture  something  like  this:  that  we  can  expect  that 
during  the  next  10  years  there  will  be  added  to  our  population  in  this 
country  each  year  an  average  of  about  280,000  new  families.  Those 
280,000  new  families  will  have  to  be  provided  with  some  form  of 
dwelling  unit  or  other.  During  the  next  10  years  we  can  look  forward 
on  the  basis  of  past  experience  to  about  45,000  dwelling  units  being 
destroyed  annually  through  demolition;  in  other  words,  the  average 
should  run  between  40,000  and  50,000  dwelling  units  per  year  which 
will  be  taken  out  of  circulation  in  the  sense  that  they  will  no  longer  be 
available  for  habitation  because  of  demolition.  That  does  not  include 
the  many  thousands  of  units  that  will  be  demolished  by  the  United 
States  Housing  Administration,  because  there  such  units  as  will  be 
destroyed  will  be  replaced  by  U.  S.  H.  A.  housing  units. 

I  am  not  going  to  make  any  allowance  for  fire  destruction,  on  the 
theory  that  conversion  of  nonhousing  units  into  housing  units  wili 
offset  the  number  of  units  that  are  destroyed  by  fire;  in  other  words, 
I  am  trying  to  arrive  at  the  minimum  possible  estimate  as  to  the 
needs  of  new  housing  units  to  be  constructed  in  the  next  10  years. 
That  minimum  is  based  on  the  assumption  that  we  will  maintain  the 
same  vacancy  rate  as  at  the  present  time;  in  other  words,  all  we  will 
be  doing,  if  we  create  325,000  units,  will  be  making  these  units  avail- 
able and  at  the  same  time  keeping  the  vacancy  rate  down  to  2  per- 
cent or  less  than  that,  which  means  that  the  amount  of  choice  avail- 
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able  for  these  families  will  be  relatively  limited  as  compared  +0  what 
it  has  been  at  other  times. 

Mr.  Arnold.  It  doesn't  mean  the  reconstruction  of  the  4,000,000 
uninhabitable  houses? 

Dr.  Lubin.  I  am  coming  to  those  in  just  a  moment. 

If  you  build  325,000  units  a  year  in  the  next  10  years,  you  will 
have  in  all  probability  a  gradual  decline  in  the  standard  of  housing 
in  this  country;  it  won't  be  very  marked,  but  there  still  will  be  a 
slight  decline  in  the  standard  of  housing  available  to  the  American 
.  people — because  the  45,000  demolitions,  in  my  opinion,  will  not  take 
care  of  the  houses  becoming  obsolescent  each  year.  All  you  will  be 
doing  will  be  to  take  care  of  these  280,000  new  families  and  replacing 
those  houses  taken  out  of  circulation  through  demolition. 

Bear  in  mind  that  each  year  more  houses  become  obsolescent.  You 
want  to  remember  that  more  than  half  the  houses  of  this  country  are 
over  25  years  of  age  and  one-fourth  are  over  50  years  of  age.  The  extent 
to  which  obsolescence  affects  those  houses  of  course  depends  upon  the 
way  they  have  been  built,  the  materials  out  of  which  they  have  been 
built,  and  their  location.  But  on  a  325,000  new  unit  basis,  taking 
housing  as  a  whole  in  the  United  States,  we  will  be  witnessing  during 
the  next  10  years,  if  we  don't  do  better  than  that,  a  gradual  decline 
in  the  standard  of  housing  that  is  available  to  our  people. 

I  said  a  minute  ago  that  we  estimate  a  minimum  of  4,000,000  sub- 
standard houses  in  the  United  States,  and  among  those  4,000,000 — 
I  should  say  dwelling  units  rather  than  houses — are  included  only 
those  that  are  in  need  of  major  repairs  or  those  that  are  unfit  for 
human  habitation. 

If  you  assume  that  you  want  to  get  rid  of  those  houses  and  make 
other  dwellings  available  for  our  population,  over,  say,  a  20-year 
period;  in  other  words,  if  you  assume  that  you  are  going  to  replace 
those  houses  on  a  5-percent  basis  (you  are  not  replacing  houses  that 
are  going  to  become  substandard  in  the  next  10  years,  you  are  only 
going  to  replace  those  houses  that  are  already  substandard)  you  are 
going  to  take  20  years  to  do  it,  which  means  a  5-percent  replacement 
of  existing  substandard  houses.  If  you  did  it  on  a  20-year  basis  you 
would  have  to  replace  200,000  of  those  units  each  year.  You  add 
those  200,000  units — and  certainly  that  is  a  conservative  estimate — 
to  your  325,000  that  you  have  got  to  have  to  maintain  housing  for 
your  new  families  and  for  those  houses  which  are  destroyed  through 
demolition — and  you  get  a  minimum  requirement  of  525,000  units 
per  year  for  the  next  10  years.  With  525,000  additional  units  for 
the  next  10  years,  there  will  hardly  be  any  increase  in  the  standards 
of  the  American  people  in  terms  of  their  housing. 

Compare  that  situation,  namely  a  minimum  requirement  of  525,000, 
just  about  to  hold  your  own  for  the  next  10  years,  with  the  situation 
that  prevailed  in  the  twenties.  As  I  said  earlier,  between  '20  and  '29 
we  built  700,000  new  nonfarm  units  every  year.  During  the  last  9 
years  we  have  built  only  an  average  of  190,000  units  a  year,  and  as  I 
said  previously,  in  a  single  year,  1925,  we  built  as  many  as  937,000 
new  units. 

Last  year  we  produced  345,000  units.  We  estimate  something 
around  400,000  to  450,000  for  this  year,  of  which  50,000,  something 
between  30,000  and  '60,000,  will  be  United  States  Housing  Adminis- 
tration units,  which  in  many  instances  will  only  replace  other  units 
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that  they  are  going  to  destroy.  So  that  even  if  1939  turns  out  to 
be  as  good  as  we  expect  it  to  be  or  hope  it  to  be,  I  may  say  as  good 
as  the  most  optimistic  people  expect  it  to  be,  and  we  build  400,000 
units  through  private  mvestment,  there  still  will  be  a  shortage  of 
125,000  units  if  we  are  going  to  hold  our  own.  In  other  words,  we 
will  be  shy  125,000  units  that  will  have  to  be  produced  if  we  are  to 
stay  at  a  level  equal  to  what  prevails  right  now  in  the  United  States 
in  terms  of  general  housing  standards. 

It  is  quite  evident  from  figures  that  have  been  submitted  thus  far 
that  if  we  are  going  to  build  these  525,000  units,  at  least  half  of  them 
must  be  built  at  a  price  of  something  less  than  $4,000  if  they  are  to 
become  available  to  that  portion  of  the  income  receivers  who  need 
housing.  As  I  stated  a  minute  ago,  approximately  half  our  families 
cannot  afford  to  live  in  properties  that  cost  more  than  $4,000.  There- 
fore, I  have  made  some  estimates  of  what  these  125,000  additional 
units  that  should  be  produced  next  year,  if  we  are  merely  to  hold 
our  own,  would  mean  in  employment  if  we  did  produce  them. 

If  we  did  reach  that  level,  which  is  125,000  units  more  than  we  figured 
we  were  going  actually  to  build,  what  would  it  mean  to  workers, 
what  would  it  mean  to  industry,  what  would  it  mean  to  the  economy 
as  a  whole?  We  estimate  that  100,000  single-family  dwellings  that 
cost  $3,000  to  produce  will  give  jobs  to  82,000  men  for  a  whole  year 
on  the  site,  that  is  a  full-time  job  for  40  weeks  at  40  hours  a  week, 
which  is  more  weeks  than  most  building  workers  ever  work  in  a  year. 

In  producing  these  100,000  units  at  $3,000  apiece,  the  lumber 
industry  will  be  called  upon  to  furnish  three-quarters  of  a  billion 
board  feet  of  lumber;  the  brick  industry  will  be  called  upon  to  furnish 
approximately  800,000,000  bricks;  the  cement  industry  will  be  called 
upon  to  furnish  .about  3,000,000  barrels  of  cement;  the  steel  industry 
will  be  called  upOn  to  produce  about  a  quarter  of  a  million  tons  of 
steel;  the  paint  industry  will  be  called  upon  to  produce  about  3)000,000 
gallons  of  paint.  These  are  just  a  few  of  the  major  items^  that  go 
mto  building. 

To  produce  the  brick  and  the  lumber  and  the  cement  and  the 
steel  and  the  paint  and  the  other  things  that  go  into  building  these 
houses  which  will  be  sold  for  $3,000,  will  create  employment  for 
122,000  more  men  for  a  full  year,  meaning  that  on  thisTmsis  of  100,000 
additional  dwelling  units  costing  $3,000  to  produce,  the  net  increase 
in  employment  will  be  equal  to  204,000  man-years,  which  means 
full-time  employment  for  204,000  people. 

As  a  matter  of  fact,  the  building  year  for  the  building-crafts  worker 
is  a  lot  less  than  40  weeks,  but  assuming  now  that  we  could  give  him 
40  weeks  of  employment  and  so  have  the  industry  organised  that  we 
could  keep  him  steadily  employed  for  40  weeks  in  the  year,  to  produce 
100,000  units  to  sell  at  $3,000  each  would  create  employment  for  over 
200,000  people  for  a  40-week  year. 

If  we  filled  this  void,  in  other  words  if  we  could  reach  525,000 
units,  which  we  have  to  reach  if  we  are  going  to  maintain  housing 
on  our  present  levels,  if  there  is  to  be  no  further  deterioration  in  our 
housing  standards,  we  could,  if  we  could  find  some  way  of  getting 
those  extra  125,000  houses  produced  during  the  coming  year  to 
sell  at  $3,000,  create  jobs  for  more  than  250,000  men  for  a  40-week 
year;  in  other  words,  they  would  have  40  weeks  of  steady  employ- 
ment at  40  hours  per  week,  which  of  course  in  terms  of  the  effect 
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upon  industry  itself  and  upon  employment  in  other  industries  is 
terribly  significant.  In  other  Words,  there  are  jobs  waiting,  in  a 
sense,  for  over  250,000  people  right  now,  and  these  jobs  will  be  created 
if  we  just  do  the  minimum  that  we  have  to  do  in  housing  to  keep 
our  housing  standards  from  deteriorating  during  the  next  year,  and 
if  we  can  do  that  for  each  year  thereafter  for  the  next  decade  at  least. 

Acting  Chairman  Reece.  These  charts  which  you  have  displayed 
this  morning  indicate  a  demand  for  houses,  and  the  charts  which 
you  displayed  in  the  previous  study  indicated  ample  capital  available 
with  which  to  construct  them,1  and  at  other  times  in  the  study,  and 
as  is  generally  known,  there  are  ample  building  craftsmen  without 
work  and  ready  to  be  employed.  It  would  seem  interesting  to  me 
as  to  why  construction  is  not  under  way  through  the  employment  of 
these  various  factors. 

Dr.  Lubin.  Mr.  Chairman,  I  thiDk  Mr.  O'Connell  can  probably 
answer  that  question  better  than  I.  In  other  words,  the  purpose 
of  these  hearings,  as  I  understand  it,  is  to  find  out,  in  view  of  the 
fact  that  we  are  needing  these  houses,  in  view  of  the  fact  that  invest- 
ment capital  is  available,  why  we  aren't  having  them.  Apparently 
there  are  dozens  of  factors  in  the  picture  that  Mr.  O'Connell  is  going 
to  attempt  to  bring  forth  for  the  record. 

Mr.  O'Connell.  I  hope  to.  I  might  say  that  Dr.  Lubin's  testi- 
mony was  not  intended  to  indicate  explicitly  any  particular  answer 
to  the  problem,  but  rather  to  indicate  what  I  believe  he  has,  and  that 
is  a  need  for  an  expansion  in  the  construction  industry  in  the  resi- 
dential housing  field.  I  think  from  his  testimony  and  from  some 
of  the  charts  that  he  has  indicated  the  inference  might  be  drawn  that 
under  present  conditions  in  the  industry,  with  particular  reference  to 
the  prices  and  various  factors  that  go  to  make  up  the  cost  of  a  house, 
the  cost  of  owning  or  renting  a  House,  the  industry  is  not  so  geared, 
the  prices  in  the  industry  are  not  such  as  to  make  it  possible  for  per- 
sons in  at  least  the  middle  third  of  our  income  group — by  that  I 
mean  people  who  make  between  $1,000  and  $2,000  a  year — to  either 
buy  or  rent  adequate  dwelling  accommodations. 

The  inference  that  I  took  from  one  of  the  charts  which  Dr.  Lubin 
discussed  was  that  the  need  is  there  in  terms  of  a  desire,  an  unsatisfied 
demand  on  the  part  of  persons  to  own  or  rent  dwelling  accommodations 
which  are  not  now  available  to  them  because  of  the  price  of  adequate 
dwelling  accommodations,  and  my  thought  is  that  over  the  course  of 
this  hearing  we  will  develop,  with  that  in  mind,  the  different  things 
which,  in  the  various  factors  that  go  into  the  cost  Of  a  house,  have 
brought  about  conditions  which  made  it  impossible  for  the  persons 
in  the  lower-income  groups  to  acquire  or  to  rent  adequate  dwelling 
accommodations.  I  think  the  emphasis  throughout  the  hearing  will 
be  substantially  in  the  price  of  the  various  factors  that  go  into  the 
cost  of  a  house.  Dr.  Lubin  had  not  intended  to  indicate  directly 
what  he  thought  was  the  solution  of  the  problem  created  by  the  need 
he  indicated  this  morning. 

Acting  Chairman  Reece.  I  shall  patiently  await  further  develop- 
ments. 

Mr.  Arnold.  Again,  I  notice  a  lot  of  people  can  afford  houses  at 
$2,000.  I  assume  that  means  total  cost,  including  land.  What  are 
the  chances  of  buying  a  house  and  lot  in  most  cities  for  $2,000? 

•  See  Hearings,  Part  IX. 
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Mr.  O'Connell.  I  might  say  as  far  as  your  committee  can  tell, 
there  is  very  little  chance. 

Mr.  Arnold.  Of  course  the  other  part  of  the  chart  which  still 
bothers  me  is  the  houses  city  families  can  afford,  and  when  you  tell 
me  that  the  family  of  $1,000  income  can  afford  to  buy  a  $2,000  house, 
and  at  the  same  time  tell  me  that  they  can't  break  even  on  less  than 
$1,750,  you  must  mean  that  you  could  sell  them  that  house  and  they 
would  go  without  an  automobile  or  without  a  doctor's  bill  or  some- 
thing like  that.     They  can  afford  it  only  in  that  sense. 

Dr.  Lubin.  Afford  it  only  in  this  sense,  that  a  man  with  an  income 
of  $1,500,  if  he  lives  within  his  means,  can  afford  to  spend  so  many 
dollars  per  year  for  rent. 

Mr.  Arnold.  That  would  mean  he  mustn't  go  to  the  movies,  he 
mustn't  buy  one  of  these  second-hand  cars  which  are  keeping  new 
cars  flowing  on  the  market 

Dr.  Lubin  (interposing).  He  might.  All  we  can 'say  is  this:  Here 
is  a  pattern  of  American  living.  A  family  that  breaks  even,  we  will 
say  at  $1,700,  spends  its  money  in  such  a  way,  and  they  may  have  a 
car  and  may  not.  They  do  go  to  the  movies.  Of  that  total  income, 
approximately  twenty-odd  percent  goes  to  rent.  If  you  get  down 
into  a  low-income  group,  the  fact  is  that  right  now  he  is  paying  50, 
60,  70,  or  100  percent  of  his  total  income  for  rent,  and  granted  that 
if  a  man  with  a  $1,500  income  bought  a  house  for  $2,000,  and  say  his 
total  cost  of  maintaining  that  house  was  $200  a  year,  that  is  about 
$16  a  mont  i  rent,  isn't  it? — on  that  basis  he  certainly,  of  course,  to 
break  even  will  have  to  forego  a  lot  of  the  things  you  mentioned. 
There  is  no  doubt  about  it. 

Mr.  Arnold.  But  you  are  pointing  out  he  would  have  less  expendi- 
ture for  rent  than  he  has  now  if  he  did  buy  a  $2,000  house  under  these 
ideal  conditions. 

Dr.  Lubin.  Definitely.     His  rental'cost  would  be  down. 

Mr.  Arnold.  In  that  sense  it  is  not  very  contradictory.  It  does 
assume,  however,  a  $2,000  house,  and  it  does  assume  ideal  conditions 
of  financing. 

Dr.  Lubin.  Yes. 

Mr.  O'Connell.  Are  you  through,  Doctor? 

Mr.  Blaisdell.  Dr.  Lubin,  if  I  followed  your  testimony  correctly, 
you  are  indicating  furthermore  that  if  we  could  solve  this  problem  of 
relationship  so  as  to  enable  houses  to  be  built,  we  are  also  solving  in 
part  the  problem  of  the  income  to  buy  those  houses  or  rent  them. 

Dr.  Lubin.  Yes.  In  other  words,  the  mere  creation  of  250,000  or 
more  full-time  jobs  in  itself  will  create  income  for  other  people  to  rent 
houses  who  couldn't  afford  to  rent  them  in  that  category  at  the 
present  time.  ; 

Mr.  O'Connell.  I  had  several  questions  that  I  thought  you 
would  be  in  a  position  to  answer  in  view  of  your  knowledge  of  the 
subject,  though  they  don't  relate  particularly  to  the  charts  which  you 
have  been  discussing  this  morning.  If  there  are  any  of  these  ques- 
tions that  you  would  prefer  not  to  answer,  if  you  haven't  the  informa- 
tion available,  just  skip  them. 

Thinking  in  terms  of  the  building-trades  workers  and  persons  who 
are  engaged  in  the  construction  industry  generally,  have  you  any 
information  as  to  what  the  average  hourly  earnings  are  of  the  various 
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persons  involved  in  the  building  industry  on  a  relative  basis,  or 
absolutely? 

Dr.  Lubin.  We  have.  In  the  Bureau  of  Labor  statistics  more 
than  10,000  building  contractors  report  to  us  each  month  on  actual 
employment  and  actual  pay  rolls  and  the  number  of  hours  these  men 
worked,  so  that  we  have  a  pretty  good  sample  of  just  how  many 
people  are  working  in  the  building  industry  and  what  they  are  actually 
getting. 

The  last  figure  that  I  have  is  for  the  month  of  May,  that  is  last 
month,  and  the  average  actually  earned  per  hour  for  these  building 
workers,  and  that  includes  skilled  and  unskilled,  the  average  for  all 
of  them  combined,  was  95  cents  an  hour. 

Mr.  O'Connell.  That  is  all  persons  engaged 

Dr.  Lubin  (interposing).  Actually  at  work  on  these  various 
projects. 

Mr.  O'Connell.  Have  you  any  comparative  figures  as  to  how  that 
would  compare  with  prior  periods? 

Dr.  Lubin.  Well,  it  is  slightly  higher  than  it  was  the  year  pre- 
viously; I  think  about  4  cents  an  hour  higher  than  in  1938 — no,  it  is 
4  cents  higher  than  1937.    At  that  time  it  was  a  little  over  90.5  cents. 

Mr.  O'Connell.  Have  you  anything  going  further  back?  What 
about  1'929? 

Dr.  Lubin.  I  don't  have  any  average  hourly  earnings  of  these 
workers  for  1929.    They  are  available;  I  could  get  them.1 

Mr.  O'Connell.  How  would  these  average  hourly  earnings  com- 
pare with  other  industries?  Have  you  anything  on  that — such  as 
the  durable-goods  industries? 

Dr.  Lubin.  If  you  take  the  durable  goods  industries,  which  are 
more  or  less  comparable,  the  average  hourly  earnings  last  month  for 
industry  as  a  whole  were  72.5  cents.  That  includes,  of  course,  all 
workers  in  those  industries,  skilled  and  unskilled,  men  and  women, 
large  plants  and  small  plants.  They  actually  earned  72.5  cents  in 
May  1939,  as  compared  to  about  95  cents  for  the  building  trades 
people, 

Mr.  O'Connell.  And  the  95  cents  includes  skilled,  semiskilled 
and  unskilled,  so  there  would  be  quite  a  wide  range  between  the 
extremes? 

Dr.  Lubin.  Correct. 

Mr.  O'Connell.  Of  course,  in  terms  of  full-time  employment,  on 
the  basis  of  an  average  wage  of  95  cents  it  would  mean  how  much? 

Dr.  Lubin.  If  these  building  tradesmen  with  jobs  in  May  had  full- 
time  employment  50  weeks,  40  hours  a  week,  2,000  hours  a  year,  it 
will  give  you  about  $1,900,  a  little  over.  In  other  words,  if  they 
worked  every  day  in  the  week,  every  week  in  the  year,  and  only  had 
2  weeks  off  the  whole  year,  which  of  course  is  unknown  in  the  industry, 
they  could  only  have  earned  $1,900  on  the  average  for  all  the  workers 
in  the  industry. 

Mr.  O'Connell.  Have  you  any  information  on  what  they  actually 
earned? 

Dr.  Lubin.  We  have  very  little  information  on  actual  earnings  for 
recent  years.  As  a  matter  of  fact,  the  only  information  we  have  on 
actual  earnings  for  building-trades  people  is  for  the  State  of  Ohio. 
Those  figures,  however,  only  give  the  actual  yearly  earnings  of  every 

<  Subsequently  submitted  for  the  record,  see  appendix,  p.  5588. 
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worker  who  was  on  the  pay  roll  every  one  of  the  12  months  of  the 
year,  you  see.  It  doesn't  make  provision  for  those  people  who  only 
had  3  months''  work  or  5  months'  or  6  months',  and  those  figures 
only  go  back  to  the  period  of  the  twenties,  and  they  have  come  through 

1935,  and  I  think  the  significant  thing  is  that  even  in  the  twenties, 
when  you  had  your  building  boom  on,  your  construction  workers  in 
Ohio  who  were  on  the  pay  roll  every  month  of  the  year,  all  12  months 
of  those  years — it  didn't  mean  they  had  12  full  months'  work,  but 
they  had  some  work  in  each  of  those  months — had  average  earnings 
of  $1,668  in  1929.     That  was  the  peak  that  they  ever  got. 

Now,  getting  back  to  your  former  question  as  to  how  that  compares 
with  others,  if  you  take  that  same  basis  of  calculation,  namely  people 
who  work  in  each  of  the  months  of  the  year,  in  1929  in  Ohio  in  the 
steel  industry,  there  you  have  a  better  comparison  than  in  the  manu- 
facturing industries  as  a  whole,  because  you  have  no  women  employed, 
you  have  more  varieties  of  skill.  When  you  compare  building  trades 
with  manufacturing  you  are  comparing  men  who  work  on  certain 
types  of  skilled  work  with  other  people,  some  of  whom  are  women 
who  do  routine  work,  a  lot  of  unskilled  people  who  do  just  routine 
jobs  of  one  sort  or  another,  and  I  think  the  fairest  comparison  is  to 
compare  building-trades  workers  with  people  who  require  training  to 
do  their  jobs,  and  adult  males  to  do  the  job.  If  you  compare  the 
actual  earnings  during  the  boom  period  in  1929,  the  average  was 
$1,668  in  construction,  and  in  the  steel  works  and  rolling  mills  it  was 
$1,928.  In  other  words,  you  had  about  $260  more  earned  by  the 
average  steel  worker  than  you  had  by  the  average  construction 
worker. 

If  you  compare  it  with  all  manufacturing  in  Ohio,  the  comparison 
was  $1,500  in  all  manufacturing,  with  $1,668  in  construction,  but  you 
want  to  remember  that  that  $1,500  includes  women  and  also  some 
unskilled  and  semiskilled  people  who  are  in  these  factories. 

Mr.  O'Connell.  I  hadn't  mtended  going  very  much  into  detail  in 
this,  because  this  raises  the  whole  question,  I  take  it,  of  the  per-hour 
wage  versus  the  annual  income  of  the  persons  who  do  get  the  hourly 
wage,  which  is  in  some  cases  quite  high. 

Dr.  Lubin.  I  might  go  back  to  the  previous  question  you  men- 
tioned on  the  average  hourly  earnings.  On  July  1,  1938,  which  is  the 
last  date  for  which  we  have  the  rate.for  unskilled  workers,  the  entrance 
rate  for  unskilled  workers,  the  building  trades  in  the  country  as  a 
whole  paid  about  59  cents  an  hour  for  the  unskilled  worker  in  that 
industry.  If  you  take  59  cents  and  multiply  that  by  2,000,  it  shows 
you,  assuming  2,000  hours  means  50  weeks  of  work,  40  hours  a  week, 
no  days  lost  for  rain,  accident,  or  anything  else,  a  man  couldn't  earn 
more  than  $1,200  a  year  if  he  worked  every  day  of  the  year,  virtually; 
and  you  want  to  bear  in  mind  that  such  studies  as  we  have  made  in 

1936,  for  example,  show  that  more  than  20  percent  of  the  people  in 
the  building  trades  earn  less  than  50  cents  an  hour.  More  than  20 
percent  of  the  people  in  the  building  trades  earn  less  than  50  cents  an 
hour,  and  there  are  many,  many  people  in  the  building  trades  even 
at  the  current  wage  rate,  who,  if  they  had  full  employment,  couldn't 
earn  more  than  $1,200  a  year,  and  we  know  they  don't  have  full 
employment. 

Mr.  O'Connell.  I  think  that  is  all. 
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Acting  Chairman  Rbece.  When  the  committee  recesses  it  will 
recess  until  tomorrow  morning  at  10:30. 

Mr.  O'Connell,  do  you  care  to  make  a  statement  about  what  your 
procedure  shall  be  at  that  time?. 

Mr.  O'Connell.  Tomorrow  morning  and  tomorrow  afternoon  we 
expect  to  call  several  witneses  who  will  testify  in  detail  as  to  the  costs 
that  enter  into  the  construction  of  houses,  both  large-scale  rental 
housing  and  individual  one-family  houses,  whether  built  for  invest- 
ment or  for  sale.  The  witnesses  that  I  expect  to  appear  will  be  a  Mr. 
Schnitman,  from  New  York,  who  is  the  former  chief  statistician  of 
F.  W.  Dodge  Co.;  Mr.  Dawson,  a  builder  from  Chicago;  and  Mr. 
Davison,  director  of  the  Pierce  Foundation,  which  has  done  a  sub- 
stantial amount  of  research  in  that  field.  I  believe  that  tomorrow 
will  be  taken  up  with  that  type  of  background  material,  after  which 
we  will  go  into  in  more  detail  the  particular  items  that  go  into  both 
capital  and  annual  costs  in  connection  with  housing. 

Acting  Chairman  Reece.  The  committee  will  be  in  recess;- 

(Whereupon,  at  12:55  p.  m.,  a  recess  was  taken  until  10:30  a.  m., 
Wednesday,  June  28,  1939.) 
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WEDNESDAY,  JUNE  28,  1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:40  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  June  27,  1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Representative  B.  Carroll  Reece  acting  chairman. 

Present:  Representative  Reece  (presiding),  Senator  King,  Repre- 
sentative Williams,  Messrs.  Henderson,  Lubin,  O'Connell,  and 
Brackett. 

Present  also:  Miss  Grace  W.  Knott,  Department  of  Commerce; 
Gordon  Dean,  Department  of  Justice;  Lowell  J.  Chawner,  Depart- 
ment of  Commerce;  Theodore  J.  Kreps,  economic  consultant  tr  the 
Committee;  Thomas  C.  Blaisdell,  Jr.,  director  of  studies,  Securities 
and  Exchange  Commission;  Peter  A.  Stone,  coordinator,  construction 
studies  for  the  Committee. 

Acting  Chairman  Reece.  The  committee  will  please  come  to  order. 
Are  you  ready  to  proceed,  Mr.  O'Connell? 

Mr.  O'Connell.  I  am.  Mr.  Chairman,  I  want  to  say  a  word  or 
two  before  calling  the  witness.  Yesterday  Dr.  Lubin  gave  the  com- 
mittee a  general  over-all  picture  of  the  construction  industry  and  of 
the  part  played  in  it  by  residential  housing.  If  any  one  thing  stood 
out  in  his  testimony  it  was,  it  seems  to  me,  that  at  the  present  time, 
for  whatever  reason,  the  construction  industry  is  doing  practically  no 
residential  building  in  a  price  range  that  can  be  met  by  families  hav- 
ing an  income  of  less  than  $2,000  a  year. 

When  it  is  remembered  that  a  majority  of  our  families  fall  within 
this  group,  the  significance  of  this  calculation  can  be  readily  per- 
ceived. Today  witnesses  will  be  called  who  will  develop  somewhat 
in  detail  the  elements  of  cost  which  enter  into  residential  construction, 
and  the  importance  of  each,  using  individual  homes  or  apartment 
houses  which  have  actually  been  constructed  to  illustrate  the  points 
considered.     The  first  witness  this  morning  will  be  Robert  L.  Davison. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony you  shall  give  in  this  proceeding  shall  be  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr  Davison.  Yes. 

TESTIMONY  OF  ROBERT  L.  DAVISON,  DIRECTOR    OF   HOUSING 
RESEARCH,  JOHN  B.  PIERCE  FOUNDATION,  NEW  YORK  CITY 

FACTORS  OF  HOUSING  COSTS  AND  NEED  FOR  LOWER  COSTS 

Mr.  O'Connell.  Will  you  give  your  name  to  the  reporter? 

Mr.  Davison.  My  name  is  Robert  L.  Davison.  I  live  on  Long 
Island;  my  business  address  is  40  West  Fortieth  Street,  New  York 
City. 
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Mr.  O'Connell.  Mr.  Davison,  you  are,  as  I  understand  it,  the  direc- 
tor of  housing  research  of  the  John  B.  Pierce  Foundation  of  New 
York? 

Mr.  Davison.  Yes. 

Mr.  O'Connell.  Would  you  tell  us  briefly  what  the  John  B. 
Pierce  Foundation  is  and  the  type  of  work  or  research  that  it  does? 

Mr.  Davison.  The  Pierce  Foundation  is  an  eleemosynary  organiza- 
tion doing  research  in  the  fields  of  heating,  ventilating,  and  house 
comfort  for  the  benefit  of  humanity.  They  are  doing  work  at  New 
Haven  in  physiological  and  psychological  effects  of  heating  and 
ventilating;  that  particular  research  is  under  Dr.  Winslow.  My  work 
is  largely  in  New  York  City,  concerned  with  new  construction  methods, 
new  materials,  and  any  economic  and  social  studies  which  have  bearing 
"on  new  materials  and  construction  methods. 

Mr.  O'Connell.  I  take  it  the  economic  studies  to  which  you 
refer  are  broader  than  cover  merely  plumbing,  heating,  and  electric? 

Mr.  Davison.  Oh,  yes;  the  income  groups. 

Mr.  O'Connell.  Just  one  more  question  along  that  line.  How  is 
the  John  B.  Pierce  Foundation  financed  V 

Mr.  Davison.  A  sum  of  money  was  left  by  Mr.  John  B.  Pierce  for 
research  in  the  fields  I  mentioned. 

Mr.  O'Connell.  Very  good.  Now  before  we  start  to  discuss  in 
detail  the  cost  data  which  I  understand  you  are  going  to  present  to 
the  committee,  referring  generally  to  your  economic  studies,  what,  if 
anything,  have  your  economic  studies  indicated  as  necessary  for  an 
expansion  in  activity  of  the  field  of  residential  housing? 

Mr.  Davison.  Well,  now,  I  will  speak  from  the  charts,  if  I  may. 

Mr.  O'Connell.  Very  well. 

Mr.  Davison.  As  a  result  of  Mr.  Lubin's  testimony  yesterday. we 
changed  the  dates  that  we  had  on  this  particular  graph  so  as  to  make 
them  the  same  dates  that  he  gave  on  the  charts  he  used  yesterday; 
that  accounts  for  the  using  of  the  red  here  instead  of  cross  hatch,  but 
we  will  submit  for  the  record  the  cross  hatch  that  will  be  in  black  and 
white. 

Mr.  O'Connell.  Will  you  give  us  the  title  of  the  chart  to  which 
you  are  now  referring? 

Mr.  Davison.  That  is  "Summary  of  Annual  Requirements  for 
Non-Farm  Dwellings  in  the  United  States  (Exclusive  of  Shortages) 
for  1938  and  1939." 

(The  chart  referred  to  was  marked  "Exhibit  No.  847"  and  appears 
on  p.  4977.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5479.) 

Mr.  Davison.  These  black  bars,  the  part  c*  the  chart  which  consists 
of  the  black  bars,  were  taken  from  the  market  survey  made  by  the 
National  Housing  Committee.  That  particular  survey  had  a  group 
of  outstanding  authorities  that  went  over  the  material  and  checked 
on  it.  For  example,  Dr.  Lubin  was  on  the  committee,  and  Maurice 
Leven,  of  the  Brookings  Institution,  and  Richard  Mayer,  of  American 
Radiator.  We  had  quite  a  committee  on  that,  so  that  the  data,  I 
think,  are  quite  authoritative. 

The  cross-hatched  bars  are  based  on  the  F.H.A.  percentages  of 
loans  that  they  were  making  for  houses  in  various  price  classes. 

Mr.  O'Connell.  For  what  year;  1938? 
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SUMMARY  OF  ANNUAL  REQUIREMENTS 

FOR  NON-FARM  DWELLINGS  IN 

THE  UNITED  STATES 

(EXCLUSIVE  OF  SHORTAGES) 


FOR  1938  AND  1939 


$20  UNDER  $30 

RENTAL  GROUPS 


$30  UNDER  $50 


$30  ANO  OVER 


SOURCE:   Annuol  requirements  from  "The  Housing  Morket",  published  by  the  Notional  Housing  Committee, Woshlnglon, DC,  December,  1937 
Dwelling  units  constructed  from  Bureau  of  Labor  Statistics  estimates, distributed  according  to  FHA  loons  In  1938. 
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Mr.  Davison.  1938.  Previously  I  had  the  data  for  the  average, 
1930  to  1937,  but  in  order  to  have  the  same  date  that  Dr.  Lubin  was 
using  yesterday  I  made  that  change  last  night,  using  the  other  figure. 

Before  going  into  detail  on  the  chart  I  had  better  explain  the  basis 
we  are  using  in  this.  "We  are  assuming  in  this  housing  market  study 
that  this  is  taken  from  that  a  man  can  pay  1  week's  income  for  1 
month's  rent,  and  that  the  carrying  charge  on  a  house  is  roughly 
12  percent  a  year. 

Now,  in  speaking  of  rent,  we  mean  rent  or  rent  equivalent  if  a  house 
is  bought.  We  don't  differentiate,  in  giving  these  figures,  between 
rental  housing  and  houses  which  are  bought.  We  are  just  taking  the 
carrying  charge  and  speaking  of  it  as  rent  or  rent  equivalent. 

Mr.  O'Connell.  You  are  assuming  that  12  percent  a  year  is  neces- 
"sary,  whether  the  house  is  rented  or  owned? 

Mr.  Davison.  Yes;  that  was  the  assumption  in  the  report,  and  I 
think  it  is  a  correct  assumption.  In  some  cases  it  may  be  slightly 
under  that,  if  it  is  an  owner  house,  but  not  below  10  per  cent,  in  my 
opinion,  and  for  rental  houses  in  many  cases  will  have  to  be  more 
than  12  percent  a  year. 

Mr.  O'Connell.  In  terms  of  annual  income  what  would  that  mean 
in  general,  in  your  opinion,  that  a  man  could  pay  for  a  house  in  terms 
of  his  annual  income?     How  many  times? 

Mr.  Davison.  In  terms  of  annual  income  we  are  assuming  in  this 
housing  market  study,  and  I  am  throughout  this  entire  discussion, 
throughout  this  testimony,  that  the  man  can  pay  twice  his  yearly 
income  for  his  house. 

Mr.  O'Connell:  In  other  words,  that  a  man  with  an  income  of 
$1,500  a  year  could  afford  to  have  a  $3,000  house? 

Mr.  Davison.  Yes. 

The  rough  rule  of  thumb  which  makes  it  easier  to  understand  these 
charts  is  1  week's  income  for  1  month's  rent,  and  the  cost  of  the  house 
is  100  times  the  monthly  rental  or  carrying  charge  at  which  you  are 
buying.  That  figures  out  the  same  as  this  12  percent,  so  whenever 
I  speak  of  rentals  under  $10,  or  rent  between  $10  and  $20  a  month, 
that  would  be  a  $1,000  to  $2,000  house,  and  if  it  is  $10  a  month  rent 
that  would  be  suitable  for  a  man  getting — 

Mr.  O'Connell  (interposing).  $500  a  year. 

Mr.  Davison.  $500  a  year  or  $10  a  week. 

Acting  Chairman  Reece.  If  I  may,  how  do  you  estimate  the  various 
expenses  that  a  man  would  have  to  bear  who  was  making  a  salary  of 
$1,500  a  year,  but  purchased  a  house  at  twice  the  amount  of  his  salary, 
$3,000  a  year?  As  I  understand  you,  it  is  estimated  that  12  percent 
is  necessary' for  maintenance,  repair,  and  carrying  the  house  along. 

Mr.  Davison.  Yes. 

Acting  Chairman  Reece.  Then  how  do  you  estimate  taxes  and 
insurance?  What  I  have  in  mind  is,  if  a  man  buys  a  house,  in  addition 
to  the  payments,  if  he  doesn't  have  it  all  paid  for  or  if  he  has  it  all 
paid  for,  now  much  will  he  have  to  put  out? 

Mr.  Davison.  This  1  percent  a  month,  or  12  percent  a  year, 
includes  taxes  and  amortization.  I  will  give  you  the  exact  figures  on 
that.  Interest  at  5  percent,  plus  20-year  amortization  at  3.2  percent 
plus  taxes  at  2  percent,  plus  maintenance  at  1.6,  plus  special  assess- 
ments at  0.7,  plus  insurance  at  0.5,  equals  12  percent  a  year.  That 
is  what  we  figured  is  the  carrying  charge  on  an  owner  occupied  house, 
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and  it  would  be  about  the  same  on  a  rental,  though  it  might  be  a 
little  bit  higher  on  a  rental  house. 

Mr.  Henderson.  Could  you  give  the  chairman  some  idea  of  what 
material,  what  statistics  and  experience  you  have  taken  into  account, 
for  the  assumption  you  have  made  on  various  interest  rates  and  the 
like?  You  have  dealt  pretty  widely  with  all  statistics  that  are  avail- 
able in  making  those  computations,  have  you  not? 

Mr.  Davison.  Yes.  Well,  that  is  based  on  the  collection  of  a  good 
many  estimates  from  a  great  many  sources.  For  example,  your 
Washington  Sanitary  Homes  here  in  the  Washington  Sanitary 
Housing,  that  have  been  operating  about  30  years;  they  are  running, 
I  think,  about  1  percent  a  month  of  the  cost,  and  there  are  a  great 
many  others.  They  run  very  close  to  that.  Of  course  that  is  a 
rule  of  thumb.  You  may  vary  a  little  bit  up  or  down,  but  I  think 
you  will  have  to  have  at  least  1  percent  a  month  to  cover  all  the 
charges.  Frequently  it  looks  when  you  start  as  if- it  were  going  to 
be  less  than  that,  and  then  a  special  assessment,  comes  along,  or 
something  of  that  character,  and  I  don't  think  it  is  safe  to  consider 
the  cost  of  owning  a  home  at  very  much  under  1  percent  a  month. 

Mr.  O'Connell.  At  present  rates. 

Mr.  Davison.  Yes. 

Acting  Chairman  Reece.  The  item  that  impressed  me  particularly 
from  my  own  observations  is  the  question  of  taxes  and  also  insurance, 
because  in  some  localities  the  tax  burden  upon  real  estate  has  become 
very  burdensome. 

Mr.  Davison.  That  question  of  taxes  is  one  that  we  can  spend  a 
whole  day  on.  I  have  some  graphs  here  that  go  into  that  thing. 
If  any  of  the  homes  were  to  pay  their  share  of  taxes,  their  real  share, 
their  proportion  of  the  taxes  from  the  standpoint  of  service  which 
they  get,  or  lineal,  foot  in  relation  to  the  cost  of  utilities,  or  any  basis 
you  want  to  set  up,_they  would  be  very  much  higher  than  they  are 
shown  here. 

Mr.  O'Connell.  I  might  say  that  I  think  Mr.  Davison  had  in 
mind,  too,  that  we  are  going  to  go  more  in  detail  in  connection  with 
such  things  as  real-estate  taxes  later  on. 

Acting  Chairman  Reece.  Very  well. 

Mr.  Davison.  But  in  taxes  the  small  homeowner  doesn't  pay  what 
he  gets  in  services,  so  when  you  get  into  that  subject  it  makes  the 
situation  very  much  worse  than  I  am  going  to  show  here,  so  I  think 
we  can  ignore  that  as  far  as  I  am  concerned. 

There  is  really  a  wonderful  opportunity  for  the  building  industry 
if  they  will  only  switch  from  building  high-priced  homes  into  the 
low-priced  field,  and  that  is  the  thing  that  I  particularly  want  to  em- 
phasize today  in  various  ways. 

These  black  bars  illustrate  the  market  in  the  various  income  groups, 
and  the  cross-hatched  ones  the  building  that  is  suitable  for  those 
income  groups.  We  see  here  that  for  houses  renting  for  $10  a  month 
that  is  suitable  for  a  family  with  a  $10  a  week  income,  there  is  practi- 
cally no  building;  there  is  only  one-tenth  of  1  percent,  according 
to  the  F.  H.  A.  breakdown,  that  would  be  suitable  for  families  getting 
under  $20  a  week.  Then  when  you  come  into  the  $20  to  $30  group 
there  is  a  very  small  amount  of  new  building  in  comparison  with  the 
market  for  that  rental  group.  In  the  $30  to  $50  group  the'building 
in  1938  exceeded  what  we  estimated  to  be  the  market  in  that  par- 
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ticular  group;  probably  it  was  largely  around  $45  to  $50  rental,  or 
the  $4,500  house  up  to  $5,000.  Then  here  in  the  $50  rental  or  rent 
equivalent  class,  and  up,  or  the  $5,000-and-up  house,  there  was  over- 
building by  about  four  times  as  much  building  as  we  estimated  there 
was  a  market  for. 

Mr.  O'Connell.  The  interesting  thing  to  me  in  the  chart,  if  I 
understand  it  correctly,  is  that  the  cross-hatched  lines  indicate  that 
substantially  no  buildingis  being  done  in  the  price  range  below  $3,000 
in  original  cost,  which  converted  in  terms  of  annual  income  would 
mean  available  for  persons  having  an  income  of  $1,500  a  year  or  less. 
Is  that  correct? 

Mr.  Davison.  There  is  very  little. 

There  are  several  reasons  why  that  is  happening.  In  the  past,  the 
building  industry  has  always  catered  to  this  $50-and-up  group,  the 
$5,000-and-up  group     Going  to  this  other  chart 

Mr.  O'Connell.  What  is  the  title  of  that  chart? 

Mr.  Davison.  "Distribution  of  Families  by  Income  Groups  and 
Distribution  of  Rental  by  Rent  Groups." 

Mr.  O'Connell.  Do  you  intend  offering  that  chart  for  the  record? 

Mr.  Davison.  Yes. 

Acting  Chairman  Reece.  It  may  be  received. 

(The  chart  referred  to  was  marked  "Exhibit  No.  848"  and  appears 
facing  p.  4980.) 

Mr.  Davison.  One  reason — there  are  several  reasons,  but  one  reason 
the  building  industry  has  been  building  this  high-price  class  is  that 
in  the  past  that  was  their  real  market.  There  are  only  a  third  as 
many  people  in  this  $3,000-up  class  which  buys  the  $5,000-and-up 
houses  as  there  were  back  in  1929,  and  there  hasn't  been  much  come- 
back in  that  class  up  to  date.  There  are  less  than  a  third  as  many 
people  paying  $50  a  month  rent  and  up  as  there  were  in  1930. 

The  building  industry  has  been  building  for  that  class  and  they 
haven't  yet  worked  out  the  techniques  and  gotten  into  the  habit  of 
building  for  this  lower  group.  If  they  will  get  into  this  lower  group 
I  believe  there  is  a  very  great  market  for  them  and  I  want  to  speak  a 
little  bit  of  the  magnitude  of  that  market. 

In  this  graph  here  [indicating  "Exhibit  No.  848"]  I  have  tried  to 
relate  on  the  same  horizontal  line  all  the  factors  that  come  from  income. 
For  example,  here  you  have  your  $3,000  a  year  income  and  you  have 
your  rental  group  on  the  same  line,  and  then  we  come  to  this  section, 
this  third  column  in  the  graph — column  headed  "Shortage" — which 
shows  where  the  shortages  exist  in  housing. 

.'.Mr.  O'Connell.  I  am  afraid  this  type  of  presentation  won't  be 
very  intelligent  in  the  record  because  it  won't  be  very  possible  in 
terms  of  a  printed  record  to  relate  what  you  are  saying  to  the  par- 
ticular lines  on  the  chart  to  which  you  refer.  The  chart  is  rather  com- 
plicated and  I  wonder  if  it  wouldn't  be  possible  without  discussing 
the  chart  so  much  in  detail,  to  explain  generally  the  significance  of 
the  chart  in  terms  that  would  be  understandable  to  people  that  would 
read  the  record  without  having  to  read  the  chart.     Could  you  do  that? 

Mr.  Davison.  I  shall  be  very  glad  to  do  that.  I  had  this  written 
out  in  "a  way  that  would  have  been  intelligent  in  the  record,  but  when 
I  tried  to  give  it  verbally  it  is  quite  difficult  to  give  it  comprehensively. 
I  will  just  speak  of  the  significant  factors  in  this  and  not  try  to  go  into 
it  in  detail. 
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The  housing-market  survey  that  I  spoke  of  on  which  this  is  based 
showed  there  were  no  shortages  for  houses  renting  or  rent  equivalent 
of  over  $30  a  month  in  any  of  the  census  districts.  There  may  be 
some  local  cases,  local  communities,  where  there  is  a  shortage.  There 
is,  however,  a  current  demand,  differentiating  between  shortages  and 
current  demand,  shortage  having  been  built  up  over  a  period  of  years 
and  current  demand  being  the  demand  that  comes  along  each  year, 
and  they  estimated  that  in  this  $50  class  and  up  the  current  demand 
was  50,000  units  a  year,  shown  in  this  other  graph  by  this  black  bar. 

Without  going  into  further  details  on  this  graph,  I  should  like  to 
show  the  significance  of  it  when  it  is  related  to  volume  of  construction 
that  somebody  might  set  up  as  an  objective. 

On  this  third  chart  here,  which  we  might  designate  as  price  classes 
necessary  for  any  determined  volume  of  residential  construction,  the 
black  line  on  this  graph  is  taken  from  Bureau  of  Labor  Statistics 
index  of  total  dollar  volume  of  residential  construction  over  the 
period  from  1919  up  until  1938. 

The  bar  chart  here  shows  the  dollar  volume  that  might  be  obtained 
in  various  price  classes.  If  you  wanted  to  reach  a  dollar  volume  equal 
to  the  peak  of  the  1920  to  1929  period,  you  would  have  to  supply  all  of 
the  current  demand  in  every  price  class,  that  is  getting  down  into 
rent  or  rent  equivalent  of  $15  a  month,  and  you  would  have  to  make 
up  all  shortages  in  all  price  classes  in  x  year. 

(The  chart  referred  to  was  marked  "Exhibit  No.  849"  and  appears 
facing  p.  4981.) 

Mr.  D aviso?;.  It  is  going  to  be  very  difficult  with  this  reduction 
in  the  number  of  people  having  high  incomes  to  reach  the  total  dollar 
volume  that  you  had  back  in  1925.  Now  if  you  approach  it  from 
another  angle,  if  you  wanted  to  reach  a  volume  of  525,000  dwelling 
units  a  year,  which  was  the  figure  given  by  Dr.  Lubin  yesterday,  you 
would  have  to  build; — take  care  of  the  estimated  market  in  the  $50 
rental  or  rental  equivalent  class,  and  up ;  you  would  have  to  take  care 
of  the  30  to  50,  the  20  to  30;  you  would  have  to  take  care  of  all  current 
demand  in  the  under  $20-a-month  rent,  that  is  under  $2,000  house, 
and  you  would  have  to  in  addition  take  care  of  10  percent  of  the  short- 
ages in  the  $20  to  $30  a  month  rent,  or  rent  equivalent  class;  that  is 
the  two-  to  three-thousand-dollar  house. 

■  Now  you  can  reach  that  volume  of  525,000,  but  only  in  my  opinion 
if  the  building  industry  will  get  into  the  low-price  field.  That  was 
what  I  wanted  to  emphasize  from  these  two  charts,  and  I  have  neg- 
lected going  into  a  good  deal  of  detail  on  it. 

Mr.  O'Connell.  Then,  Mr.  Davison,  I  take  it  this  is  just  approach- 
ing it  from  a  little  different  angle,  but  getting  to  the  same  result,  as  the 
material  presented  by  Dr.  Lubin  yesterday,1  to  the  general  effect  that 
such  construction  as  we  have  at  the  present  time  is  not  geared  to  the 
market  in  the  sense  that  it  is  not  available  at  a  price  which  can  be 
met  by  people  in  the  so-called  middle-income  groups,  isn't  that  correct? 

Mr.  Davison.  That  is  right.  There  is  nothing  contradictory 
between  the  two.  The  only  point,  as  I  was  saying,  further  emphasiz- 
ing, that  they  have  to  get  into  low-price  class  in  order  to  get  that  vol- 
ume of  525,000  a  year,  confirming  and  further  emphasizing  his  view. 

Now  this  graph  showing  the  distribution  of  new  construction  in 
relation  to  distribution  of  families  by  income  groups  shows  that  the 

1  Supra,  pp.  4935-4973. 
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new  construction  forms  an  inverted  pyramid,  with  more  than  50 
percent  of  your  construction  for  the  top-income  group ;  50  percent  of 
your  construction  for  the  income  group  that  is  about  8  percent  of  the 
population,  and  running  down  into  the  smallest  amount  of  construc- 
tion for  the  smallest-income  group.  Now  as  an  indication  that  it 
might  be  possible  to  have  new  construction  somewhat  related  to  dis- 
tribution of  families  by  income  groups,  I  have  this  chart  also  showing 
the  distribution  of  families  by  income  groups  in  England  and  Wales 
and  the  distribution  of  new  construction  in  those  two  countries,  which 
shows  that  actually  in  the  highest-income  group  they  didn't  build  as 
large  proportion  of  new  buildiDgs  as  there  were  people  in  that  highest- 
income  group  in  relation  to  the  whole  number  of  families;  and  that  the 
greatest  proportion  of  their  construction  in  England  was  for  the  low- 
est-income group. 

(The  chart  referred  to  was  marked  "Exhibit  No.  850"  and  appears 
on  p.  4983.) 

Mr.  O'Connell.  Mr.  Davison,  as  of  what  year  is  that  chart  pre- 
pared for  both  the  American  and  the  English  experience? 

Mr.  Davison.  The  United  States,  the  income  is  1935,  and  the  new 
dwellings  are  the  annual  average  for  the  years  1930  and  1937,  1930  to 
1937,  as  from  the  market  survey  of  the  National  Housing  Committee. 
This  other  graph  is  one  that  I  had  made  2  years  ago  by  an  economist 
in  England  to  show  what  was  happening  there;  it  was  made  for  this 
particular  study  and  then  it  was  checked  by  Captain  Reece,  who  is 
an  outstanding  authority  in  England  on  housing.  He  made  some 
slight  correction  in  the  figures  as  prepared  by  this  economist  in 
London. 

I  can't  say  offhand  exactly  what  the  years  were  for  England,  but 
it  was  about  the  same  period  as  covered  by  this  other  study. 

Mr.  O'Connell.  Thank  you.  I  think  that  is  sufficient  for  those 
charts,  unless  you  have  some  questions. 

Mr.  Henderson.  Mr.  Davison,  let  me  see  if  I  can  recapture  what 
your  testimony  and  charts  up  to  date  seem  to  show.  You  have  shown 
first  that  currently  there  is  practically  no  building  of  new  homes  on  a 
basis  to  reach  the  lowest-income  groups,  which  constitutes  by  far  the 
largest  potential  market ;  that  there  is  for  the  $50  rent  or  rent  equiva- 
lent group  what  amounts  to  an  oversupply  of  building,  and  that 
probably  in  your  last  two  brackets  is  represented  the  kind  of  con- 
struction that  is  going  on  today  in  the  United  States  (referring  to 
"Exhibit  No.  846"). 

Then  going  over  to  your  other  chart  in  which  you  have  undertaken 
to  estimate  what  is  necessary  for  the  United  States  to  get  back  to  the 
level  of  construction  we  had  in  the  highest  peak  of  the  twenties,  you 
show  that  Unless  this  great  market  for  the  low-income  group  is  tapped 
somehow,  it  is  impossible  to  think  in  terms  of  getting  that  volume  of 
construction  of  residential  homes  (referring  to  "Exhibit  No.  849"); 
and  then  in  your  final  chart  you  have  shown  that  England's  success 
in  the  construction  field  and  the  large  stimulus  to  recovery  which 
they  got  from  housing,  has  come  from  their  ability  to  bring  demand 
for  the  low-income  house  into  line  with  the  cost  of  building  the  house 
(referring  to  "Exhibit  No.  850").     Is  that  a  fair  summary? 

Mr.  Davison.  That  is,  and  I  thank  you  very  much  for  summarizing. 
I  can  write  a  thing  clearly  when  I  am  dealing  with  statistics,  and  I  did 
write  it  so  it  is  quite  clear,  but  when  I  try  to  talk  it  I  am  just  lost. 
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It  is  such  an  involved  subject,  it  is  almost  impossible  to  make  it  clear, 
except  as  Mr.  Henderson  has  done  it. 

Mr.  Henderson.  I  suggest,  since  you  know,  this  thing  so  much 
better  than  we  do,  that  you  forget  everything  about  those  charts  and 
that  microphone  and  tell  us  what  is  on  your  mind  when  you  come  to 
the  next  part  of  your  presentation. 

Mr.  Davison.  Then  I  will  do  that. 

Mr.  Chawner.  May  I  ask  a  question,  Mr.  Davison,  particularly 
with  regard  to  this  relationship  between  income  and  current  building 
operation,  and  the  housing  of  people?  Do  you  think  for  families, 
Mr.  Davison,  of  incomes  under  $1,500,  that  they  could  be  more  com- 
fortably housed  in  perfectly  new  nouses  than  in  older  houses  with  a 
little  more  space,  but  not  necessarily  new  ones?  That  is,  in  other 
words,  by  building  houses  for  lower-income  classes  can  you  house 
them  as  comfortably  as  has  been  true  in  the  past  by  their  occupancy 
of  older  houses? 

Mr.  Davison.  Well,  now,  there  is  nothing  in  housing  that  you  can 
give  a  straight  answer  to.  It  is  terribly  hard  to  talk  about.  For 
example,  we  show  that  a  great  many  of  our  shortages  are  in  the  South 
and  you  are  having  a  rapid  increase  in  population  in  certain  districts 
in  the  South  due  to  mills  moving  down  there  and  the  opening  up  of 
textiles,  and  so  forth,  and  in  those  sections  you  don't  have  the  second- 
hand houses;  and  also  on  account  of  the  time  possible  to  build  houses 
at  low  cost.  In  northern  districts  and  districts  where  the  factories 
may  not  be  increasing  so  rapidly,  why  the  second-hand  house  is  the 
answer,  but  you  can't  give  any  one  answer  that  will  cover  the  country. 
It  may  be  «F0-50,  I  don't  know;  certainly,  a  very  large  percentage  of 
the  shortages  are  in  the  South. 

Mr.  Chawner.  I  have  heard  some  criticism  of  the  English  program 
from  that  point  of  view ;  namely,  that  it  has  resulted  in  rather  poorly 
built  houses  which  in  a  few  years  with  current  depreciation  will  not  be 
suitable  even  for  occupancy  of  some  of  the  lower-income  families; 
that  an  attempt  to  provide  new  buildings  directly  in  proportion  to 
current  incomes  of  families  hasn't  been  entirely  satisfactory. 

Mr.  Davison.  I  think  it  hasn't  been  entirely  satisfactory,  but  I 
think  we  could  make  it  very  much  more  satisfactory  than  we  have. 

Mr.  Henderson.  Let  me  ask  you,  Mr.  Davison,  right  in  line  with 
your  last  statement,  are  you  optimistic  or  pessimistic  about  the 
ability  of  American's  technical  equipment,  with  its  various  reservoirs 
of  capital  funds,  and  its  skilled  labor,  to  construct  adequate  housing 
for  the  low-income  groups? 

Mr.  Davison.  Well,  again  I  will  have  to  answer  that  in  two  phases. 
I  think  that  there  is  no  problem  particularly  technically  in  getting 
into  this  group  here. 

Mr.  O'Connell.  What  income  group  is  that? 

Mr.  Davison.  The  20-  to  30-a-month  rent  or  rent  equivalent,  the 
two-to-three-thousand-dollar  house.  I  think  we  have  the  knowledge 
in  this  country — it  may.  not  be  very  general — but  we  have  the  knowl- 
edge at  the  present  time  and  you  can  get  into  that.  Houses  are  being 
built  in  that  group  right  now.  I  have  a  record  of  quite  a  few  houses 
that  are  being  built  throughout  the  country  in  that  group.  Now 
when  you  get  down  under  $2,000  you  have  again  two  answers  to  it. 

Mr.  O'Connell.  Just  a  minute.  When  you  speak  of  the  $20-to 
$30-a-month  or  the  two-  to-three-thousand-dollar  house,  that  converted 
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into  annual  income,  using  your  formula,  the  value  of  the  house  being 
twice  the  income  would  mean  an  income  group  of  between  one  thous- 
and and  fifteen  hundred  dollars  a  year,  so  I  take  it  it  is  your  belief 
that  it  is  entirely  reasonable  to  expect  that  with  the  means  at  our 
command  we  can  reach  an  income  group  of  between  one  thousand  and 
fifteen  hundred  dollars  a  year? 

Mr.  Davison.  Yes;  that  is  largely — it  isn't  technical  so  much  as  it 
is  a  matter  of  psychology,  you  might  say. 

Mr.  O'Connell.  Isn't  it  to  some  extent  a  matter  of  cost  reduction? 

Mr.  Davison.  To  some  extent,  but  the  cost  reduction  would  come 
from  changed  psychology  on  the  part  of  people  all  along  the  line. 

Mr.  O'Connell.  Probably  come  from  a  variety  of  things? 

Mr.  Davison.  It  isn't  so  much  lacking  the  technical  things  as 
psychology  after  this  market  survey  was  made.  We  had  a  meeting 
and  Herb  Nelson  sent  out  letters  to  the  realtors  throughout  the 
country  and  asked  them  what  they  were  selling  under  $3,000.  Ninety 
percent  said  it  couldn't  be  done  and  10  percent  said  they  were  doing  it, 
and  making  money.     And  some  of  those  were  in  the  North. 

Mr.  Henderson.  That  is  Nelson  of  the  Real  Estate  Boards? 

Mr.  Davison.  National  Association  of  Real  Estate  Boards.  Now 
10  percent  of  the  men  were  making  money  doing  it  and  the  other  90 
said  it  couldn't  be  done,  and  the  technical  facilities  of  the  country 
were  the  same  for  both  groups.  It  was  largely  a  matter  that  some 
people  had  changed  their  habits  of  thought  and  were  trying  to  get 
into  low-price  fields. 

Of  course  there  are  some  districts  where  you  can't  do  it. 

Mr.  O'Connell.  To  the  extent  that  prices  are  too  high,  or  that 
they  can  be  reduced,  it  is  a  more  concrete  thing  to  operate  on  than 
psychology. 

Mr.  Davison.  Oh,  you  want  to  reduce  prices,  but  it  isn't  always 
due  to  prices,  and  as  an  illustration  of  that  I  want  to  offer  a  graph  of 
the  automobile  industry. 

(The  chart  referred  to  was  marked  "Exhibit  No.  851"  and  appears 
on  p.  4986.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5480.) 

Mr.  Davison.  Here  is  the  curve  showing  the  volume  of  private  home 
building  from  1922  to  1938  and  this  dotted  line  here  shows  the  total 
volume  of  high-priced  automobiles  sold,  and  you  will  notice  that  the 
high-priced  autos  follow  very  much  the  same  curve  as  housing,  and 
since  most  of  our  housing  was  high-priced  housing,  you  might  say 
high-priced  automobiles  and  high-priced  housing  had  the  same  char- 
acter throughout  that  entire  period.  But  the  automobile  industry 
was  one  of  the  leaders  in  coming  out  of  the  depression,  but  that  was 
due  to  the  fact  that  they  also  made  low-priced  cars.  ^You  notice  how 
different  the  volume  of  low-priced  cars  was  fromrthe]volume  of  high- 
priced  cars. 

The  costs  of  steel  and  rubber  and  everything  in  the  high-priced  cars 
are  about  the  same,  but  they  are  making  a  different  product  in  the 
low-priced  field  and  they  have  a  little  different  method  of  handling 
the  thing,  and  I  think  that  that  is  what  you  have  to  do  in  housing. 
The  housing  industry  has  to  do  the  same  as  the  automobile  industry. 
They  have  got  to  have  a  lower-priced  product.  If  the  automobile 
industry  hadn't  a  low-priced  automobile  they  might  be  here  today 
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trying  to  find  out  what  was  wrong  with  the  automobile  industry  in 
that  it  wasn't  following  the  curve  of  all  the  other  industries. 

The  trouble  with  housing  is  that  they  haven't  got  into  this  low- 
priced  field. 

Senator  King.  Isn't  there  a  great  deal  of  difference  in  the  cost  of 
the  construction  of  houses  in  the  large  centers  and  in  the  rural  districts, 
For  instance,  I  was  reading  last  evening  an  instance  which  illustrates 
what  may  be  done  by  persons  who  are  willing  to  work.  A  man  and 
his  wife  lived  in  the  city,  and  owing  to  ill  health  they  moved  to  Ten- 
nessee, or  Kentucky,  I  have  forgotten  which,  and  acquired  a  few  acres 
of  land  which  was  barren.  They  had  $50,  and  in  4  or  5  years  they  had 
constructed  a  house  with  their  own  efforts,  very  comfortable;  they 
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were  making  a  living,  they  had  a  number  of  cows,  a  good  many  pigs, 
and  all  of  the  necessities  and  some  of  the  comforts  of  life.  They 
simply  illustrated  the  genius  and  courage  of  some  of  the  Americans. 

Isn't  it  a  fact  that  in  many  of  the  cities  people  are  losing  that  initia- 
tive, and  in  the  country,  too,  whereas  if  there  be  a  revival  of  some  of 
that  fine  spirit  of  the  pioneers  we  would  have  no  trouble  about  the 
housing  problem  particularly  in  the  rural  districts? 

Mr.  Davison.  I  think  that  is  partly  true.  It  certainly  is  true  that 
you  can  build  cheaper  in  the  country  than  you  can  in  the  city,  but  the 
building  industry  is  getting  pretty  technical  and  it  is  very  difficult 
today  for  a  man  to  go  out  with  his  ax  and  build  his  house,  and  un- 
economical in  most  cases.  But  I  will  agree  that  it  is  a  lot  cheaper  to 
build  in  the  country. 

The  next  point  that  you  wanted 

Mr.  O'Connell  (interposing).  I  think  you  have  probably  taken 
enough  time  to  this,  which  I  hoped  we  would  get  over  a  little  more 
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quickly  than  we  have.  I  think  we  are  through  with  the  charts,  and 
I  would  like  to  go  into  the  detail  of  some  of  your  experiences  in  con- 
nection with  the  cost  of  individual  homes. 

Mr.  Davison,  I  take  it  that  in  connection  with  your  research  work 
with  the  Pierce  Foundation  you  have  made  certain  technical  studies 
as  to  the  cost  of  single-family  homes  for  the  purpose  of  determining, 
or  with  the  result  of  having  determined,  the  various  elements  that 
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210.00 

310.00 

490.00 

Heating 

125.00 

75.00 

70.00 

100.00 

172.00 

2L2.00 

277.00 

Electric 

wiring 

26.00 

26.00 

36.00 

)  . 

) 

45.00 

70.00 

Electric 

)   42.00 

)   60.00 

fixtures 

17.25 

17.25 

36.00 

) 

) 

14.00 

25.00 

1,624.98 

1,789.48 

1,971.41 

1,886.00 

2,204.00 

2,298.00 

3,189.00 

Plans,  surveys, 

permits, 

water  k   sewer 

97.00 

97.00 

150.00 

123.00 

75.00 

80.00 

95.00 

Misc:  extra 

equip.,  over- 

head, insur- 

ance, etc. 

131.00 

131.00 

.  134.75 

133.00 

185.00 

227.00 

477.00 

1,852.98 

2,017.48 

2,256.16 

2,142.00 

2,464.00 

2,605.00 

3,761.00 

Land,  streets. 

walks,  land- 

scape 

227.30 

244.40 

456.00 

450.00 

300.00 

764.00 

831.00 

Gross  profit 

419.72 

638 . 12 

737 .84 

408.00 

236 .00 

621.00 

1,408.00 

Sales  price 

2,500.00 

2,900.00 

3,450.00 

3,000.00 

3,000.00 

3,990.00 

6,000.00 

May  1«39 

went  into  the  making  up  the  cost  of  such  single-family  homes.  Is 
that  correct? 

Mr.  Davison..  Yes;  we  have  studied  quite  a  few  projects  in  the 
low-cost  field  in  various  parts  of  the  country,  and  I  have  put  on  here 
just  a  few  of  the  projects  that  are  somewhat  comparable. 

(The  chart  referred  to  was  marked  "Exhibit  No.  852"  and  appears 
on  this  page.) 

Mr.  Davison.  In  this  first  column  we  have  a  four-room  house  with 
no  basement,  built  by  a  Long  Island  real  estate  developer.  The 
124491— 40— pt.  11 5 
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house  was  advertised  to  sell  at  $2,500.  Out  of  something  over  200 
houses  they  built,  only  2  of  them  were  sold  at  this  price.  It  was 
really  a  come-On  to  get  people  out  to  this  project,  and  then  they  would 
sell  a  little  more  expensive  house. 

There  is  a  point  of  interest,  I  think,  right  there,  in  that  by  the 
addition  of  a  basement  and  3  feet  more  frontage  to  the  property  they 
were  able  to  get  $400  more  for  the  house,  and  it  only  cost  the  developer 
$200  more  to  put  that  basement  in  and  3  feet  more  of  lot  and  a  couple 
of  other  things. 

One  of  the  problems  in  trying  to  get  at  low-cost  housing  is  the  fact 
that  people,  after  you  get  the  basic  house,  will  pay  about  $2  more  for 
every  dollar  that  is  added  in  the  way  of  luxuries,  and  the  real-estate 
men  know  that.  I  don't  blame  them;  I  would  do  the  same  thing.  If 
by'taking  a  basic  house  and  adding  a  dollar  I  could  get  $2  more  for  it, 
I  would  be  foolish  if  I  didn't  do  it,  but  that  is  one  of  the  things  holding 
back  the  development  in  the  low-cost  field. 

Mr.  O'Connell.  I  take  it  that  is  one  of  the  things  about  which  we 
can  hardly  expect  to  do  anything.  If  by  making  improvements  in  the 
so-called  basic  house  at  one  cost  they  are  able  to  sell  it  at  a  sub- 
stantially higher  price,  that  is  just  good  business. 

Mr.  Davison.  I  think  it  is  something  that  it  would  be  possible  to 
do  something  about.     I  don't  know  that  this  is  the  time  to  bring  it  up. 

Mr.  O'Connell.  I  don't  think  we  ought  to  discuss  now  what 
should  be  done  about  it. 

Mr.  Davison.  I  understand  that,  but  that  is  something  that 
something  can  be  done  about,  in  my  opinion. 

The  second  column,  I  say,  is  the  costs  on  the  house  which  they  sold 
for  $2,900,  and  most  of  the  houses, sold  at  that  price. 

Then,  these  were  both  for  the  year  1936.  The  third  column  is  for 
the  year  1938,  and  it  is  their  basic  house  with  a  little  projection  in  the 
front  and  a  little  projection  in  the  rear  and  dolled  up  a  little  more, 
which  sold  for  $3>450,  according  to  their  figures.  According  to  their 
figures,  the  gross  profit  on  the  $2,500  house  was  $419,  on  the  $2,900 
house  $838;  and  on  the  $3,450  house,  according  to  their  figures,  their 
gross  profit  was  $737,  and  they  are  building  quite  a  few  of  those  houses. 

Mr.  O'Connell.  Dividing  the  cost  of  this  house  up  generally 
between  labor  and  material  and  other  costs  referring  to  the  $3,450 
house,  I  take  it  we  have  about  $1,650  for  materials — no;  it  is  not 
broken  up  as  between  labor  and  materials,  is  it? 

Mr.  Davison.  No. 

Mr.  O'Connell.  The  labor  and  material  cost  would  be  about 
$3,500 

Mr.  Davison  (interposing).  That  is  another  house  you  are  referring 
to. 

Mr.  O'Connell.  I  am  referring  to  the  wrong  house.  Would  you 
explain  to  us  the  general  break-down  as  between  the  labor  and  material 
cost  and  the  other  costs  that  go  to  make  up  the  total  cost? 

Mr.  Davison.  In  general,  the  labor  will  be  about  30  percent,  mate- 
rial about  60,  and  the  overhead  and  profit  about  10  percerit. 

Mr.  O'Connell.  When  you  say  materials  are  about  60,  I  have 
heard  it  said  that  the  materials,  strictly  speaking,  would  only  con- 
stitute about  35  percent,  and  that  other  nonlabor  and  material  costs 
would  go  to  make  up  the  balance  of  100. 
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Mr.  Davison.  That  is  on  the  basis  of  the  cost,  just  taking  the 
house  without  the  land  and  without  any  financing  charges.  That  is 
the  cost  of  the  house  without  the  land  and  financing  charges. 

Acting  Chairman  Reece.  I  think  it  would  be  very  interesting, 
Mr.  O'Connell,  on  one  of  these  types  of  houses  to  have  the  cost  broken 
down  so  as  to  show  the  various  items  that  make  up  the  total  cost  of 
the  house.  I  infer  from  your  question  that  /ou  expect  to  develop 
that. 

Mr.  O'Connell.  I  thought  Mr.  Davison  might  do  that  in  connec- 
tion with  this  house.  We  have  two  other  witnesses  coming  on  later 
today  who  will  give  us  that  information,  both  in  regard  to  large-scale 
renting  projects,  in  one  case  a  practical  builder  who  is  going  to  give  us 
the  figures  and  proportions  in  a  house  he  has  actually  built,  and  in  the 
other  case  an  analysis  of  a  large-scale  rental  project  actually  under 
construction,  so  I  should  think  that  would  be  sufficient. 

Mr.  Davison.  I  could  give  you  this  graph  on  that  break-down,. if 
you  wish  it. 

Mr.  O'Connell.  Let's  come  to  that  a  little  later. 

Mr.  Davison.  These  first  three  cases  were  four-room,  one-story 
houses.  These  other  cases  here  deal  with  a  five-room  and  garage,  i  id 
in  some  cases  six-room  and  garage,  two-story  house.  We  got  bids  on 
Long  Island  on  the  National  Homes  Demonstration  house,  which  I 
understand  I  am  to  talk  about  later,  so  I  won't  speak  of  it  in  detail 
now,  and  the  total  bids  on  that  house,  outside  of  land  and  gross 
profit,  were  $2,142. 

That  was  for  a  five-room  and  garage  house,  but  without  a  basement. 

Then,  since  it  is  cheaper  to  build  on  Long  Island  than  in  most  parts 
of  the  country,  we  also  took  bids  at  Newburgh,  N.  Y.,  which  might  be 
considered  as  typical  of  the  northern  part  of  the  country  as  a  whole, 
and  we  got  bids  on  the  same  house  of  $2,464. 

Mr.  O'Connell.  That  is  a  difference  of  over  $300  in  the  bids  in 
those  two  areas? 

Mr.  Davison.  Yes.  Long  Island  is  a  low-cost  building  area,  and 
that  incidentally  is  near  a  big  city.  The  costs  there  would  be  very 
considerably  cheaper  than  either  in  Jersey  or  Westchester,  because 
they  have  the  habit  of  building  low-cost  houses  there.  They  know  how 
to  go  about  it.  They  have  developed -their  technics  for  building  low- 
cost  houses. 

Senator  King.  Before  you  conclude,  will  you  submit  for  the  record 
a  statement  as  to  the  relation,  the  proportion,  of  the  cost  for  the  land , 
with  reference  to  the  entire  cost? 

Mr.  Davison.  I  can  give  you  the  cost  of  the  land  here,  on  these, 
and  I  believe  they  are  going  to  have  other  witnesses. 

Mr.  O'Connell.  You  might  give  them  the  cost  figures  on  the  land 
you  have  in  connection  with  this  house. 

Mr.  Davison.  In  this  house  which  they  advertised  for  $2,500  on 
Long  Island  the  land,  streets,  walks,  landscaping  was  $227  for  a  lot, 
and  on  the  $2,900  house  it  was  $244.  In  their  present  house,  which 
they  are  selling  for  $3,450,  the  land,  streets,  walks,  landscaping  came 
to  $456,  in  relation  to  the  $3,450  house. 

Mr.  O'Connell.  Referring  specifically  to  the  Long  Island  house, 
where  the  bids  amounted  to  $2,142  for  the  construction  of  the  house, 
as  I  understand  it  the  land  item  in  connection  with  that  house  was 


4990        CONCENTRATION  OF  ECONOMIC  POWER 

$450,  based  on  bids  taken  in  Long  Island,  and  the  land  cost  in  New- 
burgh  is  estimated  at  $300. 

Mr.  Davison,  Yes.  There  is  a  good  deal  of  land,  distressed 
property,  that  can  be  obtained  in  different  parts  of  the  country.  You 
can  buy  small  parcels  of  land  for  less  than  the  cost  of  development; 
that  is,  a  development  that  has  gone  sour,  gone  back  to  the  original 
owner  or  mortgage  holder,  and  you  can  buy  that  land  for  less  than 
the  costs  of  the  developments  that  are  on  the  land,  and  those  sorts  of 
things  have  to  be  taken  into  account  if  you  are  going  to  get  into  this 
low-cost  housing  field.  You  have  to  have  some  subsidies.  Maybe 
they  are  not  called  subsidies;  it  is  just  the  market  price  of  the  land. 

Mr.  O'Connell.  This  house  that  you  referred  to  in  Long  Island 
and  Newburgh,  was  that  a  demonstration  house  or  a  theoretical  house? 

Mr.  Davison.  We  were  planning  to  build  some  of  those  houses 
and  we  had  the  contracts  drawn,  and  our  attorneys  told  us  it  was  not 
within  our  charter  to  build  the  houses,  so  we  weren't  able  to  go  through 
on  it. 

Mr.  O'Connell.  When  you  say  "we" 

Mr.  Davison  (interposing).  The  Pierce  Foundation.  And  the  bids 
on  the  Long  Island  and  Newburgh  houses  were  to  the  Pierce  Founda- 
tion. We  were  going  to  try  to  prove  the  thing  out,  and  at  the  last 
minute  our  attorneys  said  it  was  outside  our  charter. 

Mr.  O'Connell.  I  understood  the  Pierce  Foundation  had  also 
done  some  work  with  the  Small  Homes  Demonstration  Committee. 

Mr.  Davison.  I  was  chairman  of  their  technical  committee. 

Mr.  O'Connell.  What  is  the  Small  Homes  Demonstration  Com- 
mittee? What  is  it  connected  with? 

Mr.  Davison.  The  National  Small  Homes  Demonstration  Com- 
mittee is  an  organization  that  is  backed  by  the  United  States  Lumber 
Manufacturers  Association,  the  National  Lumber  Retailers  Associa- 
tion, but  on  the  committee  are  representatives  from  various  industries 
and  from  the  Government.  They  have  representatives  of  the  American 
Radiator,  Crane,  Kohler,  Johns-Manville,  and  so  on,  and  in  these 
technical  meetings  that  we  had  we  had  representatives  from  the  five 
Government  housing  agencies. 

Mr.  O'Connell.  What  was  the  purpose  of  the  committee,  to  see 
what  the  .possibilities  were  of  producing  a  single-family  house  at  a 
reduced  cost? 

Mr.  Davison*  They  set  as  their  objective  to  produce  a  four-room 
house  that  could  be  sold,  including  land,  for  $2,500,  excluding  land  for 
$2,000;  five  rooms  and  garage  for  $2,500  exclusive  of  land,  or  including 
land,  $3,000;  and  they  were  working  on  that  problem  to  see  what 
could  be  done  in  the  way  of  standardization,  and  so  forth,  to  reach 
that  market,  and  this  project  I  spoke  of  here  was  one  of  them.  If  they 
wanted  it  demonstrated  that  could  be  done.  However,  that  has  been 
done  in  some  locations.  I  just  received  some  information  from  the 
National  Small  Homes  Demonstration  that  the  first  house  that  was 
built  in  the  West  was  sold,  a  four-room  house,  for  $2,700,  of  which 
$500  was  for  the  land. 

Mr.  O'Connell.  I  take  it,  generally  speaking,  the  committee  has 
not  been  successful  in  developing  a  house  that  can  be  sold  at  that  price. 

Mr.  Davison.  It  could  be  sold  at  that  price  in  various  locations  if 
they  would  follow  the  plans  and  specifications,  but  there  again  they 
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frequently  run  into  this  problem  of  the  developer  wanting  to  doll  it 
up  a  little  in  order  to  get  a  much  higher  price.  Now,  from  the  stand- 
point of  the  individual  developer,  that  is  the  thing  to  do;  from  the 
standpoint  of  getting  volume  of  housing  going  in  this  country  that 
isn't  so  helpful.  I  don't  blame  anyone  for  that,  it  is  just  a  condition 
that  exists. 

As  a  result  of  that  study  they  made  and  the  material  they  got  out  of 
it  they  are,  I  think,  very  materially  stimulating  lower  cost  construc- 
tion; even  though  people  don't  do  it  at  that  price,  they  are  getting 
down  into  the  lower  group. 

Senator  King.  Have  you  seen  any  of  these  houses  that  Mr.  Strauss' 
organization  is  building  or  purporting  to  build?  I  understand  $4,000 
or  $5,000  is  the  minimum. 

Mr.  Davison.  Yes. 

Senator  King.  Your  investigation,  as  I  understand  from  your 
chart,  shows  you  can  build  separate  houses  for  $2,000  or  $3,000. 

Mr.  Davison.  Yes;  you  can  build  separate  houses  cheaper  than 
you  can  apartment  houses  at  the  present  time. 

Senator  King.  Are  all  of  his  apartment  houses  and  not  sep 
houses? 

Mr.  Davison.  I  believe  that  all  of  their  work  has  been  multifamily 
houses. 

Mr  O'Connell.  I  might  correct  you  a  bit  on  that.  My  under- 
standing is  that  while  the  major  part  of  the  activities  of  the  U.  S.  H.  A- 
have  been  large-scale  apartment  buildings,  in  some  localities,  adjacent 
to  or  in  the  smaller  communities,  they  have  been  engaged  or  are  pres- 
ently engaged  in  building  single-family  individual  houses.  I  hadn't 
thought  that  we  could  go  into  costs  of  U.  S.  H.  A.  projects,  although 
it  may  very  well  be  before  we  are  through  that  it  would  be  advisable. 
I  can't  testify  as  to  it. 

Acting  Chairman  Reece.  Since  you  have  referred  to  that  subject,  I 
understand  that  one  of  the  problems  of  the  U.  S.  H.  A.  particularly 
in  the  smaller  cities  is  to  build  houses  that  will  rent  within  the  reach 
of  this  low  rent  group  to  which  you  refer.  I  think  the  U.  S.  H.  A. 
recognizes  that  problem  and  is  trying  to  solve  it  in  some  way,  but  will 
probably  have  difficulty  in  doing  so. 

Mr.  O'Connell.  I  think  in  general  the  tendency  or  the  trend  in 
U.  S.  H.  A.  construction  has  been  downward  from  the  time  they 
started,  that  they  generally  were  attempting  to  produce  habitable 
dwelling  accommodations  for  people  of  very  low  incomes. 

Acting  Chairman  Reece.  I  think  so. 

Mr.  O'Connell.  And  constantly  decreasing  the  cost.  I  still  say 
that  I  am  not  an  expert  on  U.  S.  H.  A.  experience,  but  it  is  my  general 
understanding  that  the  trend  in  U.  S.  H.  A.  costs  has  been  constantly 
downward. 

Senator  King.  They  ought  to  be  because  they  have  been  tremen- 
dously high,  unwarrantedly  high. 

Mr.  O'Connell.  I  merely  know  that  they  have  gone  down  to  some 
extent. 

Senator  King.  They  are  not  going  to  meet  the  problem  by  the  very 
high  prices  which  they  have  been  charging  for  them  and  the  very  great 
costs,  much  of  which  was  the  -result  of  bureaucratic  methods  which 
have  been  involved. 
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Mr.  O'Connell.  We  will  put  in  the  record  later  some  of  the 
experience  that  they  have  had.1  We  had  hoped  before  the  hearing 
was  over  that  we  would  get  some  explicit  information  on  the  ex- 
perience of  the  U.  S.  H.  A.  but  neither  Mr.  Davison  nor  I  intended  to 
discuss  it.  We  were  trying  to  discuss  private  residential  construction. 
We  will  forget  the  U.  S.  H.  A.  for  the  time  being. 

Mr.  Davison,  I  take  it  that  the  aim  and  objective  of  the  committee 
with  which  you  are  connected  was  to  produce  a  four-  or  five-room  house 
at  a  price  that  would  make  it  available  for  people  in  the  middle-income 
group  and  that  to  some  slight  extent  and  in  some  localities  they  have 
been  able  to  demonstrate  the  possibilities  of  meeting  that  group,  but 
that  there  have  been  a  number  of  deterrents  of  various  types,  depend- 
ing somewhat  upon  the  location,  which  have  prevented  the  committee 
from  attaining  the  objective. 

Mr.  Davison.  I  don't  think  they  have  reached  the  price  objective, 
but  I  think  that  by  having  that  low  price,  the  builders  add  on  a  little 
bit  to  it  and  the  net  result  is  that  you  get  a  larger  volume  of  low-cost 
housing  than  you  would  otherwise  have  gotten. 

Mr.  O'Connell.  Generally  speaking,  here  again  we  have  a  situa- 
tion in  which  this  group  at  least  is  conversant  with  the  necessity  for 
building  or  making  available  adequate  dwelling  accommodations  to 
meet  the  needs  of  people  in  the  middle  or  lower  income  group,  a  thing 
which  has  not  been  adequately  or  at  all  taken  care  of  up  to  this  point. 
Is  that  correct? 

Mr.  Davison.  That  is  right. 

Mr.  O'Connell.  I  think  that  is  sufficient  in  connection  with  the 
cost  of  single-family  houses. 

There  is  really  only  one  more  question  that  I  should  like  to  discuss 
with  you  for  a  moment.  Returning  to  the  statistical  material  that 
you  have  given  us,  as  to  the  capital  cost  of  a  house,  of  course  it  is  also 
true,  as  you  would  agree  with  me,  I  am  sure,  that  in  terms  of  the 
monthly  rent  or  the  monthly  or  annual,  so-called  annual,  cost— it  is 
another  way  of  looking  at  the  cost  of  the  house  from  the  capital  cost — 
it  at  least  is  important  from  the  standpoint  of  the  average  home  owner 
or  renter;  he  is  primarily  interested  in  how  much  it  costs  him  per 
month  for  dwelling  accommodations,  whether  they  be  owned  by  him 
or  rented  by  him.  In  connection  with  that,  have  you  made  any  studies 
of  the  various  elements  that  go  to  make  up  the  monthly  rent  or  rental 
equivalent  and  the  effect  of  changes  in  those  elements? 

Mr.  Davison.  Yes;  we  have  made  a  study  on  that.  If  you  are 
considering  this  purely  from  the  standpoint  of  the  relative  savings  in 
monthly  rent  possible  from  a  given  percent  reduction  in  each  of  three 
basic  types1  of  building  costs — labor  or  "material  or  financing  costs — • 
you  get  one  set  of  results  as  illustrated  by  this  graph  which  I  should 
like  to  put  in  the  record.  It  shows  the  reduction  in  the  fixed  monthly 
carrying  charge  that  you  get  from  a  20-percent  reduction  in  materials, 
a  20-percent  reduction  in  labor,  and  a  20-percent  reduction  in  interest 
and  amortization.  The  20-percent  reduction  in  materials  would 
give  you  9.33  reduction  in  monthly  fixed  charges. 
Mr.  O'Connell.  This  is  an  individual  home? 
Mr.  Davison.  An  individual  home. 

Mr.  O'Connell.  And  a  20-percent  reduction  in  material  costs  would 
result  in  a  9.33-percent  reduction  in  the  monthly  fixed  charges. 

1  Infra,  pp.  5407-5431. 
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Mr.  Davison.  Yes.  A  20-percent  reduction  in  labor  would  give  you 
4.67-percent  reduction  in  monthly  fixed  charges,  and  a  20-percent  re- 
duction in  interest  and  amortization  would  give  you  16.69-percent  re- 
duction in  monthly  fixed  charges. 

Mr.  O'Connell.  In  other  words,  looking  at  it  from  the  point  of 
view  of  the  man  who  has  to  determine  the  amount  that  he  can  afford 
to  pay  monthly  for  home  ownership  or  rent,  the  effect  of  a  20-percent 
reduction  in  principal  and  interest  payments  would  give  more  effect 
than  a  20-percent  reduction  in  the  cost  of  labor  and  material  com- 
bined. Is  that  correct?  As  I  compute  it,  20-percent  reduction  in 
both  labor  and  material  would  result  in  a  reduction  of  cost  in  terms  of 
the  rental  dollar  of  about  14  percent,  and  the  20-percent  reduction  in 
principal  and  interest  payments  would  result  in  16.69  percent.  Is  that 
"correct? 

Mr.  Davison.  That  is  correct. 

Mr.  O'Connell.  Has  that  chart  any  particular  title  to  identify  it? 

Mr.  Davison.  I  will  give  you  the  chart. 

Mr.  O'Connell.  I  take  it  this  chart  was  prepared  from  actual  cost 
figures  and  you  believe  it  to  be  reliable? 

Mr.  Davison.  Yes. 

Mr.  O'Connell.  I  should  like  to  offer  this  particular  chart. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  chart  referred  ft)  was  marked  "Exhibit  No.  853"  and  appears 
on  p.  4993). 

Mr.  Davison.  There  is  one  caution  I  should  like  to  make  in  connec- 
tion with  this  question  of  the  effect  you  get  in  reduction  of  financing 
costs;  that  is,  interest  and  amortization  as  compared  with  reduction 
in  construction  cost.  It  is  true,  as  I  say,  that  you  get  a  substantial 
effect  in  reducing  your  interest  and  amortization  but  if  you  have  a 
house  so  expensive  that  even  with  this  reduction  the  person  can't  live 
in  the  house,  you  are  not  going  to  solve  this  problem.  I  would  like 
to  give  one  concrete  illustration.  That  is  the  Oakland  Housing  Cor- 
poration, a  nonprofit  organization  in  Pontiac,  Mich.  Senator 
Couzens  gave  $550,000  outright,  the  Government  made  an  outright 
grant  of  $300,000  without  interest,  for  houses  which  cost  $4,440, 
$3,500  for  the  house  and  $940  for  the  land.  These  houses  sell  on  a 
20-year  payment  period  for  $2,590  including  fire  insurance,  water 
maintenance,  and  taxes,  so  even  at  zero  interest  the  mass  market  is 
not  reached  in  a  dwelling  costing  $4,400.  You  can't  do  everything 
by  lowering  your  interest  rate. 

By  way  of  illustration,  I  should  like  to  submit  a  chart  which  I  have 
not  yet  completed  which  shows  that  a  25  percent  reduction  in  the  total 
original  cost  of  the  house  would  cut  the  annual  cost,  including  taxe3, 
maintenance,  interest,  and  other  charges,  by  21.3  percent;  while  a 
25  percent  reduction  in  the  interest  rate  alone  would  cut  the  annual 
charge  by  9.I.1 

Mr.  O'Connell.  We  shall  be  glad  to  receive  the  chart.1  I  don't 
believe  that  any  of  us  think  that  we  can  do  what  we  have  in  mind  or 
hope  can  b&  done  by  any  one  particular  thing.  I  was  merely  attempt- 
ing to  make  available  to  the  committee  what  the  relative  effect  of 
decreasing  one  or  another  of  the  various  elements  that  go  in  to  make 
up  the  cost. 

'  Subsequently  submitted  and  Included  In  the  appendix  with  supporting  data  on  pp.  5592  and  5693. 
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Mr,  Davison.  When  you  spoke  so  strong  for  reduction  of  interest 
I  didn't  want  to  make  it  appear  that  I  thought  that  alone  could 
solve  the  problem. 

As  a  matter  of  fact  such  an  approach  may  be  misleading.  A  reduc- 
tion of  say  20  percent  in  financing  charges — both  interest  and  amor- 
tization charges — will  reduce  monthly  costs  as  stated  but  the  sum 
total  of  the  payments  made  over  the  entire  period  of  the  loan  will  be 
practically  the  same,  since  obviously  interest  has  to  be  paid  for  a 
longer  period  of  time. 

Permit  me  to  point  out  with  emphasis  that  in  my  first  chart  I  was 
taking  one  element  at  a  time.  I  was  comparing  as  alternatives  what 
might  be  achieved  either  by  reducing  labor  costs  or  by  reducing 
material  costs  or  by  reducing  monthly  financing  costs.  I  was  not 
talking  about  reductions  in  total  building  costs. 

As  this  chart  shows,  you  get  an  entirely  different  picture  if  you  lump 
labor  and  material  and  other  construction  costs  together  and  compare 
the  potential  saving  that  might  follow  from '  a  reduction  in  total 
construction  costs  with  the  potential  saving  from  a  reduction  in  interest 
only.  Then,  let  me  repeat,  a  reduction  of  a  given  percentage  in  the 
total  original  cost  of  the  house  has  between  two  and  three  times  as 
great  an  effect  in  lowering  the  annual  cost  of  housing  to  the  owner  as  a 
similar  reduction  in  the  interest  rate.  A  25  percent  reduction  in  the 
original  cost  of  the  house  would  cut  the  annual  cost,  including  taxes, 
maintenance,  interest,  and  other  charges,  by  21.3  percent;  while  a 
25  percent  reduction  in  the  interest  rate  would  cut  the  annual  charge 
by  9.1. 

Mr.  O'Connell.  That  is  merely  one  of  the  things  that  would  help 
to  solve  the  problem. 

Mr.  Davison.  Yes. 

Mr.  O'Connell.  Thank  you.  I  think  that  is  all  the  questions  I 
have  of  Mr.  Davison, 

Senator  King.  Have  you  broken  your  figures  down  into  what  the 
labor  costs  involve?  Suppose  you  have  a  brick  house.  Do -you  have 
the  labor  cost  in  the  production  of  the  brick,  the  labor  cost  in  the 
production  of  the  steel,  glass,  and  whatever  other  articles  went  into 
the  finished  product? 

Mr.  Davison.  No;  we  haven't  that  detailed  break-down.  We 
have  some  labor  break-down  which  we  got  from  the  Purdue  housing, 
which  I  think  is  the  best  labor  break-down  I  have  seen.  We  got  that 
from  the  figures  published  by  Purdue  in  regard  to  their  housing,  and 
if  you  wish  that  I  will  submit  it. 

Senator  King.  I  should  be  glad  to  have  it. 

Mr.  Davison.  I  will  submit  that  for  the  record. 

Mr.  O'Connell.  What  does  it  indicate? 

Mr.  Davison.  This  Indicates  that  labor  is  30  percent  and  materials 
60  percent  and  overhead  10  percent  in  the  cost  of  a  $4,430  house. 

Senator  King.  Would  there  be  some  labor  costs  in  that  60  percent? 

Mr.  Davison.  Yes;  there  are.  This  is  labor  on  the  job.  Oh,  yes, 
there  are  labor  costs  in  that  other.  The  American  Construction 
Council  made  some  very  detailed  figures.  I  think  probably  the 
Bureau  of  Labor  Statistics  has  the  best  figures  on  that.  You  can 
get  that  from  Dr.  Lubin. 

Senator  King.  The  amount  that  would  be  paid  to  labor,  the  digging 
of  the  foundation,  and  all  of  the  work  in  connection  with  the  construe- 
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tion  of  the  building,  plus  labor  cost  in  the  production  of  the  materials 
that  went  into  the  house,  would  constitute  perhaps  75  to  80  or  90 
percent,  would  it  not,  of  the  entire  cost? 

Mr.  Davison.  When  you  take  financing  and  taxes  and  everything, 
you  get  into  a  very  involved  problem  there  as  to  just  what  are  the 
costs,  and  what  you  are  paying  for  it  on  part  time ;  if  you  are  paying 
for  a  house  over  a  period  of  years  on  a  monthly  payment  basis  your 
labor  costs  may  be  a  very  small  part  of  the  total  cost. 

Mr.  O'Connell.  We  have  some  other  cost  figures  coming,  but  I 
don't  believe  we  have  any  figures  that  would  indicate  any  division  as 
between  labor  and  material  except  considering  labor  as  labor  employed 
on  the  project,  which  is  what  he  refers  to  as  30  percent.  Of  course 
part  of  that  60  percent  attributed  to  material  obviously  includes  a 
substantial  proportion  of  labor  in  the  mines  or  factories  or  some  other 
places.  I  don't  know  what  part  of  the  60  percent  would  be  attribut- 
able to  labor;  I  think  it  would  be  pretty  difficult  to  get. 

Mr.  Chawner.  Mr.  Henderson  has  given  an  excellent  summary  of 
this.  It  occurs  to  me  that  there  is  one  aspect  that  may  possibly  be 
misleading,  and  I  should  like  to  ask  a  further  question  of  the  witness 
on  that  point.  You  have  related  family  income  to  the  cost  of  the 
house  and  have  shown  that  for  houses  built  at  a  lower  price  there 
would  be  a  larger  market,  but  yov  haven't  indicated  whether  you 
think  that  desirable  by  making  a  kouse  smaller  or  by  actually  re- 
ducing the  cost  and  maintaining  the  quality.  Do  you  think  there 
would  be  any  great  gain  in  merely  building  a  small  and  less-adequate 
house?     That  isn't  the  burden  of  your  testimony,  I  take  it. 

Mr.  Davison.  Well,  I  didn't  get  into  that  phase  of  it,  but  there 
might  be  an. advantage  right  today  in  building  lower-cost  houses. 
The  Chamber  of  Commerce  of  Buffalo  are  working  on  a  project  now 
that  they  expect  to  rent  for  $16  a  month  for  a  four-room  house;  that 
is  $4  a  room,  with  tax  exemption  for  5  years,  and  the  house  there  will 
have  bedrooms  that  conform  to  the  F.  H.  A.  standards.  They  have 
a  preliminary  contract  on  that  house  of  $1,300  for  a  four-room  house 
and  I  think  that  sort  of  thing  is  very  desirable.  Maybe  it  is  a  little 
too  cheap  but  it  is  the  right  approach.  What  I  wanted  to  do  in  this 
thing  if  possible  was  to  focus  the  attention  on  the  need  of  studying  that 
low-priced  field. 

Dr.  Lubin.  Is  it  necessary  to  assume  that  the  only  way  you  can 
get  a  lower  cost  house  is  by  making  it  smaller  or  putting  in  cheaper 
materials?  May  it  not  be  that  by  the  use  of  our  own  ingenuity  and 
large-scale  methods  of  production  we  can  build  as  good  a  house  for 
$3,000  as  we  are  now  paying  $4,000  for,  if  we  apply  our  modern 
methods  of  production? 

Mr.  Davison.  Oh,  I  am  sure  you  could.  That  is  what  I  would 
really  like  to  talk  about,  but  I  understood  I  was  to  keep  off  that 
today  and  get  another  chance.  I  think  there  are  just  tremendous 
opportunities,  and  I  am  so  glad  you  brought  that  up.  All  this  stuff 
I  have  been  talking  about  makes  me  tired.  I  am  afraid  it  sounded 
like  that.  But  the  thing  you  have  got  to  realize  is  that  you  have  got 
to  get  into  that  low-cost  field  or  you  are  not  going  to  get  any  volume 
in  construction.  Once  you  realize  that,  you  will  go  ahead  and  find 
some  way  of  doing  it. 

Senator  King.  If  you  go  into  the  South,  among  certain  so-called 
sharecrop  tenants,  can't  you  build  houses  there? 
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Mr.  Davison.  Yes;  but  they  need  maybe  $500  houses  down  there. 

Senator  King.  Maybe. 

Mr.  Davison.  This  country  hasn't  even  started  to  tackle  this 
problem.     They  have  just  been  fiddling  with  it. 

Mr.  O'Connell.  I  think  Mr.  Davison  will  be  comforted  somewhat 
by  a  realization  that  he  is  going  to  be  called  a  little  later  in  the  hearing 
to  give  us  something  which  in  his  mind  at  least  will  be  much  more 
constructive  than  the  statistical  material  he  has  given  us  this  morning.1 

Mr.  Henderson.  That  was  the  main  question  I  had:  What  is  the 
Committee  going  to  do  to  relieve  that  tired  feeling? 

Mr.  O'Connell.  We  are  going  to  give  him  a  second  chance. 

Mr.  Henderson.  I  gather  what  made  him  tired  was  to  see  this 
tremendous  potential  market  and  nothing  being  done  about  it.  Am 
I  correct  in  that? 

Mr.  Davison.  Yes.  I  think  one  thing  the  committee  could  do — 
I  am  not  supposed  to  say  this  now  but  I  will  say  it  anyway — is  define 
low  cost  housing  in  terms  of  family  income.  •  When  you  speak  of 
families  with  low  incomes,  do  you  mean  the  people  below  the  top  50, 
or  do  you  mean  the  people  below  the  top  30,  or  what  do  you  mean? 
Then  the  next  step  is  houses  suitable  for  those  families.  Can  they 
afford  to  pay  twice  their  yearly  income  or  three  times  their  yearly 
income,  and  if  you  get  that  along  with  where. the  market  is,  you  have 
a  problem  laid  out  for  you  that  is  so  hard  of  solution  that  you  have 
got  to  do  some  work  on  it. 

Acting  Chairman  Rr  ^ce.  We  have  enjoyed  your  testimony  and 
are  looking  forward  to  that  part  about  which  you  seem  to  enthuse. 

Mr.  Davison.  It  won't  be  as  stupid  as  this  testimony  this  morning 
It  is  awfully  hard  to  talk  statistics. 

Mr.  O'Connell.  With  that  in  mind,  we  are  going  to  have  a  few 
more  statistics. 

Mr.  Davison.  It  is  easy  for  a  statistician  or  an  economist  to  talk 
statistics,  but  it  isn't  for  me. 

Mr.  O'Connell.  At  the  risk  of  boring  the  committee  (and  I  don't 
believe  they  were  bored  when  Mr.  Davison  was  talking)  I  want  to 
call  another  witness  who  will  give  us  some  information  about  costs,  a 
practical  builder  who  is  engaged  in  construction  of  single-family  houses 
near  a  metropolitan  area,  and  I  would  like  to  question  him  fairly 
briefly  on  what  his  costs  and  experience  in  his  particular  line  are.  I 
should  like  to  call  Mr.  Allen  H.  Dawson. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  this  testimony 
you  shall  give  in  this  proceeding  shall  be  the  truth,  the  whole  truth, 
and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Dawson.  I  do. 

TESTIMONY  OF  ALLEN  DAWSON,  SMITH  &  DAWSON  (BUILDERS), 

CHICAGO,  ILL. 

costs  of  a  single  family  house  NEAR  CHICAGO 

Mr.  O'Connell.  I  might  say,  Mr.  Chairman,  that  Mr.  Dawson  is 
a  member  of  the  firm  of  Smith  &  Dawson,  and  we  subpenaed  Mr. 
Dawson  to  have  him  give  us  some  information  about  his  experience  in 
the  housing  field,  the  construction  field,  and  Mr.  Smith  is  with  him; 

1  For  further  testimony  of  Mr.  Davison  see  infra,  pp.  5317-5340. 
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we  had  not  intended  that  Mr.  Smith  would  testify,  but  if  it  is  agree- 
able I  would  ask  a  few  questions  of  Mr.  Dawson  and  if  he  feels  himself 
unable  to  answer  he  can  call  Mr.  Smith.  If  that  is  necessary  we  can 
then  swear  Mr.  Smith.     I  hope  it  won't  be  necessary. 

Mr.  Dawson,  for  the  purpose  of  the  record  will  you  please  state 
your  name  and  address? 

Mr.  Dawson.  My  name  is  Allen  H.  Dawson,  and  I  live  in  Glen- 
view,  111. 

Mr.  O'Connell.  And  your  business 

Mr.  Dawson.  And  I  am  a  partner  in  the  firm  of  Smith  and  Dawson. 
We  are  developers  and  builders  of  homes. 

Mr.  O'Connell.  You  are  builders  and  developers  of  real  estate 
properties? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell.  How  long  have  you  been  in  this  business? 

Mr.  Dawson.  Why,  we  originally  went  into  the  business  about 
1926  and  we  were  more  then  in  the  selling  of  the  vacant  land  up  until 
about  5  or  6  years  ago;  we  didn't  do  an  awful  lot  in  the  construction 
end  of  it,  and  when  it  became  so  difficult  we  couldn't  sell  the  land  we 
started  building  homes. 

Mr.  O'Connell.  Prior  to  1928  had  you  had  practical  experience  in 
the  construction  business? 

Mr.  Dawson.  No;  I  didn't  have  any  experience  before  that  time. 

Mr.  O'Connell.  Since  you  have  been  in  business  I  take  it  that 
you  have  developed  a  number  of  subdivisions,  so  to  speak? 

Mr.  Dawson.  Yes;  we  have  developed  approximately  1,500  acres 
of  land  and  we  sell — we  formerly  sold  anywhere  from  2  to  5  acres  of 
ground  and  now  we  sell  about  an  acre  of  land  with  each  house,  and 
we  find  that  that  is  plenty  of  land  for  the  average  home  owner  to  buy. 

Mr.  O'Connel.  Speaking  at  the  present  time,  do  you  only  sell 
improved  lots,  that  is  improved  by  construction  of  homes,  or  do  you 
also  sell  subdivided  land  unimproved? 

Mr.  Dawson.  We  sell  both  and  if  we  weren't  able  to  sell  the  land 
and  make  a  profit  on  the  land  in  addition  to  what  we  are  making  on 
each  house  sale,  why  I  don't  think  we  could  stay  in  business.  It 
takes  that  additional  profit  of  the  additional  land  sales  to  make  it 
work  out  for  us. 

Mr.  O'Connell.  Have  you  any  particular  development  under  way 
at  the  present  time? 

Mr.  Dawson.  Yes;  we  have  one  development  located  north  of 
Chicago;  it  is  about  22  miles  from  the  center  of  Chicago  and  that 
comprises  about  360  acres  of  land.  We  started  that  approximately 
3  years  ago ;  the  first  year  or  so  we  didn't  do  an  awful  lot  with  it  until 
we  were  able  to  get  F.  H.  A.  loans,  and  we  were  able  to  do  that  and 
have  now  between  140  and  150  homes  there. 

Mr.  O'Connell.  When  you  say  you  started  about  3  years  ago  you 
mean  you  bought  the  land  about  that  time? 

Mr.  Dawson.  We  bought  the  land  and  cut  it  up  in  acre  tracts  and 
subdivided  it  in  that  form. 

Mr.  O'Connell.  You  say  this  is  about  20  or  25  miles  outside  of 
Chicago?     Within  the  corporate  limits  of  any  town? 

Mr.  Dawson.  No;  it  isn't;  2  miles  north  of  Mount  Prospect,  which 
is  a  suburban  town  of  Chicago. 
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Mr.  O'Connell.  What  are  the  advantages,  in  your  mind,  of  having 
your  developments  outside  the  corporate  limits  of  Chicago,  or  of  any 
other  town? 

Mr.  Dawson.  Well,  we  find  that  most  of  the  people  we  sell  are  very 
desirous  of  getting  a  large  tract  of  ground  where  they  have  more  or 
less  elbow  room.  The  tracts  of  ground  run  approximately  100  feet 
wide  and  300  feet  deep,  and  they  use  the  back  half  of  the  acre  of  ground 
for  gardening  purposes  and  so  on;  and  another  thing  is  the  tax  rate 
is  3K  percent  of  the  assessed  valuation,  whereas  in  Chicago  it  is  9  or 
9.8,  almost  10  percent,  so  it  makes  the  taxes  much  less. 

Mr.  O'Connell.  So  your  taxes  are  cheaper  and  I  suppose  the 
original  acquisition  cost  of  the  land  would  be  cheaper? 

Mr.  Dawson.  Yes;  and  there  are  no  improvements  and  of  course 
they  have  just  county  tax  and  no  village  tax  of  any  kind. 

Mr.  O'Connell.  What  do  you  do  for  services  that  a  municipality 
usually  would  provide,  such  as  water  and  other  services? 

Mr.  Dawson.  We  put  in  a  drilled  well  with  each  house ;  each  house 
has  an  automatic  water  system  and  nice  well  water  and  electric  light, 
of  course,  is  there,  and  the  gas — just  within  the  last  90  days  the  Public 
Service  Co.  ran  the  gas  there;  they  saw  the  development  growing  so 
fast  they  thought  they  would  hurry  on  and  get  the  gas  moved,  so  they 
have  done  that,  all  free  of  charge. 

Mr.  O'Connell.  What  about  police,  fire,  protection? 

Mr.  Dawson.  The  fire  protection  is  from  Mount  Prospect,  2  miles 
l way,  and  they  have  adequate  protection;  in  fact,  all  our  homes  are 
of  brick  construction  and  they  are  located  far  enough  apart  so  they 
really  get  a  lower  insurance  rate. 

Mr.  O'Connell.  About  what  was  the  cost — what  was  the  acquisi- 
tion cost  of  the  land  that  you  acquired  there? 

Mr.  Dawson.  The  first  tract  there  we  bought  consisted  of  120 
acres  of  ground,  costing,  I  would  say,  in  the  neighborhood  of  $125  an 
acre  and  the  next  tract  was  80  acres  and  the  price  went  up  on  that  to 
a  little  over  $200,  where  now  we  are  paying  approximately  $300  for  the 
last  80  acres  that  we  bought,  last  120  acres. 

Mr.  O'Connell.  So  you  now  own  360  acres  that  you  acquired  at  a 
cost  ranging  from  $125  an  acre  to  about  $300  an  acre? 

Mr.  Dawson.  That  is  right;  we  have  options  now  on  an  additional 
300  acres  that  we  can  get  as  we  go  along  and  as  we  need  it. 

Mr.  O'Connell.  What  about  improvements  on  your  360  acres 
such  as  grading  roads  and  surveying  cost,  and  so  forth,  have  you  any 
general  information  on  that  subject? 

Mr.  Dawson.  Just  plats  showing  how  we  lay  out  the  roads  and 
out  of  a  40-acre  tract  of  ground  we  get  approximately  40  pieces  in 
single  acre  tracts  which  would  be  a  little  less  than  an  acre  on  account 
of  the  road  which  is  taken  off. 

Mr.  O'Connell.  How  many  building  lots  would  you  get  out  of 
360  acres? 

Mr.  Dawson.  About  40  building  lots,  I  would  say. 

Mr.  O'Connell.  Out  of  360  acres? 

Mr.  Dawson.  Oh,  out  of  360  acres;  well,  they  run  about  an  acre 
to  a  lot.  When  we  originally  bought  the  first  tract  there  we  had 
them  in  acre-and-a-half  and  of  course  we  didn't  get  as  many  then; 
we  get  about  one  to  an  acre;  we  advertise  approximately  an  acre  of 
ground  to  each  house,  is  what  we  are  doing  now. 
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Mr.  O'Connell.  What  would  you  say  was  the  average  selling  price 
of  a  plotted  building  lot? 

Mr.  Dawson.  Out  average  price  I  would  say  would  be  around  $700. 

Senator  King.  That  is  quite  a  profit  from  $125  to  $700? 

Mr.  Dawson.  Well,  that  is  on  this  last  tract  of  ground  which  cost 
us  $300  or  perhaps  $350  by  the  time  we  put  in  the  roads.  We  figure 
that  we  are  selling  it  really  close  when  we  are  selling  at  a  price,  what 
we  paid  for  it  figuring  the  overhead  and  quite  often  we  wait  5  years 
to  get  our  money  back  on  the  land,  if  we  sell  it  on  a  contract  with  a 
small  down  payment. 

Senator  King.  I  suppose  you  include  in  that  the  cost  of  the  roads, 
do  you  not?    You  furnish  the  roads,  streets,  and  so  on? 

Mr.  Dawson.  Yes. 

Senator  King.  So  that  would  warrant  you  in  charging  a  much 
larger  price  than  the  cost  of  the  bare  land? 

Mr.  Dawson.  Yes;  that  is  right. 

Mr.  O'Connell.  How  many  lots  have  you  sold  in  this  develop- 
ment? 

Mr.  Dawson.  In  this  Prospect  Heights  development  I  would  say 
225  or  thereabouts,  and  we  have  now  135  homes  on  the  development 
that  are  either  finished  or  very  nearly  finished. 

Mr.  O'Connell.  Have  they  all  been  sold? 

Mr.  Dawson.  All  but  the  last;  I  believe  we  have  nine  unsold,  but 
it  looks  to  me  we  are  going  to  be  able  to  sell  those  very  quickly,  the 
way  thing  i  are  picking  up  for  us. 

Mr.  O'Connell.  What  is  the  size  of  the  average  house  that  you 
are  building  in  the  development? 

Mr.  Dawson.  Well,  the  average  size,  the  house  itself  is  28  feet  by 
23  feet,  has  a  kitchen  extending  out  another  5  by  8  feet,  and  prac- 
tically all  of  our  houses  have  an  attached  garage. 

Mr.  O'Connell.  How  many  rooms  in  your  houses? 

Mr.  Dawson.  They  run  four,  five,  and  six;  we  have  one  plan  there 
in  a  four-room  finished  home,  where  we  put  a  stairway  upstairs,  leave 
the  upstairs  unfinished,  to  be  finished  by  the  purchaser,  that  sells  for 
around  $5,000,  or  a  little  bit  less.  There  seems  to  be  quite  a  demand 
for  that  type  of  home. 

Mr.  O'Connell.  What  generally  is  the  range  of  selling  prices? 

Mr.  Dawson.  The  houses,  exclusive  of  the  land,  about  the  mini- 
mum price  on  that  now  will  be  $3,300  or  $3,400,  up  to  $5,000  and 
$5,500. 

Mr.  O'Connell.  That  would  be  exclusive  of  land? 

Mr.  Dawson.  That  is  right. 

Mr.  O'Connell.  So  it  would  be  $4,000  as  a  minimum,  including 
land,  I  take  it? 

Mr.  Dawson.  Yes;  or  a  little  more  than  that,  perhaps. 

Senator  King.  Is  that  the  cheapest  house  you  sell,  $4,000? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell    What  income  group  would  you  say  you  sold  to? 

Mr,  Dawson.  Well,  I  would  say  that  85  percent  of  the  people  we 
are  selling  have  an  income  of  $2,000  or  $3,000  a  year.  I  would  say 
about  $40  a  week  would  be  about  minimum.  We  might  have  a  few 
in  there  that  are  a  little  bit  lighter  than  that  and  we  have  quite  a  few 
that  would  run  over  $3,000,  some  considerably  higher  than  ihat. 
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Mr.  O'Connell.  Have  you  a  statement  of  the  cost  of  your  houses, 
including  the  financing  charges  and  other  fees? 

Mr.  Dawson.  Yes;  right  here. 

Senator  King.  May  I  ask  one  question?  Do  you  permit  prospec- 
tive purchasers  to  indicate  the  character  of  house  that  they  would 
like  you  to  build  for  them? 

Mr.  Dawson.  We  do;  yes. 

Senator  King.  So  there  isn't  a  horrible  monotony,  then,  among 
your  houses?  That  is,  there  are  variations,  depending  upon  the 
wishes  and  artistic  tastes  of  your  purchasers? 

Mr.  O'Connell.  Have  you  usually  sold  the  house  before  it  is  built? 

Mr.  Dawson.  Well,  about  half  and  half,  I  would  say.  We  are 
building  quite  a  few  to  order  and  we  have  about  15  under  construction 
right  now/  and  9  of  those  are  sold,  and  quite  often  they  are  sold  when 
we  start  them,  and  sold  before  we  get  the  roof  on. 

Mr.  Henderson.  Have  you  some  pictures  there? 

Mr.  Dawson.  Yes;  I  have. 

Senator  King.  The  picture  you  have  just  exhibited  is  not  a  brick 
house? 

Mr.  Dawson.  That  is  a  frame  house;  yes,  sir. 

Mr.  O'Connell.  You  build  both  brick  and  frame? 

Mr.  Dawson.  We  do,  but  most  of  our  homes  we  build  of  brick; 
we  feel  it  is  more  substantial,  less  upkeep,  and  the  way  we  operate  our 
business  we  find  we  can  build  a  brick  home  almost  as  cheap  as  we  can 
a  frame  home. 

Senator  King.  You  have  exhibited  a  photograph  here  which  would 
indicate  that  there  is  a  two-story  house? 

Mr.  Dawson.  That  has  three  rooms  downstairs  and  two  rooms 
upstairs,  finished ;  that  is  a  five-room  finished  house  with  an  attached 
garage. 

Senator  King.  This  exhibit? 

Mr.  Dawson.  That  is  our  office  building  and  we  have  just  erected 
that  last  year.  We  have  now  a  grocery-meat  market  there  and  beauty 
parlor  and  several  apartments  upstairs. 

Senator  King.  Beauty  parlors  and  cinemas,  I  suppose? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell.  I  have  before  me  a  break-down  of  the  cost  of  the 
$4,800  house,  which  I  understand  is  a  break-down  of  your  actual  cost 
in  connection  with  that  house? i 

Mr.  Dawson.  Yes;  it  is. 

Mr.  O'Connell.  It  indicates  that  the  selling  cost  of  the  house, 
including  land,  is  $4,800.  And  the  selling  cost  of  the  house  without 
land  is  $4,100,  and  the  cost  of  the  house  is  $3,750,  incicating  that 
$350  profit  on  the  house  and  that  the  selling  price  of  the  lot  is  $700, 
and  the  cost  of  the  lot  is  $350,  so  that  the  combined  profit  .on  the 
$4,800  house  and  lot  is  indicated  at  $700.     That  is  correct? 

Mr.  Dawson.  That  is  correct;  that  is  pretty  close  to  being  an  aver- 
age deal. 

Senator  King.  I  suppose  you  take  a  mortgage  on  the  property? 

Mr.  Dawson.  The  property  we  purchase,  you  mean?  That  is 
F.  H.  A.  approved. 

Mr.  O'Connell.  When  you  buy  the  property  do  you  require  any 
utside  financing? 

1 S  bsequently  entered  as  "E»hlbU  No  854."    Sae  pppendix,  p.  5480. 
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Mr.  Dawson.  No;  we  have  been  able  to  pay  cash  for  the  property 
when  we  buy  it. 

Mr.  O'Connell.  And  do  you  require  any  bank  or  other  financing 
in  connection  with  your  construction  of  houses,  I  mean  before  arrange- 
ments are  made  for  their  sale? 

Mr.  Dawson.  No;  we  use  our  own  money  in  all  cases. 

Mr.  O'Connell.  So  you  are  building  for  sale  and  you  are  in  a 
position  to  finance  your  own  operations  up  to  the  point  of  sale.  In 
other  words,  you  have  your  own,  what  you  might  call,  working  capital? 

Mr.  Dawson.  That  is  right.  "We  don't  pay  any  interest  on  any- 
thing. 

Senator  King.  You  deal  with  each  home  owner  separately,  and  he 
makes  his  loan  through  the  F.  H.  A.  separately? 

Mr.  Dawson.  That  is  right. 

Senator  King.  And  gives  the  necessary  mortgage  .to  the  bank  if  he 
gets  the  money  from  the  bank,  and  the  bank  then  secures  a  guaranty 
from  the  F.  H.  A.?  * 

Mr.  Dawson.  That  is  correct. 

Mr.  O'Connell.  On  this  $4,800  house,  the  financial  statement  of 
this  house,  on  the  second  page  of  the  exhibit  Mr.  Dawson  has  handed 
me,  indicates  that  the  purchaser  would  pay  $500  down,  plus  the  loan 
expense  of  approximately  $175,  and  I  take  it — yes;  it  is  broken  down 
here  that  that  $175  item,  which  is  in  the  nature  of  a  finance  cost, 
includes  the  insurance  brokers'  commission  of  $107.50.  What  is  that 
brokers'  commission?     "Who  is  the  broker? 

Mr.  Dawson.  That  is  a  2 ^-percent  commission  that  is  allowed  to 
the  broker  who  places  the  loan  for  the  F.  H.  A.,  or  the  brokerage  in 
the  deal,  and  I  believe  our  particular  broker  is  selling  the  loan  to  an 
insurance  company  or  R.  F.  Q. 

Mr.  O'Connell.  Then  there  is  a  middleman? 

Mr.  Dawson.  There  is;  yes. 

Mr.  O'Connell.  And  the  financing  agency? 

Mr.  Dawson.  That  is  correct;  yes. 

Mr.  O'Connell.  And  that  cost  is  borne  by  the  prospective  hoine 
owner? 

Mr.  Dawson.  That  is  borne  by  the  purchaser,  in  addition  to  the 
10  percent  down  on  the  house. 

Mr.  Henderson.  Could  the  buyer,  if  he  made  his  deal  directly, 
save  that  $107.50  commission?  Is  there  any  way  he  can  deal  directly 
with  the  bank  and  through  them  with  the  F.  H.  A.  in  order  to  save  that 
commission,  or  is  it  the  usual  charge  made  in  connection  with  the 
placing  of  a  loan  of  this  kind? 

Mr.  Dawson.  That  is  the  usual  charge  made  for  the  broker  for 
recordmg  the  title  and  checking  up  on  the  handling. 

Mr.  O'Connell.  The  other  items  that  go  to  make  up  the  $175  are 
one-quarter  percent  mortgage  insurance  premium.  I  take  it  that  is 
on  the  F.  H.  A.  mortgage  insurance? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell.  And  the  first  month  mortgage  insurance  of 
88  cents — what  is  the  difference  between  those  two  items?  "What  is 
the  one-quarter  percent  mortgage  insurance  premium? 

Mr.  Dawson.  Well,  that  is  the  F.  H.  A.  guaranty  insurance  where 
there  is  an  advance  of  13  months  on  that  F.  H.  A.,  loan. 
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Mr.  O'Connell.  Then  that  is  the  same  type  of  obligation  as  the 
next  one,  as  the  88  cents,  the  additional  monthly  mortgage  insurance 
premium? 

Mr.  Dawson.  That  is  right. 

Mr.  O'Connell.  An  abstract  posting  of  $10,  abstract  examination, 
$4.98;  application  fee — is  that  an  application  fee  to  F.  H.  A.? 

Mr.  Dawson.  That  is  paid  to  F..  H.  A. ;  that  is  3  percent  of  the 
amount  of  the  loan  F.  H.  A.  required. 

Mr.  O'Connell.  But  the  mortgagor  doesn't  apply  to  F.  H.  A., 
does  he?     Doesn't  he  apply  to  a  bank? 

Mr.  Dawson.  The  purchaser  applies  and  signs  the  application  for 
the  insurance  loan. 

Mr.  O'Connell.  For  the  insurance  the  loan  is  through  a  banker  or 
some  other  financing  agency? 

Mr.  Dawson.  Through  Percy  Wilson. 

Mr.  O'Connell.  So  he  is  applying  to  F.  H.  A.  for  insurance  on 
behalf  of  the  bank? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell.  "Which  is  placing  the  loan? 

Mr.  Dawson.  That  is  right. 

Mr.  O'Connell.  I  see.-  Construction  interest,  $6.20,  and  taxes, 
$3.50,  makes  a  total  of  $175,  which  I  take  it  is  in  addition  to  the  $500 
down  payment.  The  purchaser,  as  a  practical  matter,  has  to  have  $675 
in  cash  in  order  to  buy  this  house  at  $4,800? 

Mr.  Dawson.  That  is  correct;  yes,  sir. 

Mr.  O'Connell.  And  the  balance  would  be  supplied  by  the  insured 
mortgage  at  $4,300,  placed  through  a  bank  or  other  lending  agency, 
insured  by  F.  H.  A? 

Mr.  Dawson.  That  is  right. 

Mr.  O'Connell.  There  is  one  other  item  in  here  which  is  of  some 
interest,  and  it  relates  to  the  monthly  cost,  the  fixed  charges  that 
the  mortgagor  has  to  pay  after  he  has  arranged  for  the  loan  through 
the  bank.  Under  the  F.  H.  A.  plan,  with  5  percent  interest  and  the 
one-quarter  of  1  percent  insurance  premium,  and  covering  fire  and 
tornado  insurance,  and  estimated  taxes,  the  mortgagor  «vould  have  to 
pay  $34.01  per  month  on  a  20-year  amortization  basis  for  his  mortgage. 
If  the  20-year  period  were  extended  to  25  years  without  any  change 
in  interest  payments  or  other  obligations,  the  monthly  payments  would 
be  reduced  to  $30.78.  Have  you  any  break-down  indicating  the 
proportion  of  labor,  material,  and  other  costs  that  go  to  make  up  this 
total  cost  of  $37.50  for  the  cost  of  the  house? 

Mr.  Dawson.  Yes;  we  have  a  break-down  here,  and  I  would  like  to 
have  Mr.  Smith  tell  you,  as  he  is  more  famiHar  with  that  angle  of  the 
business. 

Mr.  O'Connell.  Let  us  see  the  break-down.  Oh,  that  is  the 
break-down  I  have.  I  was  interested  in  a  break-down  between  labor 
and  material.    This  doesn't 

Mr.  Dawson.  That  is  a  little  hard,  to  break  it  down  entirely,  with 
labor,  in  view  of  the  fact  there  are  several  things  that  have  to  be 
contracted  out,  and  of  course  we  don't  know  what  their  part  of  the 
labor  would  be. 

Mr.  O'Connell.  Wall,  I  think  the  material  in  this  chart  speaks  for 
itself.     I  had  hoped  you  did  have  another  chart  which  would  indicate 
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the  break-down  between  labor  and  material,  but  I  think  this  is  as 
much  as  we  can  do  with  this  exhibit.  I  would  like  to  offer  this  for  the 
record. 

Acting  Chairman  Reece.  It  may  be  admitted. 

The  document  referred  to  was  marked  "Exhibit  No.  854"  and  is 
included  in  the  appendix  on  p.  5480.) 

Mr.  O'Connell.  You  referred  to  selling  houses  not  complete  in  all 
respects,  some  rooms  on  the  second  floor  might  be  left  rough.  Is  that 
your  usual  practice,  or  does  it  vary? 

Mr.  Dawson.  Well,  it  varies.  We  find  that  four-room  house  there, 
where  the  owner  can  finish  off  the  two  upstairs  rooms,  seems  to  meet 
with  quite  a  demand,  and  everybody  feels  quite  favorable  toward  that 
type  of  home. 

Mr.  O'Connell.  I  take  it  you  can  also  sell  the  house  at  a  cheaper 
price? 

Mr.  Dawson.  That  makes  the  difference,  too. 

Mr.  O'Connell.  Well,  selling  less  than  a  complete  house  must  be, 
to  a  large  extent^in  order  to  meet  the  financial  capacity  of  the  pur- 
chaser to  pay.  I  wouldn't  think  that  a  purchaser  would  prefer  to 
buy  an  unfinished  house.  It  must  be  largely  on  account  of  his 
financial  capacity  to  pay  for  a  house.  In  other  words,  he  buys  as 
much  house  as  he  can  pay  for;  isn't  that  what  he  does? 

Mr.  Dawson.  That  is  so,  but  a  lot  of  the  purchasers  we  sell  would 
like  to  finish  off  two  bedrooms  or  part  of  their  house  and  do  it  in  the 
evenings,  and  really  enjoy  completing  their  own  home. 

Senator  King.  I  suggest  that  perhaps  many  of  those  houses  are 
purchased  by  newly  married  couples,  and  they  anticipate  in  a  few 
years  they  will  need  more  room  and  prefer  to  wait  to  finish  the  upper 
rooms  themselves. 

Mr.  O'Connell.  I  should  think  they  might  buy  a  six-room  house 
instead  of  five. 

Dr.  'Lubin.  May  I  ask  the  question  of  the  witness  that  Mr. 
O'Connell  asked,  if  at  the  same  price  you  had  given  the  two  rooms 
upstairs  finished  rather  than  unfinished,  could  you  sell  more  houses? 
You  can  give  them  a  finished  house  at  the  same  price  you  can  give 
tham  with  the  upstairs  unfinished? 

Mr.  Dawson.  I  would  say  you  would;  yes. 

Mr.  O'Connell.  That  relates  to  the  question  of  price.  The  num- 
ber of  houses  you  sell  is  related  to  the  income  of  the 'persons  who  are 
your  potential  market  to  the  extent  that  you  can  sell  a  house  cheaper; 
you  tap  a  demand  you  otherwise  wouldn't  reach,  and  it  seems  to  me 
that  is  the  explanation  of  the  fact  that  you  sell  unfinished  houses. 

Mr.  Dawson.  It  is. 

Mr.  O'Connell.  You  are  reaching  a  group  that  could  not  buy  the 
finished  house? 

Mr.  Dawson.  That  is  right. 

Mr.  O'Connell.  In  your  construction  do  you  employ  a  general 
contractor  or  do  your  own  construction? 

Mr.  Dawson.  We  do  our  own  construction.  My  partner,  Mr. 
Smith,  handles  the  supervision  of  the  construction  end  of  the  bus'ness, 
and  he  is  out  there  on  the  job  all  the  time. 

Mr.  O'Connell.  Do  you  subcontract  some  of  the  work? 

Mr.  Dawson.  We  do;  yes.     We  sublet  some  of  it. 
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Mr.  O'Connell.  And  you  are  substantially  in  the  position  of  a 
general  contractor  yourself,  in  the  sense  that  you  perform  the  function 
they  ordinarily  would,  and  you,  as  they  would,  employ  subcontractors 
to  do  certain  specialized  portions  of  the  work. 

Mr.  Dawson.  That's  right. 

Mr.  O'Connell.  You  probably  dig  your  own  foundations  and  use 
subcontractors  for  the  mechanical  end. 

Mr.  Dawson.  That's  right — heating,  plumbing,  lighting. 

Mr.  O'Connell    In  selling  your  houses,  do  you  employ  salesmen? 

Mr.  Dawson.  No;  we  do  all  our  selling  ourselves.  '  We  feel  that  is 
one  reason  why  we  have  been  successful  in  the  business  we  are  in. 
We  don't  have  any  salesmen,  and  we  both  work  7  days  a  week  at  it. 
We  are  out  there  on  Sundays  and  also  during  the  week.  In  that  way 
we  eliminate  the  sales  expense. 

Mr.  O'Connell.  Generally  speaking,  your  houses  would  sell  to  ■ 
people  in  an  income  bracket  of  $2,500  a  year  and  up?     You  might 
get  a  little  below  that  with  your  very  cheapest  or  unfinished  houses. 

Mr.  Dawson.  That  would  be  about  right. 

Mr.  O'Connell.  Do  you  employ  union  labor? 

Mr.  Dawson.  Yes;  we  do. 

Mr.  O'Connell.  And  your  sales  are  invariably,  as  I  take  it,  ac- 
companied by  F.  H.  A.  insurance?  Have  you  made  any  sales  of  houses 
that  were  not  financed  under  the  F.  H.  A.  insurance  plan  in  the  last 
2  years? 

Mr.  Dawson.  Maybe  one  or  two  cash  sales. 

Mr.  O'Connell.  Where  financing  is  required  on  the  part  .of  the 
purchaser,  Have  you  made  any  sales  that  do  not  involve  F.  H.  A.? 

Mr.  Dawson.  No;  we  haven't. 

Mr.  O'Connell.  Then  I  take  it  you  probably  didn't  do  much  busi- 
ness in  terms  of  construction  or  selling  of  houses  before  F.  H.  A. 
Is  that  right? 

Mr.  Dawson.  Before  F.  H.  A.  we  built  14  homes,  the  year  before 
we  were  able  to  get  F.  H.  A.  It  took  us  considerable  time  trying  to 
get  F.  H.  A.  to  approve  our  property,  inasmuch  as  it  was  2  miles  out- 
side of  the  corporate  limits  of  a  town.  We  did  have  a  form  of  financing 
there  where  they  could  get,  perhaps,  50-percent  loans. 

Mr.  O'Connell.  Through  F.  H.  A.? 

Mr.  Dawson.  No  ;  through  individual  mortgage  companies,  50  per- 
cent, and  then  we  would  try  to  get  20  percent  down  and  carry  a  second 
mortgage  behind  that.  We  couldn't  do  much,  because  we  didn't  have 
the  capital.  Then,  if  we  discounted  the  second  mortgages,  we  were 
back  to  where  we  started.  It  was  very  difficult  to  make  the  business 
operate  and  go  anywhere. 

Mr.  O'Connell.  And  how  many  houses  have  you  built  since 
F.  H.  A.? 

Mr.  Dawson.  I  would  say  there  are  125  that  we  have  put  through 
F.  H.  A.  loans  in  the  last  about  2  years'  time. 

Mr.  O'Connell.  Do  you  have  any  difficulty  in  finding  lending 
institutions  to  take  mortgages  on  your  property  insured  by  F.  H.  A.? 

Mr.  Dawson.  No;  we  find  a  ready  market  of  several  brokers  that 
are  very  willing  to  handle  F.  H.  A.  loans. 

Mr.  O'Connell.  Do  you  happen  to  know  whether  the  interest 
rate  is  uniformly  5  percent  on  the  mortgages? 
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Mr.  Dawson.  I  believe  it  is,  although  in  very  select  cases  around 
Chioago,  a  good  location,  there  are  banks  that  are  loaning  at  4.5 
percent. 

Mr.  O'Connell.  I  mean  in  connection  with  your  development. 

Mr.  Dawson.  It  is  all  5-percent  interest;  yes. 

Mr.  O'Connell.  Just  a  general  question  relative  to  costs.  In  your 
opinion — you  are  a  practical  construction  man  operating  in  this  field 
for  some  time — what  would  you  conceive  to  be  the  most  important 
factors  in  construction  cost  that  could  be  reduced  to  enable  you  to 
sell  at  a  cheaper  price? 

Mr.  Dawson.  Well,  I  have  a  few  little  notes  on  that.  I  believe  the 
3-percent  material  tax  on  every  stick  of  lumber  and  everything  that 
goes  into  that  house  could,  in  some  way,  be  eliminated. 

Mr.  O'Connell.  That  is  a  local  tax? 

Mr.  Dawson.  That  is  a  State  tax,  a  regular  sales  tax,  and  it  is  up 
to  the  contractor  to  pay  all  that,  which  adds  3  percent  on  the  material, 
which  we  can't  charge  to  the  customer.  If  you  give  him  a  separate 
bill,  you  must  include  it  right  in  there,  or  he  would  back  right  away 
from  it  in  a  lot  of  cases  if  he  knew  what  the  3-percent  sales  tax  would 
amount  to. 

Mr.  O'Connell.  Do  you  include  the  sales  tax  in  your  price? 

Mr.  Dawson.  Yes. 

Senator  King.  That  is  a  general  sales  tax  in  the  State? 

Mr.  Dawson.  Yes. 

Senator  King.  Three  percent? 

Mr.  Dawson.  Yes. 

Mr.  O'Connell.  What  other  items  of  payment  could  be  reason- 
ably reduced? 

Mr.  Dawson.  I  believe  in  some  cases  we  might  eliminate  some  of 
the  distributors  and  wholesaleis  and  jobbers  and  dealers  where  we 
have  to  buy  different  materials.     I  believe  they  could  be  eliminated. 

Mr.  O'Connell.  What  would  be  the  effect  of  that,  that  you  would 
be  able  to  buy  your  materials  cheaper? 

Mr.  Dawson.  I  believe  so ;  if  you  could  buy  gravel  right  from  the 
pit  and  certain  other  materials  from  the  factories  I  believe  you  could 
cut  the  cost. 

Mr.  O'Connell.  You  could  cut  the  material  cost  in  that  way? 

Mr.  Dawson.  I  believe  so. 

Senator  King.  A  man  who  sells  you  lumber  has  to  pay  3  percent? 

Mr.  Dawson.  He  charges  us  3  percent.  .-    - 

Senator  King.  He  is  compelled  to  pay,  when  he  makes  the  «ale,  3 
percent  to  the  State? 

Mr.  Dawson.  That  is  correct. 

Senator  King.  When  you  purchased  the  land  did-you  have  to  pay 
3  percent  of  the  cost  on  the  land? 

Mr.  Dawson.  No;  there  is  a  small  tax  on  the  land;  it  doesn't 
amount  to  much.  I  believe  it  is  $1  a  thousand  valuation,,  a  real- 
estate  tax  when  you  buy  the  land. 

Senator  King.  The  tax  of  3  percent  is  a  sort  of  commodity  sales 
tax? 

Mr.  Dawson.  It  is  a  retailers  occupational  tax. 

Mr.  Chawner.  Mr.  Smith,  have  you  attempted  to  buy  any  of  your 
materials  directly  from  manufacturers? 
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Mr.  Dawson.  We  have  in  certain  cases.  I  believe  Mr.  Smith 
could  give  you  some  information  on  that.  i 

Mr.  O'Connell.  Mr.  Chairman,  would  you  want  to  have  Mr. 
Smith  sworn? 

Acting  Chairman  Reece.  Do  you  solemnly  swear  the  testimony 
you  are  about  to  give  will  be  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God? 

Mr.  Smith.  I  do. 

TESTIMONY  OF  CARLETON  A.  SMITH,  SMITH  &  DAWSON,  1  NORTH 
LA  SALLE  STREET,  CHICAGO,  ILL. 

COLLUSIVE    PRACTICES    IN   THE    clHICAGO    AREA 

(The  reporter  read  Mr.  Chawner's  question.) 

Mr.  Smith.  Yes,  we  have  in  several  cases,  but  there  is  an  associa- 
tion of  retailers  in  Cook  County  and  they  are  organized  so  that  every- 
one buying  building  materials  must  buy  through  an  association  yard. 
In  other  words,  you  can't  go  on  the  side  and  buy  your  materials. 

Mr.  O'Connell.  You  are  in  Cook  County? 

Mr.  Smith.  We  are  in  Cook  County. 

Senator  King.  Is  this  a  sort  of  combination  of  all  the  retailers? 

Mr.  Smith.  That  is  something- that  has  just  happened  in  the  last 
year.  They  just  recently  had  a  case  where,  in  some  court  or  other, 
somebody  brought  up  this  3-percent  tax,  and  it  looked  like  it  might 
be  defeated  and  they  immediately  revised  their  plan  and  included  the 
3-percent  tax  in  their  cost,  and  brought  out  a  new  price  list  which 
increased  the  rest  of  the  commodities  another  1  or  2  percent. 

Senator  King.  Is  there  no  competition  among  the  retailers? 

Mr.  Smith.  They  are  organized. 

Senator  King.  Then  there  is  no  competition. 

Mr.  Smith.  There  is  no  competition. 

Senator  King.  Have  you  a  law,  if  you  know,  in  the  State  of  Illinois, 
against  restraints  of  trade? 

Mr.  Smith.  I  don't  know  that. 

Senator  King.  It  might  be  looked  into  by  the  Department  of 
Justice. 

Mr.  O'Connell.  When  you  speak  of  that,  what  is  that,  an  associa- 
tion of  retail  lumber  dealers? 

Mr.  Smith.  Yes.     It  is  called  the  Material  Merchants  Association. 

Mr.  O'Connell.  I  understand  that  they  are  organized,  but  what 
is  it  that  prevents  you  from  buying  materials  directly  from  the  manu- 
facturer? 

Mr.  Smith.  They  won't  sell  us. 

Mr.  O'Connell.  The  manufacturer  won't  sell? 

Mr.  Smith.  They  will  not  sell. 

Mr.  O'Connell.  Why  won't  the  manufacturer  sell? 

Mr.  Smith.  Because  this  association  prohibits  it. 

Mr.  O'Connell.  How? 

Mr.  Smith.  Well,  for  an  example,  I  will  cite  an  example  that  just 
1  cippened  recently.  We  are  buying  now  on  a  new  subdivision,  We  are 
putting  70  acres  on  the  market,  and  we  bought  about  $2,000  worth 
of  gravel,  or  stone.  It  just  happened  that  about  a  year  ago,  when  we 
anticipated  buying  this  land,  we  ordered  this  gravel.     We  wrote  a 
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letter  in  and  got  protection,  because  we  knew  it  would  be  soon  and 
we  wanted  to  protect  ourselves  on  price,  not  knowing  anything  about 
this  association.  So  when  the  time  came  to  use  it  we  started  running 
a  "couple  of  independent  trucks  into  our  property,  and  the  people  who 
sell  us  the  gravel  came  to  us  and  told  us  that  a  complaint  was  made 
that  we  were  buying  stone  direct,  so  I  reminded  them  of  the  fact  that 
a  year  ago  I  had  written  them  a  letter,  or  8  months  ago,  before  this 
affair  went  through,  to  protect  myself  on  the  price  of  stone. 

Well,  he  is  compelled  to  give  us  this  price  until  we  gravel  these 
roads.  After  that  I  don't  know  what  will  happen.  We  are  pro- 
tected up  until  that  time.  We  are  buying  building  materials,  $1,500 
worth  a  month,  from  a  local  dealer,  and  we  may  buy— well,  we  buy 
about  40  sacks  of  mortar  a  day,  and  possibly  30,  40,  or  50  sacks  of 
cement,  and  corresponding  sand  and  gravel.  Our  price  is  the  same 
as  if  we  were  an  independent  contractor  there  and  had  a  back  stoop 
that  cost  $5  to  build.  In  other  words  we  are  spending  a  lot  of  money 
and  we  are  not  able  to  take  advantage  of  our  buying  volume  in  some 
commodities.  In  lumber  we  are  able  to  make  good  connections. 
In  other  words,  there  is  no  association  that  protects  that,  evidently. 

Mr.  O'Connell.  The  association  you  refer  to 

Mr.  Smith  (interposing).  Is  just  the  material  dealers.  That  is 
sand,  gravel,  cement,  lime,  mortar,  tile,  brick — not  brick.  That  is 
a  different  outfit. 

Senator  King.  Is  there  a  brick  price,  a  uniform  brick  price? 
Mr.  Smith.  Yes;  there  is.     There  is  an  established  price  of  $11  a 
thousand  for  common  brick  in  Cook  County. 

Dr.  Lubin.  Have  you  ever  attempted  to  go  to  the  factory,  to  the 
manufacturer  of  these  commodities,  and  purchase  directly  from  him? 
Mr.  Smith.  There  is  no  place  you  can  go  to.     It  has  to  be  shipped 
in,  and  it  will  only  be  shipped  to  a  licensed  yard. 

Dr.  Lubin.  In  other  words,  the  manufacturer  has  refused  to  sell 
to  you  directly. 

Mr.  Smith.  The  quarries  have,  on  sand  and  gravel  and  things 
the  like  of  that. 

Mr.  O'Connell.  What  do  you  mean  by  a  "licensed"  yard? 
Mr.  Smith.  By  a  material  yard. 
Mr.  O'Connell.  Who  licenses  it? 

Mjr.  Smith.  They  have  their  association.  I  don't  know  who  licenses 
it,  but  there  is  a  yard  in  each  town,  and  some  of  the  larger  towns 
have  more  than  one,  and  these  yards  all  belong  to  this  association. 
In  other  words,  we  are  close  to  Arlington  Heights  and  Mount  Prospect. 
If  we  go  into  Arlington  Heights  we  are  handed  a  slip,  and  here  is  your 
price.  We  go  to  Mount  Prospect  and  here  is  the  same  price.  In 
other  words,  we  are  not  supposed  to  be  able  to  buy  cheaper.  So  far 
we  haven't  been  able  to. 

Senator  King.  Supposing  you  desired  100,000  feet  of  lumber  to 
meet  certain  contracts  which  you  had  made  for  houses.  Couldn't 
you  buy  that  lumber,  say,  from  Oregon  or  Wisconsin? 

Mr.  Smith.  Yes;  I  believe  we  could  in  carload  lots  on  the  lumber 
part.  We  could  do  that,  but  as  I  mentioned  before,  on  lumber  we 
are  getting  a  good  price,  and  we  are  able  to  deal  on  lumber,  and  if 
we  were  to  buy  direct  in  carload  lots,  not  being  alongside  of  a  siding 
we  would  have  the  trucking  rates  from  the  town  down  to  our  property, 
and  the  handling,  which  wouldn't  pay  us.     We  have  looked  into  that 
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several  times.     We  are  able  to  buy  lumber  in  large  quantities,  but  it 
really  doesn't  pay  us  because  we  are  getting  the  discounts. 
Mr.  O'Connell.  What  about  gypsum? 

Mr.  Smith.  We  are  not  allowed  to  buy  that.     The  set-up  in  the 
Chicago  territory  is  that  the  plaster  contractor  takes  the  contract 
for  the  plastering  and  the  lathing  of  every  house,  and  he  buys  the 
materials. 
Mr.  O'Connell.  You  couldn't  buy  the  materials? 
Mr.  Smith.  We  couldn't  buy  them. 

Mr.  O'Connell.  The  manufacturer  wouldn't  sell  the  materials? 
Mr.  Smith.  That's  right. 
Mr.  Henderson.  Whose  regulation  is  that? 

Mr.  Smith.  That  is  evidently  the  union.  There  are  several 
branches  of  the  building  trades  in  Chicago  that  we  are  not  allowed 
to  do  ourselves.     We  must  let  out  the  plumbing,  we  must  let  out  the 

heating,  the  plastering,  which  includes  the  lathing,  the  glazing 

Mr.  Henderson  (interposing).  You  say  that  includes  the  materials, 
so  there  must  be  some  deal,  isn't  there,  between  labor  and  the 
material  dealers? 

Mr.  Smith.  The  plastering  contractor  buys  his  material  from  these 
different  yards. 

Mr.  Henderson.  From  this  association? 
Mr.  Smith.  From  these  material  yards,  that's  right. 
Mr.  Henderson.  There  is  an  understanding  between  the  plasterers? 
Mr.  Smith.  He  is  probably  governed  by  the  same  price  we  are. 
I  don't  know  that,  but  he  is  probably  governed  by  our  price  too. 
Mr.  O'Connell.  Could  you  buy  plaster  direct  from  the  local  yard? 
Mr.  Smith.  We  could  buy  it,  but  we  couldn't  use  it.     We  are  not 
allowed  to  apply  it.     The  plastering  contractor  must  do  that  work 
himself. 

The  same  with  the  electrical  contractor  and  heating  contractor 
and  glazing  contractor.     Those  things  must  be  let  out  individually. 
Mr.  Henderson.  You  can't  go  to  Crane  or  Kohler? 
Mr.  Smith.  They  wouldn't  even  let  us  in  their  plant. 
Mr.  Henderson.  Sears,  Roebuck? 
Mr.  Smith.  You  could  go  to  Sears,  Roebuck. 

Mr.  Henderson.  What  would  happen  then?  Wouldn't  the  plumber 
handle  it? 

Mr.  Smith.  There  is  a  State  law  in  Illinois  on  plumbing  that  there 
must  be  a  permit  issued  by  the  State  on  each  plumbing  job,  and  the 
only  man  that  can  get  that  is  a  master  plumber.  We  are  not  allowed 
to  get  that. 

Mr.  Henderson.  Suppose  you  bought  from  Sears,  Roebuck  or 
Montgomery  Ward.     Would  the  master  plumber  handle  it? 

Mr.  Smith.  No.  As  I  understand  it,  there  is  one  or  possibly  two 
master  plumbers  in  Chicago  that  are  appointed  to  handle  those  par- 
ticular companies'  materials,  where  it  is  done  by  a  master  plumber. 

Mr.  Henderson.  Who  appoints  them?  Who  is  the  appointing 
authority? 

Mr.  Smith.  Evidently  the  Master  Plumbers'  Association. 
Dr.  Lubin.  What  do  you  mean  by  a  master  plumber? 
Mr.  Smith.  A  master  plumber  is  a  man  who  sets  up  a  business, 
just  like  we  are  realtors.     He  sets  up  a  business  and  hires  plumbers  and 
these  plumbers  do  our  work. 
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Mr.  Henderson.  He  is  the  employer? 

Mr.  Smith.  He  is  the  employer. 

Dr.  Lubin.  He  is  a  contractor  himself? 

Mr.  Smith.  In  other  words,  we  can't  hire  the  plumber  direct  and 
put  him  on  our  job  and  buy  our  material.  We  hire  the  master 
plumber  and  master  electrician. 

Mr.  Henderson.  He  is  an  employer  of  labor,  rather  than  the 
laborer? 

Mr.  Smith.  He  is  in  the  same  position  we  are,  only  in  his  particular 
field. 

Dr.  Lubin.  And  you  say  that  the  manufacturer  of  these  plumbing 
materials  will  not  sell  you  any  of  their  products,  they  will  only  sell 
to  the  master  plumbers? 

Mr.  Smith.  That  is  right — Crane  and  Kohler  and  those. 

Acting  Chairman  Reece.  That  arises  out,  does  it  not,  Mr.  Smith, 
of  their  policy  of  distribution,  by  which  they  have  designated  agents 
for  their  products  in  various  parts  of  the  country,  and  they  feel,  since 
they  have  their  agents  on  whom  they  rely  for  the  major  part  of  their 
distribution,  that  it  would  not  be  fan-  to  them  to  sell  directly  to  par- 
ticular purchasers,  but  is  there  any  understanding  between  the  agents 
of  these  concerns,  plumbing  or  otherwise,  by  which  competition  is 
eliminated,  so  that  all  agents  sell  for  the  same  price? 

Mr.  Smith.  Do  you  mean,  if  I  go  in  to  buy  plumbing  myself,  in  to 
Crane  Co.,  can  I  buy  it,  or  do  I  have  to  buy  through  this  other  man? 

Acting  Chairman  Reece.  No.  Do  all  agents  sell  for  the  same 
price? 

Mr.  Smith.  Approximately  so;  there  is  a  little  variation  of  price. 
By  agent  do  you  mean  the 

Acting  Chairman  Reece  (interposing).  The  retailer. 

Mr.  Smith.  The  master  plumber  or  the  man  who  is  making  the 
material? 

Acting  Chairman  Reece.  The  master  plumber  as  you  have  de- 
scribed him. 

Mr.  Smith.  No.  You  go  out  and  get  bids  on  it.  There  are 
probably  100  master  plumbers  in  Chicago,  maybe  two  or  three  hun- 
dred, I  don't  know,  but  there  is  a  lot  of  them,  and  you  can  go  out  and 
get  prices  from  these  different  men.  It  just  happens  that  the  way 
we  operate  our  business  we  have  built  up  an  organization  over  the 
past  2  years  which  functions  in  harmony,  and  we  have  got  a  man  who 
is  in  very  good  standing  and  he  gives  us  a  fair  price  and  so  we  don't 
have  competition  in  our  organization. 

Acting  Chairman  Reece.  Out  of  your  experience,  are  you  advanc- 
ing the  suggestion  that  the  retailers  should  be  eliminated  so  that  all 
business  would  be  done  directly  with  the  manufacturer  or  producer? 

Mr.  Smith.  Well,  I  wouldn't  go  so  far  as  to  say  that. 

Acting  Chairman  Reece.  That  becomes  a  matter  of  consideration 
if  the  type  of  business  is  such  that  retail  agents  are  necessary.  Then 
is  it  not  incumbent  upon  the  manufacturer  and  producer  to  give  a 
certain  amount  of  protection  to  his  retailers? 

Mr.  Smith.  Yes. 

Acting  Chairman  Reece.  As  I  understand,  that  is  true,  under  your 
system  of  distribution,  of  a  great  many  businesses.  Take  a  wholesale 
hardware  business;  he  doesn't  sell  to  the  consumer  direct,  he  sells  to 
a  retailer. 
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Mr.  Smith.  That  is  right. 

Acting  Chairman  Reece.  And  a  great  many  other  businesses  have 
the  same  system  of  distribution.  I  assume  that  at  one  time  at  least 
such  a  system  was  found  or  thought  to  be  necessary. 

Mr.  Smith.  That  may  be  true,  but  from  our  own  organization  and 
from  our  own  business  we  have  eliminated  in  our  own  particular 
organization  just  exactly  that  sort  of  thing,  in  that  we  have  elimi- 
nated the  sales  organization  and  the  contractor,  that  is  the  general 
contractor.  If  we  were  to  hire  salesmen — let's  put  it  these  men  who 
are  doing  these  individual  jobs  for  us — to  sell  our  land  and  our  homes 
we  would  add  five,  six,  seven  hundred  dollars  to  the  price  of  a  house; 
we  would  have  to  hire  a  general  sales  manager  and  give  him  5  percent 
commission,  and  he  would  have  his  different  unit  managers  and  sales- 
men and  we  would  also  have  to,  if  we  did  that,  probably  sell  three  or 
four  or  five  times  as  many  homes  as  we  do,  and  that  would  necessitate 
putting  on  general  contractors  to  build  these  homes,  and  before  we 
knew  it  we  would  be  up  twelve  or  fifteen  hundred  dollars  more  money 
in  the  cost  of  the  house.  That  means  that  our  sales  resistance  would 
be  greater  and  that  we  would  finally  get  to  the  point  where  we  might 
not  be  able  to  sell  homes.  We  have  tried  to  eliminate  that.  We  are 
trying  to  keep  the  cost  of  this  house  down  as  much  as  possible.  We 
have  eliminated,  as  I  say,  the  sales  organization  and  the  contractor. 
There  is  no  question  but  that  if  other  things  could  be  eliminated  the 
house  could  be  sold  cheaper.  I  am  not  going  to  say  whether  I  advise 
that  it  be  done. 

Dr.  Lubin.  Mr.  Smith,  if  you  were  permitted  to  buy  from  any 
dealer  any  of  the  things  you  needed  in  the  construction  of  your  houses 
along  the  lines  of  electrical  equipment  or  plumbing  equipment,  and 
were  then  permitted  to  hire  your  own  labor — I  understand  that  you 
use  union  labor 

Mr.  Smith.  Yes. 

Mr.  Lubin.  Do  you  think  you  could  save  anything  on  the  cost  of 
that  house? 

Mr.  Smith.  Yes,  sir. 

Senator  King.  You  have  to  buy,  as  I  understand  it — if  I  am  wrong 
I  want  ,to  be  corrected — from  retail  organizations  and  those  retail 
organizations  have  rules  among  themselves  which  they  are  governed 
by  and  they  fix  prices  of  the  commodities  which  they  sell. 

Mr.  Smith.  That  is  right. 

Senator  King.  You  pay  substantially  the  same  price  for  your  brick 
no  matter  from  whom  you  buy  brick? 

Mr.  Smith.  That  is  right. 

Senator  King.  And  the  same  for  plumbing  fixtures? 

Mr.  Smith.  We  don't  buy  plumbing  fixtures;  that  is,  in  on  the 
plumbing  contract — sewer  pipe,  sand,  and  gravel. 

Senator  King.  The  person  who  puts  in  your  plumbing  buys  the 
fixtures  himself? 

Mr.  Smith.  That  is  right. 

Senator  King.  You  couldn't  buy  your  own  fixtures  if  you  desired? 

Mr.  Smith.  That  is  right. 

Senator  King.  Could  you  advertise  successiully  and  obtain  any 
competition?  Suppose  you  wanted  to  put  in  plumbing  for  a  half 
dozen  houses,  could  you  advertise  and  gets  bids  for  it? 
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Mr.  Smith.  Oh,  yes;  we  could  advertise  and  get  bids  from  Dlumbing 
contractors,  from  master  plumbers. 

Senator  King.  Would  there  be  any  competition  there? 

Mr.  Smith.  Oh,  yes.  There  are  a  hundred  contractors,  as  I  say, 
that  would  be  glad  to  bid  on  our  work,  but  we  feel  that  we  have  a  man 
who  is  good ;  he  may  not  be  the  cheapest,  we  might  be  able  to  go  around 
and  get  these  fellows  competing  against  each  other.  I  don't  know 
whether  that  is  such  good  business.  We  believe  we  have  got  to  come 
to  a  point  where  we  can  sell  a  good  home  at  a  fair  profit  and  get  people 
in  there  that  will  have  something  when  they  get  in. 

Senator  King.  You  say  that  you  are  free  from  a  combination 
with  some  of  these  persons  with  whom  you  are  dealing,  from  whom 
you  obtain  your  supplies  and  fixtures. 

Mr.  Smith.     Are  we  free  from 

Senator  King  (interposing).  Joining  with  any  of  these  organi- 
zations. 

Mr.  Smith.     Oh,  we  are  not  joined  with  them. 

Senator  King.  Have  you  agreed  not  to  buy  your  plumbing 
fixtures  or  your  lumber  or  anything  else  through  any  organization; 
that  is,  have  you  agreed  that  you  will  buy  from  none  other  than  those 
that  belong  to  those  associations? 

Mr.  Smith.  Well,  of  course,  you  are  getting  lumber  into  the 
plumbing  again.  Lumber  we  can  buy  any  place  we  want  to  and  deal 
on  it,  get  our  prices,  because  that  is  not  fixed. 

Senator  King.     Is  that  true  of  brick? 

Mr.  Smith.  Brick  is  more  or  less  $11  a  thousand  for  common 
brick,  and  that  is  what  is  used  universally.  We  buy  100,000  brick 
a  month. 

Senator  King.     How  about  the  glazier,  the  glass? 

Mr.  Smith.  The  glazing  must  be  done  by  a  union  glazier  on  the 
job. 

Senator  King.     So  you  are  pretty  well  bound  up,  are  you  not? 

Mr.  Smith.  With  the  five  trades  that  we  must  hire  as  subcon- 
tractors, there  is  no  other  way  we  can  operate.  Our  only  way  of 
saving  money  and  selling  a  house  cheaper  than  we  think  our  competi- 
tion sells  is  the  fact  that  we  eliminate  the  sales  organization  and  the 
general  contractor. 

Senator  King.  Suppose  there  was  free  competition  among  the 
manufacturers  of  brick,  lumber,  plumbing,  on  everything  that  goes 
into  the  house,  absolutely  free  competition,  you  could  buy  your 
commodities  a  great  deal  cheaper,  couldn't  you? 

Mr.  Smith.     Oh,  yes. 

Mr.  O'Connell.  I  would  like  to  refer  just  for  a  moment  to  the 
question,  thinking  again  of  this  retail  organization,  which  is  composed 
of  the  retail  tradesmen  who  sell  plaster,  lime,  brick 

Mr.  Smith  (interposing).     Building  material  yards. 

Mr.  O'Connell.  That  is  an  organization  which  you  referred  to  as 
licensed  dealers  in  Cook  County. 

Mr.  Smith.  I  said  licensed — I  don't  know  whether  they  are  li- 
censed— they  have  their  organization. 

Mr.  O'Connell.     Could  I  belong  to  that  organization? 

Mr.  Smith.  If  you  were  a  building  material  yard  in  good  standing 
you  could. 

Mr.  O'Connell.  Suppose  I  wasn't.  Suppose  I  just  had  some 
money  and  wanted  to  go  into  the  business. 


CONCENTRATION  OF  ECONOMIC  POWER  5QI3 

Mr.  Smith.  Then  you  would  set  up  your  yard  and  go  in  the  busi- 
ness and  make  application  to  join  it. 

Mr.  O'Connell.     I  see,  I  would  apply  for  a  license. 

Mr.  Smith.     You  would  apply  for  a  membership. 

Mr.  O'Connell.  I  would  apply  to  this  association  of  retail 
tradesmen  and  if  they  saw  fit  I  could  go  into  that  business. 

Mr.  Smith.     That  is  right. 

Senator  King.     If  they  saw  fit  he  couldn't. 

Mr.  Smith.     I  can't  say  that. 

Mr.  O'Connell.  And  if  they  saw  fit  that  I  not  go  in  that  business 
and  I  had  a  retail  yard  selling  these  or  attempting  to  sell  these  various 
commodities,  would  I  have  a  market,  would  I  be  able  to  sell  the 
materials,  do  you  suppose? 

Mr.  Smith.  You  would  have  a  good  market  with  us.  We  would 
start  doing  business  with  you  right  away. 

Mr.  O'Connell.     What  would  happen?     You  woald  buy  from  me. 

Mr.  Smith.     I  would. 

Mr.  O'Connell.  Although  I  was  not  a  member  of  the  association. 
What  would  the  association  do,  do  you  suppose? 

Mr.  Smith.     I  don't  know. 

Senator  King.  Wouldn't  your  union  employees  strike? 

Mr.  Smith.  They  might. 

Senator  King.  If  you  bought  materials  from  an  organization  such 
as  might  be  set  up  by  our  friend  here? 

Mr.  Smith.  I  am  afraid  you  would  run  into  trouble. 

Mr.  O'Connell.  What  about  at  the  other  end?  Would  I  be  able 
to  buy  the  commodities  that  I  would  want  to  be  able  to  sell  from  the 
manufacturers? 

Mr.  Smith.  Of  course  I  couldn't  answer  that.  I  know  what  I 
think,  but  I  have  nothing  to  substantiate  what  I  think.  I  don't 
know  wliether  you  could  no  not. 

Mr.  O'Connell.  One  more  question.  Taking  such  a  thing  as 
millwork  that  goes  into  a  house,  how  would  you  buy  the  windows? 

Mr.  Smith.  We  buy  that  from  a  lumber  company. 

Mr.  O'Connell.  Would  you-buy  the  glass  in  the  windows? 

Mr.  Smith.  No.  We  are  not  allowed  to.  The  glass  must  be  put 
in  the  windows  on  the  job.  It  must  be  glazed  on  the  job  by  union 
glaziers. 

Mr.  O'Connell.  Whose  rule  is  that? 

Mr.  Smith.  The  union's. 

Mr.  O'Connell.  So  you  buy  the  window  frames,  the  sash,  without 
the  glass;  and  they  are  placed  in  the  windows  and  then  the  glazier 
or  the  member  of  whatever  union  it  is 

Mr.  Smith.  Glaziers'  union. 

Mr.  O'Connell  (continuing).  Puts  the  glass  in? 

Mr.  Smith.  In  the  window  on  the  job;  it  must  be  at  that  particular 
building. 

Dr.  Lubin.  Is  that  employee  who  put  that  glass  in  one  of  your  own 
employees? 

Mr.  Smith.  Oh,  no;  he  is  a  union  man  and  he  is  sent  out  by  the 
master  glazier. 

Dr.  Lubin.  Who  sells  the  glass. 

Mr.  Smith.  Who  sells  the  glass,  and  who  calls  the  man  from  the 
union;  he  is  called  out.  .  They  have  a  certain  number  of  days  each 
month  they  work.     I  think  it  is  something  like  8  or  10.     There  is 
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quite  an  excess  of  union  men  in  Chicago  now,  and  they  have  their 
turns  and  they  work  one  place  today  and  may  work  for  another  con- 
tractor tomorrow.  At  any  rate,  8  or  10  days  in  the  month.  That  is 
all  done  on  the  job. 

Mr.  O'Connell.  I  have  no  further  questions. 

Acting  Chairman  Reece.  Are  there  any  further  questions? 

Mr.  O'Connell.  Thank  you  very  much,  Mr.  Smith  and  Mr.  Daw- 
son. 

(The  witnesses  Smith  and  Dawson  were  excused.) 

Acting  Chairman  Reece.  The  committee  will  stand  in  recess  until 
2:30  o'clock. 

(Whereupon  at  12:40  p.  m.  a  recess  was  taken  until  2:30  p.  m.) 

AFTERNOON    SESSION 

The  committee  resumed  at  2:40  p.  m.  on  the  expiration  of  the 
recess. 

Acting  Chairman  Reece.  The  committee  will  come  to  order,  please. 
Mr.  O'Connell,  you  may  proceed. 

Mr.  O'Connell.  We  have  only  one  witness  to  call  this  afternoon, 
who  will  continue  and  give  the  committee  some  cost  figures  and  data 
to  enable  the  committee  to  better  understand  the  problem.  His 
material  will  relate  to  large-scale  rental  housing  projects  as  distin- 
guished from  the  single  family  type  of  dwelling  that  we  considered 
this  morning,  and  with  that  in  preface  I  would  like  to  call  Mr.  Schnit- 
man  to  the  stand. 

Senator  King.  Is  it  the  purpose  of  those  who  are  conducting  this 
hearing  to  enter  the  field  that  was  briefly  touched  upon  this  morning 
by  one  of  the  witnesses,  namely  the  agreement  between  labor  and 
some  of  the  retailers,  the  effect  of  which  is  to  make  costs  higher  and 
which  agreement,  oral  or  written  or  a  mere  understanding,  would 
seem  to  constitute  a  violation  of  the  Sherman  antitrust  law? 

Mr.  O'Connell.  I  think  it  is  only  fair  to  say  that  from  time  to 
time  as  the  hearing  progresses  that  particular  type  of  structure  which 
was  referred  to  this  morning  will  recur.  Various  witnesses  will  refer 
to  it  and  at  a  later  point  in  the  hearing  we  expect  that  the  Depart- 
ment of  Justice  will  give  us  some  material  in  connection  with  it  which 
will  be  of  a  general  character  largely  because,  as  you  may  be  aware, 
the  Department  of  Justice  has  already  announced  that  a  wide  inves- 
tigation is  being  made  of  the  type  of  practices  being  referred  to,  and 
that  necessarily  limits  the  extent  to  which  we  may  go  in  detail  with 
regard  to  particular  areas  or  particular  practices  that  are  probably 
in  violation  of  the  Sherman  Act,  which  is  very  definitely  a  part  of 
the  picture  which  we  are  hoping  to  paint. 

I  am  only  indicating  that  for  the  reasons  I  have  indicated.  We 
may  not  be  able  to  paint  it  with  the  degree  of  particularity  that  we 
might  like. 

Senator  King.  I  hope  that  that  matter  will  be  covered  before  this 
investigation  closes,  because  from  the  testimony  given  this  morning 
and  from  information  which  has  been  brought  to  my  attention,  there 
seem  to  be — I  will  not  say  conspiracies,  but  organizations  which  are 
promoted  for  monopolistic  practices  in  the  building-trade  activities. 

Mr.  O'Connell.  As  I  have  said  before,  I  think  that  will  be  touched 
on  from  time  to  time  and  as  we  go  on  a  little  later  I  think  it  will  be 
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more  adequately  explained  why  we  are  unable  to  cover  the  whole  field 
with  the  degree  of  particularity  you  might  like. 

>  Acting  Chairman  Reece.  Do  you  solemnly  swear  the  testimony  you 
are  about  to  give  in  this  proceeding  shall  be  the  truth,  the  whole  truth, 
and  nothing  but  the  truth,  so  help  you  God? 
Mr.  Schnitman.  I  do. 

TESTIMONY  OF  L.  SETH  SCHNITMAN,  CONSULTING  ECONOMIST, 

NEW   YORK 

RELATION    BETWEEN    CAPITAL    COSTS    AND    ANNUAL    COSTS 

Mr.  O'Connell.  Will  you  state  your  full  name  and  address  for  the 
record? 

Mr.  Schnitman.  L.  Seth  Schnitman,  521  Fifth  Avenue,  New  York 
City. 

Mr.  O'Connell.  And  is  it  correct  to  say  that  you  are  former  chief 
of  the  survey  of  current  business  and  former  chief  statistician  of  F.  W. 
Dodge  Corporation,  and  are  at  present  a  consulting  economist  in 
private  practice? 

Mr.  Schnitman.  Yes,  sir;  that  is  true. 

Mr.  O'Connell.  You  were,  or  are,  a  member  of  the  subcommittee 
on  research  of  Mayor  LaGuardia's  committee  on  real-property  im- 
provement? 

Mr.  Schnitman.  I  am. 

Mr.  O'Connell.  I  think  that  sufficiently  qualifies  Mr.  Schnitman 
to  discuss  the  things  we  are  going  to  discuss  with  him  this  afternoon. 

As  an  economist  who  has  made  some  studies  of  the  construction 
industry,  could  you  consider  that  to  approach  the  problem  from  the 
point  of  view  of  costs,  is  a  proper,  or  you  might  say  the  best,  way,  o*f 
approaching  the  problem  or  removing  obstacles  to  recovery  in  the 
building  industry? 

Mr.  Schnitman.  Well,  I  don't  know  that  I  would  say  that  that  is 
the  best  way,. but  I  think  it  is  certainly  a  vital  point  that  must  be 
examined  thoroughly. 

Mr.  O'Connell.  That  is  the  point  that  we  were  going  to  discuss 
with  you  this  afternoon,  and  I  think  we  are  in  accord  that  it  is  an 
important  point. 

When  we  refer  to  costs,  I  think  it  would  be  well  for  you  to  clarify 
for  the  committee  the  various  types  of  costs  that  we  have.  It  is  a 
rather  broad  word. 

Mr.  Schnitman.  I  rather  agree  with  you,  because  there  has  been 
so  much  confusion  as  to  just  what  are  the  costs  in  the  construction 
field.  Taken  by  and  large,  I  would  say  that  there  are  three  distinct 
types  of  costs  that  one  might  talk  about.  There  are,  for  example, 
construction  costs.  I  might  define  that  by  saying  that  it  embraces, 
usually,  items  of  labor,  matt  ials,  and  contractors'  overhead;  fre- 
quently it  is  referred  to  as  the  contract  cost. 

Now  there  is  another  item  of  costs  that  is  frequently  used  and  talked 
about,  and  that  is  building  costs,  otherwise  called  development  costs, 
which  embraces  in  addition  to  construction  costs  as  already  defined 
the  item  of  land  and  miscellaneous  fees,  of  the  contractors'  fees  and 
architects'  fees  and  organizing  fees  and  things  01  that  sort. 

Then  *bere  is  a  ~_  ]  element  of  costs  which  might  be  called  housing 
costs,  housing  in  the  bx^adest  sense;  that  is  shelter  cost,  not  neces- 
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sarily  confined  to  housing,  although  the  bulk  of  my  testimony  will  be 
only  on  the  "housing  cost  among  residential  units,  and  that,  of  course, 
is  what  the  occupant  pays,  whether  it  is  in  the  way  of  rent,  or  rental 
equivalent  in  the  case  of  a  purchased  house. 

We  have  heard  something  this  morning  about  costs,  rental  costs,  as 
applied  to  the  small  house.  I  don't  think  it  will  be  necessary  at  all 
to  repeat  any  of  that.  I  would  rather,  and  am  prepared  really  only 
to  talk  about  the  large-scale  housing  projects. 

Mr.  O'Connell.  Before  we  go  into  detail  on  that,  just  to  be  sure  I 
understand  you,  development  cost  would  be  what  we  generally  think 
of  as  the  capital  cost,  the  over-all  cost,  ready  for  operation? 

Mr.  Schnitman.  Including  landscaping  and  everything  else. 

Mr.  O'Connell.  And  housing  cost  is  your  way  of  denominating 
what  is  sometimes  referred  to  as  the  annual  cost,  or  the  consumer's 
cost;  what  it  really  costs. 

Mr.  Schnitman.  It.  might  be  called  the  cost  of  upkeep. 

Mr.  O'Connell.  We  referred  to  it  this  morning  as  annual  cost. 
1  Mr.  Schnitman.  I  think  that  is  proper. 

Mr.  O'Connell.  I  don't  want  to  go  into  the  question  of  semantics, 
but  housing  costs  didn't  seem  to  me  to  be  as  descriptive  of  what  you 
were  talking  about  as  if  you  would  use  annual  costs.  You  mean 
continuing  costs  per  month  or  per  year? 

Mr.  Schnitman.  Yes. 

Mr.  O'C  dnnell.  Either  to  rent  or  own  the  accommodation. 

Mr.  Sci  nitman.  That  is  right. 

Mr.  O'Connell.  We  were  going  to  confine  purselves,  as  I  under- 
stand it,  to  large  scale  rental  housing  projects  because  we  discussed 
the  single-family  home  this  morning,  and  I  understand  this  presented 
a  somewhat  different  picture.  You  have,  I  take  it,  some  detailed 
information  about  particular  large-scale  renting  projects  that  have 
been  constructed. 

Mr.  Schnitman.  I  have  examined  six  large-scale  rental  housing 
projects  constructed  in  recent  years.  . 

Mr.  O'Connell.  Would  you  tell  us  just  generally  what  those 
projects  are  by  name  so  we  may  understand  that? 

Mr.  Schnitman.  There  is  the  Knickerbocker  Village  project  in 
New  York  City,  which  was  financed  by  the  R.  F.  C.  • 

Mr.  O'Connell.  That  is  a  limited  dividend  housing  corporation, 
under  the  New  York  State  Housing  Law? 

Mr.  Schnitman.  That  is  right.  And  there  is  the  Hillside  housing 
project,  which  is  a  project  financed  by  the  P.  W.  A.,  also  a  limited 
dividend  project. 

Mr.  O'Connell.  You  mean  financed  by  loan. 

Mr.  Schnitman.  By  loan.     There  is  equity  money  in  both. 

Mr.  O'Connell.  But  no  grant. 

Mr.  Schnitman.  That  is  right. 

Mr.  O'Connell.  A  Federal  loan  in  both  cases. 

Mr.  Schnitman.  That  is  right.  And  then  there  is  the  Carl 
Mackley  Homes  in  Philadelphia.  That  has  also  been  financed  by 
loan  from  the  Federal  Government. 

Mr.  O'Connell.  Is  that  a  limited  dividend  corporation? 

Mr.  Schnitman.  Yes. 

Mr.  O'Connell.  t)o  you  happen  to  know  whether  it  is  limited 
dividend  under  Pennsylvania  State  law  or  by  virtue  of  contract  with 
the  Federal  agency?    I  am  not  familiar  with  it  myself. 
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Mr.  Schnitman.  I  am  really  not  prepared  to  say. 

Mr.  O'Connell.  But  at  any  rate  it  is  being  operated  at  the 
moment  as  a  limited  dividend  corporation? 

Mr.  Schnitman.  Yes. 

Mr.  O'Connell.  And  the  other  three? 

Mr.  Schnitman.  There  is  Brentwood  Village  and  the  Falkland 
Properties  in  the  District  of  Columbia.  Those  are  F.  H.  A.  projects; 
that  is,  there  is  no  Federal  money  in  there  at  all  by  way  of  loans. 
The  Federal  Government  under  the  large-scale  rental  provisions  of 
the  National  Housing  Act  has  guaranteed  the  mortgage;  and  there 
is  still  one  other  project  of  the  same  type  in  York,  Pa.,  and  that  is 
known  as  the  Elm  Terrace  Apartments,  likewise  financed  under  the 
F.  H.  A.  guarantee  plan. 

Mr.  O'Connell.  Are  those  latter  three  limited  dividend  by  con- 
tract? 

Mr.  Schnitman.  No;  they  are  not. 

Mr.  O'Connell.  They  are  not?  I  was  under  the  impression  that 
the  large  scale  F.  H.  A.  financed  projects  were  in  some  cases  at  least 
limited  dividend  so  long  as  the  F.  H.  A.  had  insured  the  mortgage. 
It  isn't  important  in  any  event. 

Mr.  Schnitman.  I  withdraw  that;  I  would  like  to  amend  that  for 
the  record,  if  I  may. 

Mr.  O'Connell.  You  mean  at  a  later  time? 

Mr.  Schnitman.  Yes;  at  a  later  time.  It  isn't  important  in  the 
study. 

Mr.  O'Connell.  That  is  true.  I  just  wanted  to  be  sure  that  the 
committee  understood  that  we  were  discussing  now,  the  three  that 
were  all  privately  constructed  projects — the  first  three  referred  to  are 
constructed  by  private  limited  dividend  corporations,  a  portion  of  the 
financing  of  the  capital  cost  having  been  advanced  by  either  K.  F.  C. 
or  P.  W.  A.  in  the  first  three  cases;  and  in  the  latter  three  cases  all 
the  money,  either  equity  or  mortgage,  having  been  advanced  by 
private  sources,  in  the  latter  three  cases  the  mortgage  money  having 
been  insured  by  F.  H.  A.  I  don't  think  it  is  important  here,  but 
those  are  the  six  projects  that  Mr.  Schnitman  is  going  to  refer  to. 

With  that  introduction,  were  you  going  to  discuss  the  various 
items  that  go  to  make  up  the  monthly  rental  dollar  in  some  of  these 
projects,  or  would  you  prefer  to  go  immediately  to  one  of  the  projects 
and  discuss  it  in  detail? 

Mr.  Schnitman.  I  think  it  probably  would  be  better  to  take  one 
single  element  of  cost  as  already  defined  and  carry  it  through  for  each 
of  the  six  projects,  let's  say  construction  costs  for  all  of  the  six 
projects,  and  the  rental  costs  for  all  of  the  six  projects. 

Mr.  O'Connell.  All  right,  let's  do  that  briefly  oh  the  construction 
costs   first. 

Mr.  Schnitman.  I  don't  think  it  is  wise  or  necessary  for  me  to 
stand  up  here  at  this  chart.1  I  think  you  can  all  see  it.  I  can  refer 
to  the  chart  as  I  have  it  here  and  I.  think  it  would  be  a  little 
more  convenient. 

Mr.  O'Connell.  Please  identify  the  chart  you  are  going  to  refer 
to  first.  Having  identified  all  of  them  we  will  offer  them'all  for  the 
record  after  you  have  finished  with  all  the  charts. 

Mr.  Schnitman.  The  top  chart  is  headed  "Building  Costs  per 
Room."     You  will»notice  there  that  there  is  a  bar  for  each  building. 

1  Subsequently  entered  as  "Exhibit  No.  855,"  infra,  p.  5024. 
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The  entire  cost  reduced  to  a  per-rooml  basis  represents  100  percent. 
On  Knickerbocker  Village,  you  will  find* that  34.3  percent  of  the  total 
per-room  cost  represented  the  item  of  land,  or  $621  per  room  out  of  a 
total  over-all  building  cost  per  room  of  $1,812.     I  will  have  a  little 
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more  to  say  about  that  as  I  proceed.  That  is  the  first  bar  to  the  left. 
If  you  look  at  the  same  item  of  land,  which  is  the  bottom  section 
of  that  second  bar  at  the  top  of  the  page,  you  will  see  in  reference  to 
Hillside  Housing,  that  only  8.3  percent  represented  the  cost  of  land 
on  a  per-room  basis,  or  only  $90  as  against  $621  in  the  Knickerbocker 
Village  project.     This  is  probably  as  good  a  place  as  any  to  indicate 
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the  reasons,  or  some  of  the  reasons  at  least,  for  the  difference,  the  very 
large  difference,  in  the  land  cost  between  these  two  projects,  both  in 
New  York  City. 

The  first  project,  namely  the  Knickerbocker  Village  project, 
represented  a  building  operation  that  was  essentially  a  slum-clearance 
project.  All  of  the  facilities  were  in — when  I  speak  of  facilities  I 
mean  sewers  and  water  facilities  and.  all  of  that  sort  of  thing.  There- 
fore, it  was  not  on  raw  land.  The  converse  was  true  with  reference 
to  Hillside  Housing;  it  was  virgin  land  and  required  considerable  in 
the  {way  of  developments  such  as  sewerage,  water  systems,  and  so 
forth.  That,  in  a  large  degree,  of  course,  accounts  for  the  difference 
in  land  costs,  but  it  isn't  the  entire  story.  Being  virgin  land  in  the 
outlying  sections  of  New  York,  the  land  value  was  essentially  lower, 
quite  apart  from  the  fact  that  there  were  no  improvements  on  the  land. 

Now,  if  you  go  over  to  the  Carl  Mackley  Homes,  which  is  the  third 
bar  from  the  left  in  the  upper  section  of  the  chart,  you  will  find  that 
the  land  cost  there  on  a  percentage  basis  per  room  runs  7.8  percent 
•or  only  $79  out  of  a  total  over-all  room  cost  of  $1,007. 

Mr.  Chawner.  May  I  interrupt  just  a  moment?  Does  this  land 
you  include  mean  the  raw  land  or  improvement  cost  included  as  well? 

Mr.  Schnitman.  Well,  there  is  some  overlap  and  it  is  not  too  easy 
to  eliminate  that  overlap,  but  the  principal  thing  to  be  noted,  as 
I  have  already  indicated,  is  between  Knickerbocker  Village  and 
Hillside  Housing,  one  being  on  raw  land  and  the  Knickerbocker 
being  on  improved  land,  in  the  sense  that  the  facilities  were  in,  such 
as  water  and  sewerage  and  gas  and  electric  lines,  and  things  of  that  sort. 

Mr.  O'Connell.  In  major  part,  to  the  extent  that  the  supplying 
of  those  facilities  are  included  in  this  over-all  cost  at  Hillside,  would  it 
be  fair  to  say  that  that  cost  is  included  in  material  or  labor?  -^This 
is  purely  the  cost  of  land? 

**?Mr.  Schnitman.  Perfectly  fair  assumption.  Now  in  the  case  of 
Brentwood  Village  and  the  Falkland  Properties  both  in  the  District 
of  Columbia,  you  find  there  that,  the  percentage  for  land  cost  on  a 
per-room  basis  was  somewhat  higher  than  was  true  in  the  case  of 
Hillside  Housing,  and  Carl  Mackley  Homes,  and  looking  over  to  the 
last  bar  you  will  find  that  the  Elm  Terrace  Apartments  of  York,  Pa., 
had  a  land  cost  precisely  the  same  on-a  percentage  basis  with  a  land 
cost  at  Hillside  Housing  in  New  York  City,  a  striking  difference, 
of  course,  as  between  the  size  of  the  communities. 

Senator  King.  How  do  you  account  for  that?  What  would  seem 
to  be  the  cause  for  the  extreme  cost  for  the  York,  Pa.,  land  measured 
by  the  cost  of  the  New  York? 

Mr.  Schnitman.  Well,  I  think  it  can  be  largely  accounted,  again, 
for  by  this  question  of  overlap.  One  has  to  make  these  comparisons 
or  accept  these  comparisons  with  a  considerable  grain  of  salt.  That  is, 
their  overlap  would  come  in  case  of  the  construction  costs  or  in  the 
case  of  materials. 

Mr.  O'Connell.  I  am  not  sure  that  I  understand  that.  In  both 
cases  isn't  this  intended  to  be  the  actual  cost  of  the  acquisition  of  the 
land  in  whatever  State  it  happened  to  be? 

Mr.  Schnitman.  Yes,  that  is  true;  but  it  might  cost  more  money  to 
improve,  put  in  the  facilities  such  as  water  mains  and  so  on  in  a  given 
section.  Kemember,  this  is  on  an  over-all  basis,  on  a  percentage 
basis,  and  it  is  only  on  the  percentage  basis  that  it  works  out  that 
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way.  Of  course  in  actual  cost,  the  cost  per  room  was  $84  inthe  case 
of  the  York  property  as  against  only  $90  per  room  in  the  case  of  the 
Hillside  property. 

Mr.  Chawner.  Would  it  be  fair  to  say,  then,  Mr.  Schnitman, 
that  when  the  land  was  bought  for  the  Knickerbocker  Village  project 
more  was  bought  with  the  land  than  in  the  case  of  the  Hillside  project? 

Mr.    Schnitman.  Exactly 

Mr.  Chawner.  In  one  case  you  bought  all  these  facilities  that  were 
not  available  in  the  Hillside  project? 

Mr.  Schnitman.  Of  course,  it  is  also  fair  to  say,  I  think,  that  at  the 
time  the  land  was  acquired  for  the  Knickerbocker  property  it  was  a 
going  opinion  in  New  York  that  every  site  was  a  potential  site  for  a 
skyscraper.  I  think  it  is  important  to  bear  that  in  mind  with  refer- 
ence to  the  Knickerbocker  land  cost. 

Mr.  O'Connell.  You  mean  to  that  extent  it  was  of  larger  value, 
quite  apart  from  the  facilities  of  which  we  are  speaking? 

Mr.  Schnitman.  That  is  right. 

Mr.  O'Connell.  Per-foot  price  of  land  in  downtown  Manhattan. 

Mr.  Schnitman.  The  average  cost  of  the  land  there  ran  about 
$15  per  square  foot,  the  acquisition  cost. 

Senator  King.  You  are  speaking  of  New  York? 

Mr.  Schnitman.  Of  the  Knickerbocker  Village  project. 

Mr.  O'Connell.  Downtown,  is  it  not? 

Mr.  Schnitman.  Yes. 

Mr.  O'Connell.  The  Hillside  is  up  in  the  Bronx? 

Mr.  Schnitman.  Yes. 

Senator  King.  Did  they  erect  many  houses  or  apartment  houses 
upon  the  Knickbocker  site  or  did  they  erect  buildings  for  rental  pur- 
poses, I  mean  business  property? 

Mr.  Schnitman.  No,  it  is  a  housing  project;  this  is  a  housing  project, 
very  large  project,  running  from  1  to  13  stories  in  height,  with  elevators 
and  terraced  penthouses. 

Mr.  O'Connell.  That  appears  to  be  the  largest  of  all  the  projects 
we  are  considering,  in  terms  of  rooms,  is  it  not,  5,000  rooms? 

Mr.  Schnitman.  Even  as  to  rooms  I  think  we  ought  to  bear  in 
in  mind  that  those  are  what  are  known  in  the  industry  as  "construction 
rooms"  as  differentiated  from  "residential  rooms."  Construction 
rooms  meaning  the  rooms  excluding  the  bathroom  and  the  dinettes, 
which  are  counted  in  residential  rooms  as  half -rooms,  so  that .  the 
total  number  of  residential  rooms,  so-called,  is  even  greater  than  that 
shown  on  the  chart. 

I  notice  I  hadn't  put  that  number  of  rooms  on  the  chart.  There  is 
a  table  I  believe  that  carries  that.  Now  if  we  move  upward  from  the 
bottom,  where  we  have  discussed  land,  we  come  to  the  next  item, 
which  is  fees.  Now  with  reference  to  the  Knickbocker  Village  we 
find  that  the  item  of  fees  which  includes  such  things  as  architects' 
fees  and  organization  expenses,  and  so  on,  represented  4.1  percent 
of  the  total  per-room  cost,  or  in  terms  of  actual  dollars,  $75  out  of  a 
total  per-room  cost  on  that  project  of  $1,812.  Correspondingly, 
with  reference  to  Hillside  Housing,  which  is  the  next  bar  from  the  left, 
the  item  of  fees  represented  5.5  percent,  and  a  total  cost  of  $59  out 
of  a  grand  total  per-room  building  cost  of  $1,096. 

Moving  again  to  the  right,  Carl  Mackley  Homes,  fees  represented 
7  percent,  total  actual  cost  of  $70  per  room  out  of  a  building  cost 
total  of  $1,008. 
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Senator  King.  How  do  you  account  for  such  wide  variances  there? 

Mr.  Schnitman.  Well,  that  is  in  a  measure  due  to,  again,  the 
question  of  what  I  call  overlap.  In  some  instances  the  permits  might 
have  to  be  paid  for  by  the  contractor,  subcontractor,  aDd  in  other 
instances  not  so,  so  that  the  total  cost  of  the  fees  might  be  included  in 
another  item.  It  might  be  carried  in,  for  example,  the  top  section 
of  -the  chart  as  overhead  or  elsewhere,  because  it  is  impossible  to 
make  that  differentiation,  but,  taking  it  by  and  large,  the  overlap 
is  not  so  great  as  to  negative  the  comparison  between  these  projects. 

Mr.  O'Connell.  How  would  you  explain  the  wide  variation  that 
the  Senator  speaks  of,  if  you  can't  explain  it  in  terms  of/overhead? 

Mr.  Schnitman.  Well,  it  really  isn't  an  easy  matter  to  explain. 
I  wish  it  were  so  that  I  could,  in  an  accurate  fashion. 

Senator  King.  Wouldn't  it  connote  that  there  were  excessive 
charges  somewhere  along  the  line? 

Mr.  Schnitman.     There  might  be  that  type  of  connotation. 

Senator  King.     Speculative  activity,  somewhat? 

Mr.  Schnitman.  It  is  possible  to  read  that  kind  of  connotation 
into  it. 

Senator  King.     Extreme  labor  costs  in  some  places? 

Mr.  Schnitman.     The  item  of  labor  costs 

Senator  King  (interposing).  Architectural  fees,  or  something  of 
that  kind?    ; 

Mr.  Schnitman.     That  might  enter  into  it. 

Mr.  O'Connell.  I  understand  you  are  attempting  to  confine 
yourself  largely  to  the  figures  that  are  here.  Most  of  these  figures 
were  obtained  by  Mr.  Schnitman  through  either  F..  H.  A.,  the  State 
housing  board,  or  the  agencies  that  have  them,  and  he  is  probably 
not  in  position  to  explain  the  discrepancies  as  well  as  he  would  like. 

Mr.  Schnitman.  So,  if  we  move  over  further,  »we  find  again  that 
sort  of  comparison:  Brentwood  Village  is  817  percent  for  the  fees, 
Falkland  Properties  at  6.9  percent,  and  for  the  Elm  Terrace  Apart- 
ments 8.8  percent. 

Moving  up  again,  we  come  to  the  question  of  labor.  This  is  direct 
labor  on  the  site,  and  has  nothing  to  do  with  the  labor  in  the  production 
of  the  materials  that  are  assembled  on  the  site.  Looking  at  the 
Knickerbocker  Village,  then,  We  find  -that  labor  cost,  direct  labor  on 
site,  represented  21.3  percent,  or  a  total  of  $386  out  of  the  total 
over-all  room  cost.  In  the  case  of  the  Hillside  project  it  was  $355  for 
direct  labor,  or  32.5  percent.  In  the  case  of  the  Carl  Mackley  Homes 
it  was  $366,  or  36.3  percent  of  the  total  over-all  per  room  cost. 

Mr.  O'Connell.  I  take  it  the  percentage  attributable  to  labor 
on  the  Knickerbocker  Village  project  is  diluted  by  the  large  percentage 
attributable i  to  land,  so  it  doesn't  indicate  any  exceptional  labor 
savings. 

Mr.  Schnitman.  No;  although  there  is  one  thing  that  one  must 
remember,  that  even  as  between  labor  and  materials  there  is  some 
overlap.  There  might  be  present — take  mixed  concrete  delivered  on 
the  job,  where  in  another  instance  the  concrete  may  be  mixed  right 
on  the  job.  That  would  make  some  difference  as  between  the  category 
that  that  cost  would  fall  into,  whether  it  be  classed  as  a  labor  cost  or 
as  a  material  cost. 

Now,  if  we  move  up  again  we  find  the  item  of  materials. 

Mr.  O'Connell.  I  take  it  that  on  the  three  F.  H.  A.  projects 
labor  and  materials  is  not  broken  down.     It  is  not  available. 


5022        CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Schnitman.     That's  right;  it  is  not  available. 

I  think  I  might  say  for  the  record  that  I  believe  the  Bureau  of  Labor 
Statistics  has  -made  a  real  contribution  in  its  break-down  of  these 
cost  items  on  these  first  three  projects.  So  far  as  I  know  there  is  no 
other  agency  that  has  done  that  sort  of  thing. 

So  that  if  we  come  to  the  item  of  materials,  looking  at  the  Knicker- 
bocker Village  again,  the  material  cost  represented  27.8  percent  of  the 
total  over-all  room  cost,  and  Hillside  Housing  showed  43.2  percent, 
andlfor  the  Carl  Mackley  Homes  46.7  percent. 

The  item  of  overhead:  The  Knickerbocker  Village  project  was  12.5 
percent,  for  the  Hillside  Housing  10.5  percent,  and  for  the  Carl 
Mackley  Homes  2.2  percent. 

Representative  Williams.  What  is  included  in  your  term  "over- 
had"? 

Mr.  Schnitman.  Well,  that  is  the  contractor's  overhead  on  the 
job.  It  covers  everything,  or  includes  such  items  as  trucking,  machin- 
ery, and  things  of  that  sort. 

Mr.  O'Connell.  It  includes  contractor's  overhead  as  distinguished 
from  the  organization  overhead  of  the  corporation. 

Mr.  Schnitman.     That's  it  exactly. 

Mr.  O'Connell.  Well,  in  a  case  such  as  Knickerbocker  Village 
I  imagine'it  was  built  under  contract. 

Mr.  Schnitman.     All  of  these  places  were  under  contract. 

Mr.  O'Connell.  The  Hillside  Housing  project  was  built  under  a 
different  type  of  contract,  on  a  fee  basis,  so  clearly  the  overhead  of  the 
contractor  would  be  included  under  overhead. 

I  wonder  if  that  has  been  broken  down  so  that  the  contractor's  over- 
head is  not  included  in  labor  and  material  in  those  cases. 

Mr.  Schnitman.  There  is  some  little  overlap  there,  too,  but  I 
don't  think  it  is  consequential. 

Mr.  O'Connell.  There  is  a  very  wide  variation  between  the 
overhead  on  the  first  two  projects  and  that  attributable  to  the  Carl 
Mackley  Homes,  is  there  not? 

Mr.  Schnitman.     Yes. 

Mr.  O'Connell.  You  wouldn't  have  any  explanation  of  that  that 
you  happen  to  know? 

Mr.  Schnitman.  No;  because  I  can't  be  entirely  sure,  unfortun- 
ately, of  this  element  of  overlap  and  the  method  of  accounting,  as  to 
whether  the  comparative  'basis  is  a  strictly  fair  one. 

Mr.  O'Connell.  I  think,  unless  the  committee  has  some  questions, 
that  is  sufficient  on  the  over-all  capital  costs. 

Is  it  satisfactory  to  you,  Mr.  Schnitman,  to  move  to  what  we  refer 
to  as  annual  costs,  which  I  think  are  very  significant? 

Mr.  Schnitman.  Look  at  the  bottom  of  that  page.  I  have  these 
costs,  the  annual  costs,  or  housing  costs  per  room  per  month,  broken 
down  likewise  for  these  same  six  projects. 

Mr.  O'Connell.  Are  these  costs  per  room  per  month  on  the  same 
basis;  that  is,  on  a  basis  of  construction  rooms? 

Mr.  Schnitman.  Yes,  this  is  on  construction  rooms,  on  an  identical 
basis  with  what  appears  on  the  top. 

Mr.  O'Connell.  So  we  really  couldn't  compute  the  cost  per  room 
on  a  rental  basis,  these  figures,  at  $12.85  per  room  in  Knickerbocker 
Village? 
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Mr.  Schnitman.  Those  are  on  a  construction  room  basis,  not  a 
residential  room  ;basis. 

If  we  look  at  the  bottom  of  that  page  we  find  the  item  of  interest. 
I  think  it  might  be  well  here  to  indicate  immediately  that  the  housing 
costs  can  be  broken  down  into  interest,  depreciation,  operating  costs, 
vacancy  allowances,  and  the  item  of  gain  or  loss. 

Mr.  O'Connell.  What  do  you  mean  by  gain  or  loss,  the  return  to 
the  equity? 
Mr.  Schnitman.  That  is  the  amount  available  for  the  equity. 
If  we  look  at  the  item  of  interest  we  find  that  it  ranges  on  a  per-room 
per-month  basis  in  the  Knickerbocker  Village  from  37.9  percent  of  the 
total  annual  cost  or  monthly  cost  per  room,  to  21.8  percent  in  the  case 
of  the  Elm  Terrace  Apartments  in  York,  Pa. 

There  again  the  reason  for  the  apparently  high  rate,  the  apparently 
high  proportion  of  the  interest  charges  in  the  total  over-all  annual  or 
monthly  costs  per  room  is  tied,  obviously,  to  the  question  of  the 
original  building  costs,  because  the  project  had  to  be  financed,  and 
the  interest  charge,  of  course,  is  figured  on  the  amount  of  money  that 
was  loaned  to  the  project. 

Now,  if  we  move  up 

Mr.  O'Connell  (interposing).  Before  you  do  that,  do  you  happen 
to  have  any  information  as  to  whether  there  was  any  wide  variation 
in  the  interes:  rates  as  between  these  projects? 
Mr.  Schnitman.  There  is  none. 
Mr.  O'Connell.  There  is  no  variation? 

Mr.  Schnitman.  The  rates  run  from  4  to  4.5  percent,  but  on  these 
two  projects,  Knickerbocker  Village  and  Hillside,  it  is  4  percent. 
Mr.  O'Connell.  And  the  F.  H.  A.  project  is  4.5  percent? 
Mr.  Schnitman.  I  believe  there  was  one  of  them  that  was  4.5 
percent. 

Mr.  Chawner.  Wouldn't  it  be  fair  to  say  also,  Mr.  Schnitman, 
that  the  portion  of  the  total  financing  met  ;by  borrowing  would  also 
affect  the  interest?  One  would  have  to  consider  interest  in  relation 
to  gain  and  loss. 

Mr.  Schnitman.  Yes,  yes;  that  is  entirely  right. 
Mr.  Chawner.  The  amount  of  funds  was  less  in  the  case  of  one 
project,  the  amount  of  funds  obtained  by  borrowing  was  less,  but 
you  would  expect  a  larger  item  in  the  form  of  your  equity,  or  gain  or 
loss,  as  you  have  indicated  here. 
Mr.  Schnitman.  That  is  right. 

Mr.  O'Connell.  You  don't  have  any  information  as  to  the  relative 
amount  of  borrowed  money? 

Mr.  Schnitman.  Oh,  yes;  I  have  that  all  h.re. 
The  mortgage  on  the  Knickerbocker  Village,  out  of  a  total  cost  of, 
roughly,  $9,500,000,  was  $8,000,000  or  a  little  better,  and  the  equity 
was  about  a  million  and-  a  half.  Incidentally,  that  represented  a 
higher  ratio  of  equity  than  is  true  in  any  of  these  other  projects.  In 
most  cases  the  equity  was  roughly  10  percent  on  the  other  projeds. 
Does  that  answer  your  question? 

Mr.  O'Connell.  Yes,  it  does.     I  am  a  little  bit  puzzled.     I  thought 

the  required  equity  on  F.  H.  A.  projects  would  probably  be  20  percent. 

Mr.  Schnitman.  You  are  entirely  right  about  that.     Perhaps  I  had 

better  give  you  these  figures.     In  the  case  of  the  Hillside  housing 
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project,  out  of  a  total  over-all  cost  of  $5,421,000,  the  mortgage  repre- 
sented $4,988,000,  the  equity  $433,000.     These  are  very  round  figures. 

In  the  case  of  the  Carl  Mackley  Homes  the  total  over-all  cost  was 
$1,093,000  and  the  mortgage  was  $1,030,000.  The  equity  money  was 
only  $63,000. 

On  the  F.  H.  A.  projects,  the  Brentwood  Village,  in  the  District  of 
Columbia,  the  total  over-all  cost  was  $2,100,000  and  the  equity  money 
was  $449,000.,  the  mortgage  money  $1,651,000. 

On  the  Falkland  Properties,  also  an  F.  H.  A.  project,  the  total  over- 
all cost  was  $1,081,000  and  the  mortgage  was  $840,000.  The  equity 
was  $241,000. 

In  the  case  of  the  York,  Pa.,  property,  the  total  over-all  cost  was 
$179,000  and  the  mortgage  money  was  $141,000,  and  the  equity  about 
"$38,000. 

Mr.  O'Connell.  Would  you  care  to  offer  that  chart  for  the  record? 
What  is  it  entitled? 

Mr.  Schnitman.  "Total  Building  and  Housing  Costs  of  Six  Rental 
Housing  Projects." 

Mr.  O'Connell.  I  will  offer  these  documents  for  the  record,  with 
the  charts. 

(The  chart  referred  to  was  marked  "Exhibit  No.  855"  and  appears 
on  p.  5018.  The  statistical  data  on  which  this  chart  and  "Exhibit 
No.  856"  are  based  are  included  in  the  appendix  on  p.  5482.) 

Mr.  O'Connell.  I  have  been  making  some  notes  as  you  went  along. 
I  think  this  is  fairly  correct,  that  on  the  Knickerbocker  project  the 
equity  was  approximately  25  percent — between  20  and  25  percent — 
on  the  Hillside  it  was  substantially  10  percent,  on  the  Carl  Mackley 
Homes  approximately  7  percent,  and  the  three  F.  H.  A.  projects,  20 
percent,  or  slightly  in  excess  of  20  percent. 

Mr.  Schnitman.  That  is  correct. 

Now,  we  move  up  to  the  item  of  depreciation.  You  will  find  that 
depreciation  in  the  case  of  the  Knickerbocker  Village  accounted  for 
19.4  percent  of  the  per-room  per-month  cost,  or  it  might  be  figured  on 
the  annual  cost.  That  runs  all  the  way  from  $2.49  in  the  case  of  that 
project,  the  Knickerbocker  project,  down  to  $1.47,  or  12.8  percent,  in 
the  Hillside  housing  project,  which  happens  to  be  the  lowest  on  the 
item  of  depreciation  of  these  six  projects  studied. 

Now,  operating  costs: 

Mr.  O'Connell.  I  take  it,  that  this  item  of  depreciation  includes, 
and  is  larger  in  each  case  than,  the  amortization. 

Mr.  Schnitman.  That  is  true. 

Mr.  O'Connell.  The  depreciation  being  an  assumed  rate  at  which 
the  property  will  deteriorate. 

Mr.  Schnitman.  And  providing  for  funds  for  replacement  of  the 
physical  property. 

Mr.  O'Connell.  And  the  amortization,  a  lesser  sum,  being  the  rate 
at  which  the  mortgage  is  being  liquidated. 

Mr.  Schnitman.  The  rate  at  which  the  mortgage  is  being  liqui- 
dated. 

Moving  up  again,  operating  costs — and  I  might  perhaps  define  op- 
erating costs  a  little  bit.  That  includes  fuel  costs,  janitors'  supplies, 
and  everything  necessary  to  keep  the  building  in  good  working  con- 
dition. For  Knickerbocker  Village  that  item  represented  35.3  per- 
cent of  the- per-room  per-month  charge,  whereas  for  the  Brentwood 
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Village  project  it  represented  only  21.1  percent  of  the  total  per-room 
per-month  or  annual  charge. 

Mr.  O'Connell.  There  shouldn't  be  much  of  what  we  were  refer- 
ring to  as  overlapping  in  that  particular  type  of  figure,  should  there? 
Mr.  Schnitman.  No;  there  is  not  a  whole  lot  of  overlap  there. 
One  of  the  big  differences,  of  course,  in  the  item  between  the  Knicker- 
bocker Village  and  Brentwood  Village  is  the  fact  that  the  Knicker- 
bocker Village  is  a  very  large  project.  It  is  a  9-  and  13-story  project 
with  elevators,  which,  of  course,  enters  itself  into  the  item  of  operating 
costs. 

Mr.  O'Connell.  But  if  you  are  considering  your  operating  costs 
on  a  basis  of  operating  cost  per  room  per  month,  could  I  imply  from 
that  that  the  larger  the  project  the  more  it  costs  per  unit  to  operate? 

Mr.  Schnitman.  That  wouldn't  be  a  fair  implication.  Of  course, 
it  is  a  different  type  of  project  from  the  type  of  project  that  Brent- 
wood Village  is,  because  you  have  a  number  of  building-service 
employees  there.  They  have  the  item  of  building-service  pay  pretty 
well  in  the  forefront,  it  has  been  for  the  last  2  or  3  years  in  New  York. 
That  is  an  important  item.  It  is  not  the  all-important  item  of 
operating  costs,  to  be  sure,  but  it  is  an  important  item  that  has  to  be 
considered.  It  makes  an  essential  difference  between  th#t  type  of 
project  and  the  Brentwood  Village  project  in  the  District  of  Columbia. 

Mr.  O'Connell.  I  notice  the  rest  of  the  chart,  which  indicates 
that  in  the  smallest  of  the  projects,  the  one  in  York,  the  operating 
costs  are  substantially  higher  than  they  are  even  in  the  Knickerbocker 
Village. 

Mr.  Schnitman.  That  is  true. 

Now,  if  we  move  up  again  and  find  the  item  of  taxes  on  a  per-month 
per-room  or  annual  basis,  we  find  that  taxes  account  for,  in  the  case 
of  the  Knickerbocker  Village,  6.8  percent.  That  runs,  oddly  enough 
in  the  case  of  the  Carl  Mackley  Homes,  to  as  high  as  20.1  percent. 
That  has  an  explanation  all  its  own.  In  that  item  for  the  Carl 
Mackley  Homes  there  are  penalties  for  unpaid  taxes,  back  taxes. 
As  you  will  notice,  that  building  is  running  in  the  red.  That  is  the 
reason  the  chart  is  drawn  in  the  manner  to  indicate  the  section  above 
100  percent.  The  item  is  a  loss  item  with  reference  to  the  Carl 
Mackley  Homes. 

Mr.  O'Connell.  Before  we  leave  the  taxes,  it  is  somewhat  surpris- 
ing to  me  to  find  the  taxes  on  Knickerbocker  Village  so  much  smaller 
than  on  the  Hillside  housing  project  and  other  properties  in  New 
York.  Is  there  a  tax-exempt  item  to  explain  that  difference,  or  do 
you  happen  to  know? 

Mr.  Schnitman.  I  believe  there  is  a  tax  exemption. 

Mr.  O'Connell.  I  am  not  entirely  familiar  with  the  New  York 
State  law. 

Mr.  Schnitman.  I  believe  there  is  a  tax  exemption,  yes. 

Mr.  O'Connell.  Of  course,  Hillside  housing  is  also  a  limited- 
dividend  corporation  operating  under  the  New  York  law. 

Mr.  Chawner.  Isn't  it  true,  Mr.  Schnitman,  that  there  was  a 
certain  period  provided  and  that  just  covered  a  period  up  to  about 
the  time  this  village  project  was  undertaken,  and  I  think  there  is 
some  distinction? 

Mr.  Schnitman.  There  is  a  limited  period  there.  If  the  committee 
would  like  to  have  it  in,  I  would  be  very  happy  to  explore  that. 
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Mr.  O'Connell.  I  didn't  understand  the  importance.  If  there 
were  a  simple  explanation  of  these  wide  variances  of  taxes. 

Mr.  Schnitman.  If  the  explanation  were  on  a  basis  of  tax  exemp- 
tion, there  is  some  limited  provision  for  tax  exemption,  that  I  know, 
am  very  certain.  Now  shall  we  move  on  to  the  item  of  vacancy? 
We  looked  at  the  Knickerbocker  Village  *>ud  vacancy  item  there  is 
inconsequential.  You  will  note  it  is  less  ithan  1  percent,  actually 
six-tenths  of.  one  percent,  whereas  in  the  case  of  the  Brentwood 
Village,  which  is  right  here  in  the  District,  the  vacancy  is  24.5  percent 
of  the  total  per  room  per  month  changed;1  Somebody  has  to  pay 
for  that;  the  renter  pays  for  it -an  each  instance. 

Mr.  Blaisdell.  Does  that  account,  Mr.  Schnitman,  in  part  for 
the  lower  operating  cost  in  connection  with  Brentwood  Village? 

Mr.  Schnitman.  I   think  it  probably   does   have   a — there  is   a 
traceable  relationship  there. 
.  Mr.  Williams.  How  long  has  that  project  been  completed? 

Mr.  Schnitman.  That  has  been  completed  roughly  two  years. 
Shall  we  move  on  to  the  next  item? 

Mr.  O'Connell.  Yes.  , 

Mr.  Schnitman.  The  last  item  on  the  bar  in  each  instance  is  the 
item  of  gain  or  loss.  Now  you  will  notice  in  the  case  of  the  Knicker- 
bocker Village,  which  has  an  average  room  rental  of  $12.85,  there  is  a 
gain  of  $2.42,  or  18.8  percent  of  the  rental  dollar,  whereas,  as  I  have 
already  indicated,  in  the  discussion  of  the  tax  item  as  to  Carl  Mackley 
Homes,  Philadelphia,  with  an  average  room  rental  of  $12.50,  +he  net 
loss  is  $2.72  per  room,  which  cost  the  renter  21.8  percent  of  his  rental 
dollar.     Are  there  any  questions  on  that? 

Mr.  Chawner.  Is  the  Carl  Mackley  Houses  privately  owned  or 
what  is  the  nature  of  the  ownership  there? 

Mr.  Schnitman.  That  is  a  P.  W.  A.  housing  project;  that  was  con- 
structed under  title  II  of  the  N.  I.  R.  A. 

Mr.  Chawner.  The  equity  interest,  is  it  a  private  concern?  It 
occurred  to  me  there  was  a  cooperative  project. 

Mr.  Schnitman.  There  is,  I  think,  a  limited-dividend  corporation 
of  some  kind,  private  corporation. 

Mr.  Williams.  Those  projects  that  were  constructed  by  the 
P.  W.  A.  were  always  turned  over  to  the  U.  S.  H.  A.,  weren't  they? 

Mr.  O'Connell.  Congressman,  I  think  I  can  explain  that.  This 
was  not  constructed  by  P.  W.  A.  This  was  constructed  by  a  private 
limited  dividend  corporation  and  was  financed  by  a  loan  by  P.  W.  A. 
and  is  comparable  in  that  way  to  the  Hillside  Housing  project. 

Mr.  Schnitman.  It  is  comparable  in  every  respect. 

Mr.  O'Connell.  It  is  privately  owned  and  operated  and  was 
financed  by  P.  W.  A.  loan. 

Acting  Chairman  Reece.  These  are  all  private  projects,  then? 

Mr.  O'Connell.  Every  one;  that  is  right. 

Acting*Chairman  Reece.  With  these  various  types  of  loans? 

Mr.  O'Connell.  That  is  righ*  They  are  limited  in  their  dividends 
in  the  first  three  cases  because  of  the  participation  of-  the  Federal 
Government  by  way  of  loans  from  P.  W.  A.  and  in  two  cases,  of 
course,  the  Hillside  and  Knickerbocker  Village,  are  operating  under  a 
State  law  which  provides  for  the  creation  of  limited  dividend  corpora- 

1  Under  date  of  June  30, 1939,  Miles  L.  Colean,  assistant  administrator  of  Federal  Housing  Administra- 
tion, offered  corrections  to  figure  of  vacancy  in  Brentwood  Village;  see  "Exhibit  No.  864",  appendix 


CONCENTRATION  OF  ECONOMIC  POWER         5027 

tions  which  operate  under  certain  provisions  of  the  State  housing 
board,  I  believe  it  is,  or  State  housing  authority  in  New  York,  and  in 
return  for  the  limited-dividend  privilege  which  the  State  housing 
authority  exacts,  I  understand,  there  are  certain  concessions  in  the 
way  of  tax  exemptions,  and  so  forth. 

I  think  that  is  a  correct  statement. 

•Mr.  Schnitman.  That  is  true. 

Mr.  O'Connell.  Are  there  any  other  questions  on  the  cost  figures 
which  we  have  been  discussing? 

Representative  Williams.  It  appears  from  this — am  I  correct — 
that  two  of  these  F.  H.  A.  projects  are  operating  at  a  profit,  one  of 
them  at  a  loss. 

Mr.  Schnitman.  That  is  right. 

Representative  Williams.  The  one  at  Brentwood  and  Falkland 
are  operating  at  a  profit. 

Mr.  Schnitman.  And  Elm  Terrace  in  York  is  operating  at  a  loss.1 

Representative  Williams.  Notwithstanding  the  fact  that  there  is  a 
24.5  percent  vacancy  in  Brentwood  Village.1 

Mr.  Schnitman.  Exactly,  and  of  course  that  fact  is  traceable  again 
to  the  item  we  discussed  here  a  minute  ago  as  to  operating  costs;  their 
operating  costs  are  very  low.  You  see,  their  operating  costs  represent 
only  $2.85  out  of  a  total  rental  of  $13.48  as  against  operating  costs  in 
the  Elm  Terrace  Apartments  of  $5.94. 

Mr.  O'Connell.  The  fact  that  they  are  operating  at  a  profit  is  also 
attributable  to  some  extent  to  the  fact  that  they  are  able  to  charge  a 
higher  rent. 

Mr.  Schnitman.  Yes ;  they  get  a  higher  rent. 

Mr.  O'Connell.  They  get  a  much  higher  rent  than  they  would 
have  to  get  to  show  a  profit  with  a  smaller  amount  of  vacancies. 

Mr.  Schnitman.  After  all,  the  element  of  profit  is  the  thing  that 
determines  this  thing. 

Mr.  O'Connell.  Are  there  further  questions  before  we  leave  this? 

Mr.  Schnitman.  We  may  turn  to  this  chart  I  have  headed  here 
"Financing." 

(The  chart  referred  to  was  marked  "Exhibit  No.  856"  and  appears 
on  p.  5028.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5482.) 

Mr.  Schnitman.  I  have  taken  the  same  six  projects,  and  classified 
them  as  between  mortgage  and  equity.  You  will  notice  that  the 
Knickerbocker  Village  project  has  an  equity  of  15  percent,  roughly, 
and  a  mortgage  of  84  percent  or  84.5.  The  Hillside  housing  project, 
90  percent  mortgage,  and  the  remainder  being  equity.  The  Carl 
Mackley  Homes;  equity  less  than  6  percent,  the  remainder  being 
mortgage.  Brentwood  Village  project,  21  percent  and  a  fraction  is 
equity  and  the  remainder  is  in  mortgage.  In  the  case  of  the  Falkland 
Properties,  a  little  better  than  22  percent  represents  the  equity,  and 
some  77.5  percent  or  a  little  better  the  mortgage,  and  in  the  case  of 
the  Elm  Terrace  Apartments  the  mortgage  represents  some  78  per- 
cent or  a  little  more  and  the  equity  a  little  better  than  21  percent. 

Mr.  O'Connell.  I  think  we  probably  covered  that  phase  fairly  well. 

Representative  Williams.  Who  is  financing  this  Carl  Mackley 
Homes? 


i  Under  date  of  June  30,  1939,  Miles  L.  Colean,  Assistant  Administrator  of  Federal  Housing  Adminis- 
tration offered  corrections  to  figures  of  vacancy  in  Brentwood  Village  and  operating  loss  of  Elm  Terrace, 
see  "Exhibit  No.  864,"  appendix,  p.  6486. 
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Mr.  O'Connell.  That  was  financed  by  P.  W.  A. 

Mr.  Schnitman.  That  was  originally  a  loan  from  the  P.  W.  A. 
under  Title  II  of  the  N.  I.  R.  A. 

Representative  Williams.  In  what  shape  was  it?  Who  has  that 
now,  or  do  you  know?     Has  it  been  negotiated  on  the  market? 

Mr.  Schnitman.  It  is  a  private  corporation. 

Representative  Williams.  I  mean  the  mortgage. 

Mr.  Schnitman.  The  mortgage? 

Representative  Williams.  Yes. 

Mr.  Schnitman.  I  think,  I  would  judge,  that  the  mortgage  may 
have  been  taken  over  by  the  Housing  Authority. 
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Mr.  O'Connell.  I  understand  that  the  mortgage  and  the  bonds 
which  the  mortgage  secured  were  held  originally  by  P.  W.  A.  When 
U.  S.  H.  A.  was  created,  the  mortgage  and  bonds  were  turned  over 
to  U.  S.  H.  A.  and  they  now  hold  the  security  evidencing  this  loan. 
The  project  is  still  being  operated  by  the  private  limited  dividend 
corporation  which  constructed  it  in  the  first  instance. 

Representative  Williams.  That  would  appear  to  be  a  rather  narrow 
equity  in  that  property. 

Mr.  O'Connell.  It  would  seem  so. 

Mr.  Schnitman.  I  would  certainly  think  so,  very  slim. 

Mr."  O'Connell.  As  I  understand  it,  you  have  described  to  us  |the 
three  different  types  of  costs  which  we  must  differentiate  between. 
In  fact,  I  think  for  simplification  we  probably  could  say  two,  because 
the  total  development  cost  is  the  original  total  capital  cost  of  the 
project  ready  for  occupancy  and  what  you  refer  to  as  housing  cost, 
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what  we  have  been  referring  to  an  annual  costs,  the  other  way  of 
measuring  the  cost  to  the  owner  or  renter,  in  your  case  the  renter  on 
the  project.  Which  way  would  it  seem  to  you  would  be  the  better 
way,  we  might  say,  of  approaching  the  problem  of  cost  in  terms  of  the 
marketability  of  the  product  that  we  are  assuming  is  to  be  sold,  total 
cost  or  annual  cost? 

Mr.  Schnitman.  I  think  the  basis  of  what  work  I  have  done  is  that 
you  have  got  to  approach  it  from  the  annual-cost  basis.  My  studies 
would  lead  me  to  believe  that  you.  can  reach  a  greater  market  by 
reducing  the  annual  costs  than  you  can  by  reducing  a  similar  amount 
percentagewise   the   development  costs. 

Mr.  O'Connell.  Of  course,  the  two  things  are  interrelated  in  that 
the  development  cost  has  an  effect  on  the  annual  cost. 

Mr.  Schnitman.  That  is  correct. 

Mr.  O'Connell.  Have  you  made  any  computations  as  to  the 
effect  on  annual  cost  of  reductions  of  various  elements  that  enter  into 
the  original  capital  cost? 

Mr.  Schnitman.  Yes;  I  have. 

Mr.  O'Connell.  You  have  a  chart,  I  understand,  on  that.1 

Mr.  Schnitman.  Yes.  On  the  project  for  which  very  complete 
figures  are  available,  that  is  the  Hillside  housing  project  in  New 
York,  in  order  to  find  out  just  what  could  be«done  to  reduce  costs  to 
the  renter,  we  have  taken  the  figures  of  the  Hillside  housing  project, 
which  as  I  said  are  very  complete,  and  applied  a  20  percent  reduction 
arbitrarily  chosen  to  each  of  the  items  going  into  costs. 

I  think  it  might  be  well,  before  I  describe  that,  to  say  at  this  time, 
because  it  might  provoke  questions  that  would  save  the  time  of  the 
committee,  that  a  cut  of  20  percent  in  labor  would  represent  a  decline, 
a  possible  decline,  without  m  anywise  affecting  profit,  of  3.9  percent 
on  the  monthly  rental;  a  cut  of  20  percent  in  labor  would  bring  in  a 
3.9  percent  reduction,  taking  it  on  the  actual  performance  figures  of 
the  Hillside  housing  project;  a  cut  of  20  percent  in  materials  would 
bring  an  additional  5.1  percent  reduction  in  the  "annual  cost  to  the 
renter;  and  a  cut  of  20  percent  in  the  items  of  interest  and  depreciation 
combined  would  bring  m  an  additional  reduction  possible  to  the  renter 
of  8.1  percent.  That  might  all  be  summarized  in  this  way,  that  a  cut 
of  20  percent  in  building  costs,  that  is  total  development  costs,  taking 
each  item  separately  as  I  have  just  done,  plus  a  similar  cut  in  all 
operating  costs,  could  bring  in  a  reduction  in  the  case  of  the  Hillside 
housing  project  in  annual  rentals  of  27.3  percent. 

Mr.  O'Connell.  Do  you  care  to  discuss  the  items  in  this  chart  in 
any  more  detail? 

Mr.  Schnitman.  Yes.  Looking  at  this  chart,  the  Hillside  housing 
project,  in  New  York,  a  chart  of  the  effect  of  a  20  percent  reduction 
of  building  cost  on  housing  cost  per  room 

Acting  Chairman  Reece  (interposing).  How  did  you  happen  to 
make  the  chart  on  a  basis  of  20  percent  reduction? 

Mr.  Schnitman.  There  seems  to  be  an  opinion  in  the  industry 
that  anything  short  of  a  20-percent  reduction  would  be  rather  incon- 
sequential to  the  renter.  As  a  matter  of  fact,  I  have  applied  smaller 
percentages;  and  I  am  convinced,  on  that  purely  arbitrary  basis,  of 
the  amount  of  saving  to  the  renter. 

Acting  Chairman  Reece.  Is  there  any  opinion  in  this  industry 
as  to  how  the  20-percent  reduction  might  be  effected? 
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Mr.  Schnitman.  Well,  there  is  a  whole  lot  of  talk,  of  course, 
that  the  thing  that  is  holding  back  the  market  for  housing  is  the 
original  cost,  the  development  cost.     I  can't  say  that  I  entirely 

Exhibit  No.  857 

HILLSIDE    HOUSING,  N.Y. 

EFFECT   OF  A   20   PERCENT   REDUCTION   OF   BUILDING   COST 
ON   HOUSING    COST   PER   ROOM 


COST   BREAKDOWN 
PER   ROOM 


TOTAL  COST 
-JI.09S.6I  — 


—  DEPRECIATION 


RENT   PER   ROOM        EFFECT  OF   20%         EFFECT  OF  20%        EFFECT  OF  20% 

PER   MONTH  REDUCTION   IN  REDUCTION   IN  REDUCTION   IN 

ORIGINAL   COST  OPERATING  COST         COMBINED  COST 


INCOME   PER   ROOM   PER   MONTH  -  $11 


share  that  point  of  view.  It  is  pretty  much  like  the  case  of  the 
automobile.     It  is  not  the  original  cost;  it  is  the  upkeep. 

(The  chart  referred  to  was  marked  "Exhibit  No.  857"  and  appears 
on  this  page.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5482.) 

Mr.  Schnitman.  If  we  look  at  this  chart  which  I  have  numbered 
"2,"   applying  a  20-percent  reduction  in  original  cost,   we  would 
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have  for  the  item  of  interest  $2.61  against  $3.34  on  the  actual  operating 
figures  of  Hillside  housing  project.  A  20-percent  reduction  in  opera- 
tion cost — perhaps  I  had  been  do  it  this  way:  I  will  enter  this  table 
in  the  record  to  accompany  the  chart.  A  reduction  of  20-percent 
in  land  costs  would  mean  a  saving  in  interest  charges  of  only  6  cents; 
a  reduction  of  20-percent  in  land  costs  would  mean  a  saying  of  4 
cents  in  the  item  of  taxes ;  or  a  total  saving,  by  a  reduction  of  20 
percent  in  land  costs,  to  the  renter  of  10  cents  per  room  per  month. 

A  reduction  of  20  percent  in  the  item  of  labor  costs  would  mean  a 
saving  in  interest  charges,  which  is  an  item  you  will  recall  included 
in  the  operating  cost,  in  the  cost  to  the  renter,  of  only  24  cents; 
14  cents  for  taxes,  10  cents  on  depreciation,  or  a  total  saving  of 
48  cents. 

A  similar  horizontal  reduction  of  20  percent  in  material  costs 
would  mean  a  saving  in  interest  charges  which  the  renter  has  to  pay 
of  31  cents  per  room  per  month,  a  saving  of  19  cents  on  the  item  of 
taxes  per  month  per  room,  and  14  cents  in  depreciation,  or  a  total  of 
64  cents. 

A  reduction  of  20  percent  in  the  item  of  overhead  and  profit  would 
mean  a  saving  to  the  renter  of  8  Cents  per  room  per  month  on  interest 
charges,  4  cents  per  room  per  month  on  taxes,  3  cents  per  room  per 
month  on  depreciation,  or  a  total  of  15  cents  per  room  per  month 

If  you  add  that  all  up,  it  gives  jou  a  total  saving,  by  way  of  a 
reduction  in  development  costs,  original  development  costs,  that 
would  be  traceable  to  a  corresponding  reduction  in  the  rental  dollar, 
of  $1.45  per  room  per  month. 

On  the  other  hand,  if  we  apply  a  20-percent  reduction  on  the 
items  of  interest,  taxes,  and  operating  costs,  we  find  a  total  saving 
in  the  case  of  interest  of  67  cents  per  room  per  month;  in  the  item 
of  taxes,  44  cents  per  room  per  month,  and  the  operating  cost,  89 
cents  per  room  per  month.  That  would  reduce  the  average  room 
rental  from  where  it  is  at  $11.13  per  room  per  month  to  a  possible 
$9.80,  without  in  any  wise  affecting  profit  or  equity. 

Mr.  O'Connell.  Mr.  Schnitman,  I  think  "Exhibit  No.  857," 
which  has  been  put  in  the  record,  is  sufficiently  clear  as  indicating 
the  effect  of  20-percent  reduction,  unless  some  of  the  committee  have 
some  further  questions  they  wish  to  ask  in  connection  with  it. 

Acting  Chairman  Reece.  Is  there  any  question? 

Mr.  O'Connell.  There  are  no  questions?  There  is  really  only 
one  further  question  I  would  like  to  ask,  Mr.  Schr^itman.  It  is 
rather  a  general  question  and  may  call  for  something  which  is  in 
the  nature  of  a  personal  opinion;  but  if  you  have  been  following  the 
recent  testimony,  one  item  was  to  the  effect  that  the  volume  of 
business  during  the  past  decade  has  been  on  substantially  half  or 
less  than  half  the  volume  of  construction  during  the  twenties.  In 
view  of  what  you  have  just  said  about  rental  housing  and  the  im- 
portance of  the  rent,  of  the  rental  dollar  and  the  annual  cost,  as 
against  original  cost,  what  do  you  consider  the  most  important 
deterrent  to  the  resumption  of  a  normal  volume  of  rental  building? 
Is  that  too  broad  a  question  for  you  to  answer? 

Mr.  Schnitman,  Well,  that  is  something  that  one  might  spend 
days  and  days  on  and  probably  get  nowhere  with  it.  I  would  say 
that,  first  off,  one  must  consider  in  the  discussion  of  the  fact  that  the 
building  industry,  more  especially  residential  building,  has  been  so 
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slow  to  emerge  or  even  to  approach  emergence  from  the  depression, 
or  even  to  approach  the  previous  peaks  of  the  twenties,  is  largely  a 
historical  fact.  There  never  has  been  a  time,-  historically,  where 
the  cycle  that  followed,  the  one  in  which  a  new  peak  was  made,  has 
attained  to  the  amplitude  of  that  cycle  containing  that  new  peak, 
and  I  think  it  is  well  to  recognize  that  fact,  because  if  we  are  looking 
ahead  with  any  view  to  getting  up  to  the  amplitude  of  the  twenties 
without  providing  the  release  from  existing  rigidities  which  were 
obviously  operative  even  in  the  twenties,  we  are  looking  for  some- 
thing that  is  not  likely  to  happen. 

Specifically,  figures  were  thrown  out  here  that  we  had  937,000 
dwelling  units  produced  in  the  year  1925.  Doesn't  make  a  whole  lot 
of  difference  whether  it  was  937,000  or  any  other  figure  of  that  general 
magnitude.  I  think  it  is  idle  for  us  to  expect  that  we  can  get,  back  to 
937,000  with  the  rigidities  that  have  frozen  the  industry  in  the  face 
of  the  historical  precedent  which  I  have  just  described. 

Now  what  are  some  of  these  rigidities?  We  have  frozen  real  estate 
on  a  fictitious  level.  We  find  our  great  institutions,  banks,  savings  and 
loan  associations,  our  life  companies,  who  are  very  active  in  financing 
real  estate,  are  holding  large  quantities  of  foreclosed  properties.  The 
best  estimate  I  have  Of  that  is  a  total  of,  roughly,  $4,000,000,000  of 
residential  properties  still  held  by  financial  institutions,  inclusive  even 
of  the  H.  O.  L.  C. 

Now  some  way  must  be  found  to  liquidate  those  properties,  par- 
ticularly since  it  now  appears,  at  least  to  me,  that  we  are^at  least  at 
the  midway  point  and  probably  lots  further  beyond  the  midway 
point  in  the  current  building  cycle. 

Mr.  O'Connell.  By  that  you  mean  you  anticipate  an  expansion 
in  building? 

Mr.  Schnitman.  I  anticipate  a  further  expansion,  but  the  upward 
phase  of  residential  building  started  in  let  us  say  '34.  There  never  has 
been  a  time  in  history  where  we  have  had  more  than  7  years  of  con- 
tinuous rise  and  this  year  marks  the  sixth  continuous  rise,  and  with 
minor  unimportant  interruptions  in  residential  building.  Now,  true, 
we  are  still  miles  away  from  the  levels  of  the  twenties. 

Mr.  O'Connell.  May  I  interrupt  you  just  a  minute?  I  am  inter- 
ested in  the. historical  development  of  this  psychological  proposition. 

I  am  not  familiar  with  the  subject,  but  could  you  tell  me  how  much 
of  recorded  history  we  have  as  regards  the  waning  and  waxing  of  the 
building  booms? 

Mr.  Schnitman.  Well,  on  very  imperfect  data  it  is  possible  to 
carry  the  historical  back  for  a  century.  The  data  are  quite  imperfect 
prior  to  the  beginning  of  the  twentieth  century.  As  a  matter  of  fact, 
not  too  perfect  even  prior  to  1910. 

Mr.  O'Connell.  The  only  one  I  had  even  seen  fairly  well  charted 
was  the  one  in  the  twenties  was  the  reason  I  asked. 

Mr.  Schnitman.  Yes.  Now  characteristically  the  cycle  has  ele- 
ments that  are  different  from  the  business  cycle.  That  I  think  is  well 
known  to  all  of  you.  The  cycle  usually  runs  18  years,  that  is  from  top 
to  top  or  bottom  to  bottom,  and  the  rising  phf  usually  is  of  longer 
duration  than  the  declining  phase;  the  rising  phu^e  usually  consumes 
about  11  years. 

Now  there  may  be  some  connection  between  that  rising  phase  of 

I I  years  and  the  sunspot  theory  that  Professor  Stewart  at  Princeton 
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has  just  been  digging  up  again,  of  an  inverse  relationship,  but  be  that 
as  it  may,  I  don't  see  how  we  can  fly  in  the  face  of  that  history  unless 
we  somehow  methodically  plan  to  release  ourselves  from  the  rigidities 
and  more  especially  is  that  necessary  today  than  ever  before  in  our 
history  because  the  country  no  longer  is  growing  at  the  same  rate  as 
it  has  in  the  past. 

Now  here  are  institutions  carrying  foreclosed  properties,  hoping 
against  hope,  in  my  opinion,  for  an  opportunity  to  liquidate  fore- 
closed properties  at  or  better  than  acquisition  costs.  Now  there  are 
$4,000,000,000  worth  of  residential  properties  to  be  so  liquidated. 
Now  there  is  provision  for  liquidation  of  those  properties.  At  least 
so  far  as  the  life  insurance  companies  are  concerned,  in  the  New  York 
State  insurance  law.  That  law  provides  that  all  property  acquired 
under  foreclosure  by  the  life  companies  that  is  not  needed  for  its  own 
business  must  be  liquidated  within  5  years  from  date  of  acquisition, 
but  there  is  a  joker  in  that  law  and  that  joker  is  this,  unless  the 
Superintendent  of  Insurance  issues  a  certificate  to  the  inspector  on 
the  grounds  that  such  a  liquidation  would  be  injurious  to  the  company. 

Now,  I  studied  for  two  of  the  larger  companies  their  portfolio  of 
residential  properties  under  foreclosure.  These  two  companies  are 
carrying  today  about  $25,000,000  of  residential  properties  where  the 
unit  value  of  acquisition  cost  is  $25,000  and  over.  I  will  say  this, 
that  their  total  holdings  of  residential  property  far,  far  exceeds  25 
millions  because  it  includes  properties  under  the  $25,000  classification. 

Now  those  properties  were  all  acquired  prior  to  1934  and  I  wouldn't 
feel  on  this  subject  the  way  I  do  today  if  we  were  not  so  far  along  in 
this  construction  cycle.  I  might  say  that  it  is  probably  later  than  we 
think,  and  you  say,  "Well,  why  is  that  important?"  And  to  that  I 
would  answer  in  this  way,  if  the  properties  now  held  by  our  institu- 
tions under  foreclosure  were  to  be  put  on  the  market  it  would  tend,  in 
my  judgment,  to  keep  original  development  costs — as  we  have  just 
defined  them — on  new  projects  well  in  line  because  of  the  competitive 
element. 

Old  properties,  obsolescent  properties  coming  on  the  market  at  a 
price  somebody  will  buy  it  for.  Now  I  realize  that  it  might  mean  a 
hardship  for  some  of  these  institutions,  but  I  think  it  is  high  time  that 
we  reckon  with  the  facts  as  they  are,  and  I  can't  for  the  fife  of  me  come 
to  any  conclusion  that  would  warrant  an  opinion  we  can  have  any 
larger  further  resumption  in  residential  building  until  we  find  some 
way  methodically  to  liquidate — I  don't  mean  it  has  to  be  done  on  a 
Saturday  afternoon,  but  a  plan,  something  that  wiU  operate  let  us 
say  over  the  remaining  years  of  the  cycle. 

It  might  be  3  or  4  or  5  years  off.     The  upward  phase. 

Mr.  O'Connell.  May  I  interrupt  you  just  a  moment?  If  I  under- 
stand you  correctly,  then,  you  believe  that  the  large  amount  of  fore- 
closed properties  held  by  institutions  operate  as  a  deterrent  to  the 
construction  industry  and  that  an  orderly  liquidation  of  them 

Mr.  Schnitman  (interposing).  Very  distinctly,  I  am  of  that  opinion. 

Mr.  O'Connell  (continuing).  Would  act  as  a  wholesome  influence 
and  might  result  in  stimulation? 

Mr.  Schnitman.  Yes,  I  do. 

Mr.  O'Connell.  By  projecting  a  competitive  element  into  the 
situation  and  acting  to  reduce  or  to  control  costs  of  new  projects? 
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Mr.  Schnitman.  Exactly.  Now  there  is  an  obverse  side  to  that 
and  it  is  entirely  reconcilable  with  this  point  of  view  that  I  have  just 
left,  I  think,  and  that  is  that  I  am  wholeheartedly  in  accord  from  a 
sheer  economic  standpoint,  if  not  indeed  from  the  social  angle,  with 
the  intent  and  purpose  of  section  20a,  article  I  of  the  New  York 
insurance  law  which  has  to  do  with  the  granting  of  powers  to  insurance 
companies  to  build,  own",  and  operate  for  rental  income,  rental,  prop- 
erties of  the  type  the  Metropolitan  Life  is  just  erecting  in  the  Bronx.1 
.  To  me  that  is  one  of  the  most  wholesome  developments  that  has 
occurred  in  recent  years.  It  is  really  a  revival  of  a  law  that  went  into 
discard  after  the  rental  commissions  and  shortages  were  met,  when 
commissions  went  out  and  shortages  were  met  in  the  early  twenty's; 
a  revival  of  that  original  provision,  and  I  am  hopeful  that  that  develop- 
ment will  carry  further. 

Now  I  said  before  that  it  might  appear  that  that  is  irreconcilable 
with  the  point  of  view  I  made  as  to  their  liquidation  of  their  existing 
properties.  To  me  it  isn't  irreconcilable.  I  think  it  is  in  complete 
harmony.  The  property  that  the  Metropolitan  Life  is  constructing  is 
situated  on  a  site  in  New  York  City  in  the  Bronx  of  126  acres,  roughly 
a  fifth  of  a  square  mile  to  house  ultimately  some  twelve  or  thirteen 
thousand  families,  a  community  over  which  they  can  control — I  don't 
mean  control  in  a  sinister  sense — the  factors  that  make  for  obsoles- 
cence, rapid  obsolescence,  and  deterioration  and  slums.  Now  that 
isn't  the  case  with  the  properties  that  they  have  under  foreclosure. 

They  are  widely  separated,  widely  diffused  individual  parcels  that 
have  been  milked  dry  by  equity  holders  and  now  had  to  come  back 
to  the  institutions,  and  the  institutions  can't  make  most  of  those 
properties  pay.  I  happen  to  know  of  a  property  in  New  York  of 
some  115  apartments  which  carries  today  an  occupancy  ratio  of  about 
99  percent  on  which  the  insurance  company  that  owns  that  building 
is  showing  just  a  little  better  than  3  percent  on  acquisition  cost. 

Mr.  O'Connell.  Then  I  understand  you  to  believe  that  there  is  a 
large  field  for  large-scale  rental  projects  constructed  on  an  equity 
ownership  basis? 

Mr.  Schnitman.  That  is  really  a  conviction  that  I  have,  after  a 
thorough-going  study  of  this  problem. 

Mr.  O'Connell.  I  have  no  further  questions. 

Mr.  Chawner.  Mr.  Chairman,  I  had  a  question  on  exactly  that 
point.  Congressman  Williams  a  moment  ago  noted  that  on  this  Carl 
Mackley  Houses  the  equity  interest  was  only  5.8  percent,  but  at  the 
same  time  that  project  was  losing  about  22  percent,  apparently  on  an 
annual  basis.2  I  suppose  this  is  for  a  particular  year,  and  I  wondered 
if  there  might  not  be  some  relation  between  those  two  situations,  the 
fact  that  we  have  a  project  in  which  the  equity  ownership  is  so  very 
small  that  there  isn't  very  much  incentive  to  careful  management,  and 
it  is  entirely  conceivable  that  might  be  in  part  responsible  for  the  sub- 
stantial loss  shown  here,  and  that  I  suppose  it  is  quite  possible,  if  that 
continues,  that  the  mortgage  obligation  on  the  property  will  be  thrown 
back  on  the  United  States  Housing  Authority,  and  I  was  wondering 
if  it  might  not  contribute  to  the  question  the  Congressman  raised,  if 
in  the  record  we  could  have  some  information  on  the  nature  of  that 
ownership  of  that  property. 

'  In  this  connection  see  also  Hearings,  Part  IV,  pp.  1240-41,  and  infra  p.  6134  et  seq. 
'  See  "Exhibit  No.  855,"  supra,  p.  5018. 
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That  stands  out  as  being  an  unusual  project  in  that  respect.  The 
Federal  Government  apparently  having  made  a  loan  of  95  percent  on 
thisjparticular  project.  That  is  unsatisfactory  in  point  of  view  of  the 
operation  of  the  project. 

Mr.  Schnitman.  Along  your  line  of  discussion,  Mr.  Chawner,  I 
might  even  add  this  thought,  something  I  have  given  considerable 
thought  to;  personally,  I  am  convinced  that  the  F.  H.  A.  type  of  large- 
scale  rental  housing  project  in  the  longer  run  is  likely  to  prove  out 
much  more  satisfactorily  than  the  small-house  type  for  the  same  rea- 
son that  I  indicated  with  reference  to  the  Metropolitan  housing 
projects. 

Mr.  O'Connell.  That  is,  that  you  are  able  to  minimize  the 
neighborhood  obsolescence? 

Mr.  Schnitman.  Which  is  a  very  vital  element,  and  as  we  approach 
this  cycle,  or  the  crest  of  the  cycle,  I  think  it  is  a  fair  assumption  to 
say  that  the  bulk  of  the  loans  to  be  guaranteed  by  the  F.  H.  A.  on 
small  houses  will  be  made  at  the  top  of  the  cycle  or  near  the  top.  It 
might  be  drawn  in  a  chart  with  an  inverted  pyramid,  standing,  if  you 
like,  on  1935,  when  the  first  loan  was  made,  and  as  you  approach  the 
top  of  the  cycle,  sometime  we  will  say  after  1940,  you  will  find  the 
bulk  of  the  loans  and  perhaps  the  poorest  loans  on  the  small-house 
type  made  right  at  that  point  where  there  is  no  control  over  the 
neighborhood. 

Mr.  Blaisdell.  You  are  suggesting,  Mr.  Schnitman,  that  possibly 
neighborhood  control  in  connection  with  small-house  development 
might  be  as  beneficial  as  connected  with  a  larger  development? 

Mr.  Schnitman.  Very  decidedly. 

Mr.  Chawner.  On  this  point,  Mr.  Chairman,  I  would  like  to  add 
to  the  record  a  statement  as  to  the  nature  of  the  ownership  of  this 
company.1 

Mr.  O'Connell.  Would  it  be  possible  to  get  that? 

Mr.  Schnitman.  I  will  get  it. 

Mr.  O'Connell.  The  witness  will  obtain  information  about  the 
Carl  Mackley  Homes  and  insert  it  in  the  record  at  a  later  point.1 

Mr.  Williams.  What  income  group  was  this  apartment  house  being 
built  by  the  insurance  company  to  accommodate? 

Mr.  Schnitman.  Well,  that  is  called  the  middle  income  group;  it  is 
not  the  type  of  group  over  which  there  is  so  much  concern.  The 
rental  scale  as  I  understand  it  is  figured  at  about  $15  per  room  per 
month. 

Mr.  O'Connell.  What  you  call  the  middle  income  group  is  not 
what  I  was  calling  the  middle  income  group,  I  don't  believe,  because 
when  I  referred  to  middle  income  group  I  was  thinking  of  persons  or 
families  having  an  income  between  $1,000  and  $2,000  a  year,  and  nrv 
impression  is  that  at  rent  approximating  $15  a  room  you  probably 
wouldn't  get  an  income  group  below  $2,000  a  year. 

Mr.  Schnitman:  I  think  that  is  correct. 

Mr.  O'Connell.  You  mean  from  $2,000  on  up? 

Mr.  Schnitman.  Two  thousand  up. 

1  Mr.  Schnitman  subsequently  submitted  the  following  statement  regarding  the  ownership  of  the  Carl 
Mackley  Homes:  "The  Carl  Mackley  Homes  are  owned  by  the  Juniata  Park  Housing  Corporation,  a 
limited  dividend  corporation  organized  under  the  laws  of  Pennsylvania.  It  is  said  that  the  majority  of 
the  stock  is  owned  by  members  of  the  Amalgamated  Hosiery  Workers  Union  of  Philadelphia.  The  total 
investment  in  the  Carl  Mackley  Homes  is  $1,092,783,  of  which  the  P.  W.  A.,  under  authority  of  the  Na- 
tional Industrial  Recovery  Act,  Title  II,  loaned,  on  the  security  of  a  first  mortgage  note,  $974,814,  the 
P.  W.  A.  also  purchasing  one  $10  share  of  stock  as  a  qualifying  share  to  sit  on  the  board  of  directors.  These 
securities  are  now  held  by  the  United  States  Housing  Authority." 
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Representative  Williams.  I  understood  you  to  say  that  one  of  the 
rigidities  that  you  spoke  of  was  a  fixed  value  of  real  estate  on,  I 
believe  you  used  the  word  "fictitious"  value.     Is  that  right? 

Mr.  Schitman.  Well,  maybe  the  choice  of  word  was  bad.  What  I 
mean  by  fictitious 

Representative  Williams  (interposing) .  I  was  wondering  what  you 
meant  by  that. 

Mr.  Schnitman.  Value,  so  far  as  rental  property  is  concerned,  is 
predicated  upon,  or  should  be  upon,  what  it  will  earn.  Now  rental 
properties,  if  one  is  to  make  adequate  allowance  for  depreciation, 
adequate  allowance  for  vacancies  in  old  properties  and  things  of  that 
sort,  can  be  construed  as  being  fictitiously  valued,  as  these  properties 
can  be  construed  as  being  fictitiously  valued  where  the  rate  of  return 
now  is  3  or  even  4  percent  on  total  present  cost. 

Representative  Williams.  Do  you  think  the  land  values  are  frozen 
at  too  high  a  value  now? 

Mr.  Schnitman.  That  may  not  be  true  generally,  but  certainly  it  is 
true  in  many,  many  localities. 

Representative  Williams.  I  was  also  interested  in  your  statement 
about  the  disposition  of  the  acquired  properties  by  the  different 
institutions;  as  to  what  they  do  with  them  of  course  is  a  matter  of 
individual  and  personal  opinion  and  judgment,  as  I  see  it,  and  I  don't 
know  how  we  are  going  to  control  it. 

Mr.  Schnitman.  Well,  I  know  one  way  of  controlling  it. 

Representative  Williams.  All  right;  I'd  be  glad  to  hear  that. 

Mr.  Schnitman.  I  think  somehow  or  other  we  must — and  I  am  not 
one  that  likes  laws;  I  think  we  could  get  rid  of  some  of  them,  but  I 
do  think  we  ought  to  have  a  law  requiring  all  appraisals  to  be  matters 
of  public  record.  Now  that  isn't  novel  with  me;  that  is  the  system 
in  Mexico. 

In  the  good  old  days,  in  the  twenties,  appraisals  were  made  from 
the  running  boards  of  automobiles.  I  know.  My  home  here  in 
Washington  was  appraised  that  way.  The  appraiser  never  went 
inside  of  the  home. 

The  fact  that  it  is  a  matter  of  public  record  does  not  necessarily 
mean  that  people  will  look  at  it.  I  do  think  that  it  would  operate 
as  a  preventive  measure  on  runaway  appraisals,  which  in  the  last 
analysis  is  the  basis  of  the  mortgage. 

Mr.  O'Connell.  I  don't  think  that  is  the  answer  to  Congressman 
Williams'  question.  I  think  he  is  interested  in  knowing  ;what  could 
be  done,  thinking  in  terms  of  this  committee,  to  provide  for  what  you 
refer  to  as  an  orderly  and  speedy  liquidation  of  overhanging  foreclosed 
properties  in  the  hands  of  lending  institutions.     Is  that  correct? 

Representative  Williams.  Yes,  that  is  right. 

Mr.  Schnitman.  We  might  start  right  with  our  own  Home  Owners' 
Loan  Corporation,  which  is  carrying  today  some  90,000  properties 
that  it  has  foreclosed.  Now  I  must  say  that  they  have  made  every 
effort  to  liquidate  those  properties.  They  have  liquidated  a  sizeable 
number  of  properties.  They  have  foreclosed  something  over  150,000. 
But  in  most  instances  the  liquidation  to  the  sale  of  those  properties 
has  been  at  or  just  slightly  under  acquisition  costs. 

Now  we  might,  as  to  the  institutions,  invoke  the  insurance  law 
with  reference  to  the  insurance  companies,  because  we  are  so  far 
advanced  now  in  the  building  cycle,  on  the  up  phase  of  the  cycle. 
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Representative  Williams.  What,  in  your  judgment,  would  be  the 
effect  if  they  were  practically  all  turned  loose  on  the  market,  these 
4  million  that  you  speak  of,  if  they  were  disposed  of? 

Mr.  Schnitman.  Well,  that  certainly  is  a  good  question.  In  my 
judgment  if  that  turning  loose,  as  you  call  it,  is  extended  over  a  period 
of,  say,  3  to  5  years,  I  can't  help  but  believe  it  would  have  a  beneficial 
effect.  Say  if  these  properties  were  revalued  on  a  basis  where,  with 
a  nominal  vacancy  and  with  going  operating  costs  they  could  have 
a  prospective  yield  to  the  buyer  of,  let's  say,  6  percent,  we  would 
find  plenty  of  buyers,  and  the  moneys  derived  by  the  institutions 
from  the  sale  of  the  properties  could  be  reinvested  in  these  large-scale 
equity  type  houses  over  which  they  would  have  control  against 
neighborhood  deterioration. 

Representative  Williams.  It  is  your  opinion,  then,  if  all  these  resi- 
dential properties  that  are  owned  by  the  various  institutions  were 
turned  loose  it  would  stimulate  building  rather  than  retard  it. 

Mr.  Schnitman.  Exactly.  I  think  that  point  of  view  is  perhaps 
an  unorthodox  one. 

Representative  Williams.  Yes;  it  is  to  me. 

Acting  Chairman  Reece.  As  I  understand,  you  stated  earlier  that 
you  thought  only  the  large  unit  projects  financed  by  the  F.  H.  A. 
would  eventually  prove  successful,  and  if  that  is  the  case,  what  is 
your  suggestion  with  reference  to  building  the  small  units  in  com- 
munities where  the  large  unit  projects  are  not  in  demand? 

Mr.  Schnitman.  Well,  I  am  not  one  that  is  going  to  take  a  definite 
atand  that  the  small  house  doesn't  have  a  place  in  our  life;  it  does, 
a  very  distinct  place,  but  I  do  take  a  definite  stand  on  the  question 
of  what  I  would  class  economic  soundness,  and  I  believe  that  the 
large  scale  rental  housing  project,  if  properly  conceived,  is  economi- 
cally sounder  in  the  large  than  in  the  small  house  type. 

Acting  Chairman  Reece.  I  assume  you  are  referring  to  situations 
in  the  larger  cities,  aren't  you? 

Mr.  Schnitman.  Essentially  in  the  larger  cities.  Of  course  that 
is  where  the  large  scale  rental  housing  projects  for  the  most  part 
under  the  F.  H.  A.  are  being  built. 

Acting  Chairman  Reece.  There  is  a  good  deal  of  our  country 
located  outside  of  the  four  or  five  large  cities. 

Mr.  Schnitman.  Oh,  yes;  you  are  entirely  right,  but  we  are  be- 
coming as  a  people  increasingly  more  dependent  upon  employment 
and  shifts  of  employment,  and  somewhere  there  is  a  limit  as  to  how 
far  home  ownership  as  such  can  go. 

Representative  Williams.  Don't  you  think  home  ownership  ought 
to  be  encouraged  rather  than  home  rental? 

Mr.  Schnitman.  I  think  it  should,  within  limits.  But  you  see 
the  thing  that  I  am  afraid  of  is  as  we  approach  the  crest  of  this  cycle, 
it  may  be  3  or  4  years  off,  our  terms  for  buying  a  home  will  have  been 
made  so  liberal  that  we  will  have  a  large  number  of  relatively  poor 
risks  by  the  time  the  building  cycle,  historically  and  otherwise,  may 
begin  turning  downward. 

Representative  Williams.  You  think  we  ought  to  reach  the  limit 
of  building  as  we  did  during  the  twenties?  Do  you  t^ink  we  were 
overbuilt  during  that  period? 

Mr.  Schnitman.  Well,  we  speak  about  being  overbuilt — I  think  we 
must  differentiate  between  quantitative  and  qualitative  pretty  much 
as  we  must  do  when  we  speak  of  shortages. 
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Representative  Williams.  Building  during  that  period  averaged 
about  700,000,  as  I  recall  it. 

Mr.  Schnitman.  That  is  right.  '  , 

Representative  Williams.  Do  you  think  that  is  too  many?  Do 
you  think  that  we  ought  to  approach  that  or  go  beyond  that  number 
now? 

Mr.  Schnitman.  If  I  could  see  a  visible  means  of  increasing  first 
the  national  income  and  its  component,  the  individual  family  in- 
comes, I  would  feel  free  to  say  that  we  could  easily  exceed  best  pre- 
vious peaks  in  residential  building.  To  put  it  another  way,  to  bor- 
row a  mathematical  term,  residential  building  is  essentially  a  function 
of  the  national  income.  At  a  level  of  about  40  billions  in  the  national 
inline  there  was  virtually  no  residential  building,  and  when  the  na- 
tional income  had  increased  by  10  billions  the  increase  in  residential 
building  was  so  slight  that  it  was  hardly  noticeable.  It  was  not 
until  we  had  crossed  50  billions  on  the  recovery  move  that  there  was 
any  appreciable  rise  in  residential  building,  percentagewise.  If  we 
could  get  back  to  a  national  income  of  80  billions,  90  billions,  we 
could  get  a  new  high  in  the  national  income,  it  would  be  a  very  simple 
matter  to  expect  and  have  a  volume  of  residential  building  that 
would  exceed  anything  we  have  seen  in  the  past. 

Acting  Chairman  Reece.  /Are  there  any  further  questions? 

Mr.  O'Connell.  I  should  like  to  make  one  remark  relative  to  what 
Mr.  Schnitman  had  to  say  about  the  comparison  between  the  large 
scale  rental  projects  financed  by  F.  H.  A.  and  the  small  individual 
houses  financed  by  that  organization.  This  will  be  covered  more  in 
detail  later  on,  and  I  am  not  presuming  to  speak  for  F.  H.  A.,  but  it  is 
my  understanding  that  they  are  cognizant  of  the  locality  obsolescence 
feature  arid  they  do  have  locality  standards  in  connection  with  their 
individual  home  ownership  projects,  and  to  that  extent  at  least  I 
wouldn't  want  the  committee  to  get  the  inference  from  Mr.  Schnit- 
man's  statement  that  the  problem  of  neighborhood  or  locality  obsoles- 
cence can  only  be  taken  care  of  in  the  large-scale  rental  projects.  I  am 
not  attempting  to  testify  in  connection  witK  it.  I  merely  wanted  to 
point  out  that  the  F.  EL  A.  are  familiar  with  that  problem  and  we 
will  go  into  that  a  little  more  at  a  later  date. 

Representative  Williams.  I  want  to  say  in  response  to  what  you 
have  said  and  what  I  said  a  while  ago,  that  I  am  very  sure  the  F.  H.  A. 
takes  into  consideration  primarily  the  location  and  the  future  develop- 
ment of  the  community  in  which  the  individual  home  is  built  as  well 
as  the  large  scale  project. 

Mr.  O'Connell.  I  think  it  is  probably  Mr.  Schnitman's  view  that 
that  is  a  more  difficult  problem  possibly  in  the  small  individual  home, 
in  that  you  cannot  control  to  the  same  extent  the  locality  that  you 
could  in  a  large-scale  rental  project  where  the  rental  project  itself  is 
the  locality.     Isn't  that  correct? 

Mr.  Schnitman.  Yes ;  that  is  correct. 

Mr.  O'Connell.  I  have  no  further  questions. 

Mr.  Blaisdell.  Mr.  Schnitman,  you  have  just  testified  to  the  fact 
that  you  believe  that  the  holdings  or  these  institutions  are  being  over- 
priced as  far  as  selling  is  concerned.  I  assume  that  the  companies 
would  be  very  happy  to  get  rid  of  what  they  have  got. 

Mr.  Schnitman.  Oh,  there  isn't  any  doubt  about  that. 

Mr.  Blaisdell.  And  it  is  only  a  question  of  price. 
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Mr.  Schnitman.  That  is  it  exactly;  they  will  sell  at  a  price. 

Mr.  Blaisdell.  I  assume  also  that  the  projects  which  they  are 
holding— :I  call  them  projects,  the  apartments,  the  houses — are  also 
occupied. 

Mr.  Schnitman.  Yes,  sir. 

Mr.  Blaisdell.  And  I  assume  also  that  the  rents  which  they  are 
getting  for  those  projects  are  what  the  market  will  bring. 

Mr.  Schnitman.  Exactly. 

Mr.  Blaisdell.  That  same  market  would  be  there  entirely  irre- 
spective as  to  whether  they  sold  the  properties  or  whether  they  held 
them,  would  it  not? 

Mr.  Schnitman.  That  is  right. 

Mr.  Blaisdell.  And  you  are  suggesting,  then,  that  the  insurance 
companies,  the  banks,  and  the  building  and  loan  associations  have  the 
initiative  to  build  anew  where  purchasers  of  these  properties  do  not 
have  the  initiative  to  build  anew  for  rental  purposes. 

Mr.  Schnitman.  Right. 

Mr.  Blaisdell.  I  am  trying  to  interpret  your  statement,  and  that 
this  situation  of  ownership  and  holding  for  a  price  on  sale  is  the 
retarding  factor  in  the  present  situation. 

Mr.  Schnitman.  Well,  it  isn't  the  only  retarding  factor: 

Mr.  Blaisdell.  No;  I  appreciate  that,  but  it  is  a  serious  retarding 
factor. 

Mr.  Schnitman.  Yes;  I  think  it  is. 

Mr.  Blaisdell.  If  these  companies  were  willing  to  sell  at  a  price  it 
would  be  again  a  market  matter,  would  it  not? 

Mr.  Schnitman.  Yes. 

Mr.  Blaisdell.  They,  however,  are  willing  to  take  3  percent  instead 
of — well,  they  can't  get  any  better  than  3  percent  any  place  else.  Is 
that  correct? 

Mr.  Schnitman.  That  is  right.  On  the  Metropolitan  Life  Insur- 
ance property,  which  is  a  wholly  owned  equity  property,  they  got 
some  7  or  8  or  I  think  in  their  best  years  even  10  percent. 

Mr.  Blaisdell.  There  is  no  advantage  from  their  standpoint  in 
getting  rid  of  something  at  3  percent  on  its  present  valuation,  as  you 
said,  or  its  acquisition  cost. 

Mr.  Schnitman.  Unless  they  reinvested  that  money  elsewhere. 

Mr.  Blaisdell.  Well,  they  reinvest  a  lower  sum  and  get  a  larger 
percentage. 

Mr.  Schnitman.  That  is  right. 

Mr.  Blaisdell.  It  is  all  the  same  as  far  as  they  are  concerned,  so 
from  the  standpoint  of  the  companies  there  would  be  no  advantage  in 
doing  it. 

Mr.  Schnitman.  Well,  the  same  sum  invested  in  equity  housing, 
which  I  believe  ought  to  be  permitted  to  a,  limited  extent,  for  banks 
too,  would  bring  a  far  higher  return  than  that  sum  of  money  tied  up 
in  foreclosed  property  brings  today. 

Mr.  Blaisdell.  That  is  the  net  earnings  as  far  as  the  company  is 
concerned  in  absolute  amount 

Mr.  Schnitman.  Absolute  amount. 

Mr.  Blaisdell.  Would  be  larger  than  what  they  now  get  from  [the 
present  investment. 

Mr.  Schnitman.  That  is  right.  Take  a  specific  project,  a  theo- 
retical project,  of  $100,000,  where  their  net  return,letus  say,  is  $3,500 
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3.5  percent.  A  similar  amount,  $100,000,  that  would  be  too  small  to 
build  a  project  to  control  neighborhood  deterioration,  but  we  will  use 
that  as  an  index,  might  bring  in  $7,000  or  $8,000. 

Mr.  Blaisdell.  Yes;  but  they  are  not  going  to  get  the  $100,000 
from -the  sale  of  property. 

Mr.  Schnitman.  No;  all  right.     Now  if  they  sold  the  property 

Mr.  Blaidsell.  They  would  sell  it  for  $75,000. 

Mr.  Schnitman.  If  they  sold  the  property  for  $75,000,  in  my 
judgment  the  reinvestment  of  that  fund  would  still  bring  a  larger  net 
return  in  a  new  project  than  that  which  they  are  getting  now  holding 
it  for  a  higher  price,  or  holding  it  for  sale  at  acquisition  cost, 

Mr.  Blaisdell.  I  assume  that  you  would  apply  the  same  logic  to 
the  H.  O.  L.  C.  holdings? 

Mr.  Schnitman.  Well,  the  H.  O.  L.  C.  is  essentially  in  a  different 
position. 

Mr.  Blaisdell.  I  understand  they  will  not  go  in  and  buy  property. 

Mr.  Schnitman.  They  won't  go  in;  we  hope  not. 

Mr.  O'Connell.  Incidentally,  Mr.  Blaisdell  and  the  rest  of  the 
committee,  I  hate  to  be  saying  we  are  going  to  do  things  at  a  later 
date,  but  a  number  of  these  things  are  going  to  be  done  at  a  later 
date.  We  do  expect  to  produce  a  later  witness  who  will  give  us  some 
information  about  the  Metropolitan  experience,  on  this  point  of  equity 
financing  which  Mr.  Schnitman  has  touched  on  and  which  the  com- 
mittee has  inquired  about. 

Acting  Chairman  Reece.  If  there  are  no  further  questions,  thank^ 
you  very  kindly. 

What  is  your  procedure  for  tomorrow? 

Mr.  O'Connell.  Tomorrow  and  Friday  we  expect  to  call  witnesses 
who  will  discuss  with  the  committee  one  of  the  most  important  single 
elements  in  cost,  particularly  annual  cost,  that  being  the  financing 
charges  in  connection  with  either  home  ownership  or  rental  houses. 

The  witnesses  will  be,  first,  Mr.  Altman,  of  the  Securities  and  Ex- 
change Commission,  who  will  give  the  committee  some  general  in- 
formation about  the  sources  of  mortgage  money  and  the  relative 
importance  of  the  various  sources  of  mortgage  money  and  also  equity, 
money,  of  course,  and  some  information  relative  to  recent  fluctuations 
in  interest  rates. 

After  Mr.  Altman  we  will  have  Mr.  Rogers,  vice  president  of  the 
Prudential  Life  Insurance  Co.;  Mr.  Bodfish,  the  executive  director  of 
the  United  States  Building  and  Loan  League;  and  Mr.  Bruere,  presi- 
dent of  the  Bowery  Savings  Bank. 

I  doubt  if  we  will  finish  with  all  of  the  witnesses  I  have  indicated 
tomorrow.  I  think  that  tomorrow  and  Friday  morning  we  should  be 
able  to  finish  with  the  witnesses  I  have  indicated,  and  that  is  all  we 
have  planned  for  this  week. 

Actmg  Chairman  Reece.  The  committee  will  stand  in  recess  until 
10:30  tomorrow  morning. 

(Whereupon,  at  4:35  p.  m.,  a  recess  was  taken  until  10:30  a.  m. 
Thursday,  June  29,  1939.) 
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THURSDAY,  JUNE  29,  1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:45  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  June  28, 1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Representative  B.  Carroll  Reece,  presiding. 

Present:  Representative  Reece  (acting  chairman),  Messrs.  Hender- 
son, Lubin,  O'Connell  and  Brackett. 

Present  also:  Edward  J.  Noble,  Under  Secretary  of  Commerce; 
Hard  wick  Stires,  and  Lowell  J.  Chawner,  Department  of  Commerce; 
Willis  J.  Ballinger,  Federal  Trade  Commission;  Ernest  Meyers, 
Department  of  Justice;  Theodore  J.  Kreps,  economic  consultant  to 
the  committee;  Thomas  C.  Blaisdell,  Securities  Exchange  Commis- 
sion; and  Peter  A.  Stone,  co-ordinator  of  construction  studies  for  the 
committee. 

Acting  Chairman  Reece.  The  committee  will  please  come  to  order. 
Are  you  ready  to  proceed,  Mr.  O'Connell? 

Mr.  O'Connell.  I  am,  Mr.  Chairman.  Yesterday  the  committee 
heard  testimony  on  the  elements  that  enter  into  the  cost  of  dwelling 
accommodations,  both  rental  and  owned.  A  distinction  was'drawn 
between  the  original  capital  cost  of  such  accommodations  and  the 
annual  cost  or  consumer's  cost.  It  was  pointed  out  from  the  stand- 
point of  either  the  owner  or  the  renter,  the  amount  of  his  fixed  monthly 
obligation  is  a  very  important,  if  not,  indeed,  the  dominant  factor  in 
determining  whether  adequate  dwelling  accommodations  are  within 
his  reach. 

Some  comparisons  were  made  of  the  effect  of  comparable  percentage 
reductions  in  the  major  elements  of  capital  cost,  labor,  and  material, 
and  the  cost  of  finance.  One  witness  indicated  from  the  standpoint 
of  monthly  fixed  charges  for  home  ownership  a  20-percent  reduc- 
tion in  the  cost  of  the  finance,  meaning  the  principal  and  interest 
payments,  would  effect  more  of  a  reduction  in  the  annual  cost  than 
would  a  20-percent  reduction  in  labor  and  materials  combined.  With 
that  as  a  background  it  is  our  intention  today  to  investigate  or  to  exam- 
ine the  finance  cost  as  one  of  the  major  elements  that  enter  into  the 
problem  of  home  ownership,  with  a  view  to  ascertaining  what,  if  any- 
thing, can  or  shoidd  be  done  about  reducing  that  portion  of  the  cost 
of  dwelling  accommodations. 

The  first  witness  this  morning  who  will  give  us  a  background  on  the 
general  picture  of  the  mortgage  market  will  be  Dr.  Altman,  of  the 
Securities  and  Exchange  Commission. 

Acting  Chairman  Reece.  I  believe  Dr.  Altman  has  been  sworn. 

Mr.  O'Connell.  He  has  already  been  sworn. 

It  was  some  time  ago  you  testified.  Would  you  mind  giving  your 
name  and  position  to  the  reporter  again? 

5041 
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TESTIMONY  OF  DR.  OSCAR  I.  ALTMAN,  MONOPOLY  STUDY,  SECU- 
RITIES AND  EXCHANGE  COMMISSION,  WASHINGTON,  D.  C. 

DISTRIBUTION    OF    MORTGAGES   AND    SOURCES   OP    HOME    FINANCING 

Mr.  O'Connell.  Dr.  Altman,  can  you  give  the  committee  any 
information  on  the  proportion  of  private  indebtedness  represented  by 
mortgages  on  one-  to  four-family  nonfarm  homes? 

Dr.  Altman.  There  have  been  various  studies  since  1930  covering 
the  long-term  debts  in  the  United  States,  one  element  of  which  con- 
sists of  the  long-term  debts  on  one-  to  four-family  nonfarm  homes. 
In  1930  it  was  estimated  by  Dr.  Horton,  in  his  volume  on  Long-Term 
Debts  in  the  United  States,  that  the  estimated  long-term  debt,  long- 
term  private  debt,  was  84%  billion  dollars.  Of  this  total,  22.3  billions, 
or  26  percent,  represented  mortgages  on  nonfarm  homes. 

In  1934  total  private  long-term  debts  had  been  reduced  to  74.9 
billions.  Of  this  total,  17.7  billions,  or  24  percent,  represented  non- 
farm  mortgages. 

By  1937  the  private  long-term  debt  stood  at  70.3  billions,  of  which 
17.3  billions,  or  25  percent,  represented  nonfarm  home  mortgages, 
or  in  other  words,  in  summary,  one  may  say  that  throughout  the  period 
1930  to  1937  the  mortgage  indebtedness  on  one  to  four-family  nonfarm 
homes  constituted  about  one-fourth  of  the  total  private  long-term 
indebtedness  of  the  United  States. 

Mr.  Henderson.  In  that  total  of  private  debt,  what  is  included? 

Dr.  Altman.  They  would  include  all  debt,  all  nongovernmental 
long-term  private  debt,  which  would  include  the  debts  of  individuals 
and  of  corporations. 

Mr.  Henderson.  That  would  not  include  the  insurance  companies' 
obligations  to  the  insured,  or  a  bank's  obligations  to  its  depositors, 
or  anything  like  that? 

Dr.  Altman.  No;  it  would  not. 

Mr.  Henderson.  Which  was  include,  of  course,  in  later  studies. 
The  Twentieth  Century  Fund  did  give  a  connotation  of  debt  to  that. 

Dr.  Altman.  Yes;  they  did. 

Mr.  Henderson.  But  this  is  in  terms  of  what  might  be  called  the 
older  concept  of  debt,  mainly  the  private  debt  of  corporations  and 
individuals. 

Dr.  Altman.     That  is  right,  Mr.  Henderson. 

Acting  Chairman  Reece.  That  doesn't  include  debt  or  obligations 
represented  by  securities? 

Dr.  Altman.  It  would  include  them,  yes;' if  a  corporation  had 
issued  5-year  bonds,  let  us  say,  those  5-year  bonds  would  be  included 
in  the  long-term  debt.  So  that  you  would  have  included'in  this  total 
all  the  long-term  debts  of  corporations  whether  they  were  represented 
by  debenture  bonds  or  first-mortgage  bonds  or  long-term  notes. 

Mr.  O'Connell.  Dr.  Altman,  have  you  any  information  as  to 
what  percentage  of  owner-occupied  and  rented  residential  properties 
are  mortgaged? 

Dr.  Altman.  It  is  generally  held  that  about  one-half  of  all  the 
residential  properties  in  the  United  States,  urban  residential  proper- 
ties, are  subject  to  mortgage.  The  proportion  of  residential  property 
subject  to  mortgage  varies  very  much  in  different  areas  of  the  country. 
The  survey  of  urban  housing  made  in  1934  by  Mr.  David  L.  Wickens 
indicated    that    the    highest    percentage    of   mortgaged    residential 


CONCENTRATION  OF  ECONOMIC  POWER         5943 

properties  is  found  in  the  New  England  and  Middle  Atlantic  States. 
In  New  England,  for  example,  as  of  the  first  of  January  1934,  Mr. 
Wickens  found  that  almost  69  percent  of  the  total  owner-occupied 
residences  were  subject  to  mortgage,  and  almost  54  percent  of  the 
rented  residential  properties  were  subject  to  mortgage. 

As  you  leave  New  England  and  the  Middle  Atlantic  States,  the 
percentage  of  mortgaged  properties  tends  to  fall.  Mr.  Wickens 
discovered  that  the  lowest  percentage  of  owner-occupied  residences 
subject  to  mortgage  was  found  in  t  the  Mountain  States  where  49 
percent  were  subject  to  mortgage.  Curiously  enough,  the  lowest 
percentage  of  rented  property  subject  to  mortgage  is  found  in  the 
East  South  Central  States,  but  there  is  tremendous  variation  in 
different  areas  of  the  country.  I  think,  however,  that  for  the  general 
picture  one  may  accept  the  commonly  held  belief  that  about  one- 
half  of  the  residences  in  cities  are  subject  to  mortgage. 

Mr.  O'Connell.  Have  you  any  figures  on  the  value  of  the  out- 
standing mortgage  indebtedness  on  these  homes  at  the  present  time, 
or  any  comparatively  recent  time? 

Dr.  Altman.  The  volume  of  mortgages  on  one  to  four-family 
nonfarm  homes  (and  I  would  like  to  confine  myself  to  this  category 
for  the  next  few  moments)  was  17.3  billion  dollars  in  1937.  It  was 
21.7  billion  dollars  in  1929,  and  these  two  totals  are  summarized  in  a 
chart  which  was  introduced  into  the  record  some  4  or  5  weeks  ago  by 
Professor  Davenport  in  his  testimony  for  the  Securities  and  Exchange 
Commission  in  the  investment  banking  hearings.1 

In  general,  the  course  of  mortgage  indebtedness  in  the  United  States 
on  one- to  four-family  nonfarm  homes  has  been  as  follows:  It  was 
about  $9,000,000,000  immediately  prior  to  1920;  it  showed  a  steady 
increase  through  the  decade  of  the  twenties  and  reached  a  peak  of 
$22,300,000,000  in  1930.  The  mortgage  indebtedness  declined 
steadily  after  1930  and  reached  a  low  of  17.3  billions  in  1937.  The 
data  for  1938  are  not  yet  available  in  final  form,  but  they  indicate  that 
there  was  an  increase  of  something  like  $300,000,000,000  in  the  out- 
standing mortgage  indebtedness  in  1938,  so  that  the  estimate  would  be 
an  outstanding  mortgage  debt  of  17.6  billions  in  1938,  as  of  the  end 
of  the  year. 

Mr.  O'Connell.  What  a^e  some  of  the  factors  that  are  responsible 
for  the  decline  of  mortgage  indebtedness  between  1930  and  1937? 

Dr.  Altman.  I  think  we  may  probably  summarize  the  factors 
responsible  for  the  decline  of  mortgage  indebtedness  after  1930  under 
five  headings. 

In  the  first  place,  we  had  a  decline  in  new  construction  of  this  par- 
ticular type  of  property.  In  1929,  for  example,  the  estimated  value 
of  residential  construction — and  this  is  a  somewhat  broader  category 
than  the  one-  to  four-family  nonfarm  homes  that  I  was  discussing 
previously;  I  may  add  that  I  have  to  discuss  the  broader  category 
because  the  data  for  the  narrower  category  are  not  readily  available — 
was  $3,000,000,000.  The  value  of  residential  construction  was 
$390,000,000  in  1933,  so  that  from  1929  to  1933  the  value  of  residential 
construction  fell  from. $3,000,000,000  to  $390,000,000.  The  value  of 
residential  construction  increased  in  the  years  following  1933,  and  in 
1937  the  value  of  residential  construction  is  estimated  to  be  about 
$2,000,000,000  and  in  1938  about  $1,700,000,000. 

'  See  "Exhibit  No.  626",  Hearings,  Part  IX,  p.  4094. 
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Then  with  such  a  decline  in  the  value  of  residential  construction 
you  find  that  there  is  no  need  to  extend  mortgages  on  new  construction 
and  at  the  same  time  the  owners  of  existing  property  amortize  and 
pay  off  their  mortgages  bit  by  bit  so  that  you  have  a  second  factor 
entering  into  the  picture,  namely,  that  during  the  7-year  period  some 
of  the  holders  of  the  outstanding  mortgage  debt  pay  off  the  mortgages 
outstanding  as  of  1930. 

A  third  factor  which  would  tend  to  explain  the  decline  in  the  volume 
of  outstanding  mortgage  indebtedness  on  one-  to  four-family  nonfarm 
homes,  follows  from  the  transfers  of  real  estate  to  the  mortgagees, 
either  through  voluntary  deed  or  through  quitclaim  deed  or  through 
foreclosure'  Between  the  end  of  1929  and  the  end  of  1937  it  is  esti- 
mated that  the  value  of  one-  to  four-family  nonfarm  homes  owned 
by  financial  institutions  increased  from  $335,000,000  to  2.6  billion 
dollars,  or  in  other  words  the  financial  institutions,  between  1929  and 
1937,  acquired  one-  to  four-family  nonfarm  homes  to  the  extent  of  a 
book  value  of  about  2.1  billion  dollars. 

In  addition  you  have  other  classes  of  holders  of  mortgage  debt  as  of 
1930,  who  acquired  properties  which  are  not  included  in  the  figures  I 
have  just  given.  Individuals,  for  example,  acquired  properties  during 
the  same  period  but  we  have  no  data  on  the  amount  of  property  that 
they  acquired  during  this  period.  On  the  whole,  I  should  suppose 
that  it  is  probably  safe  to  say  that  probably  about  2%  million  dollars 
of  debt  on  this  particular  type  of  property  was  extinguished  between 
1929  and  1937  as  a  result  of  transfer  to  the  mortgagee. 

A  fourth  factor  in  the  situation  is  the  reduction  of  the  face  value  of 
the  debt  on  these  types  of  property  by  composition  agreements  between 
the  mortgagors  and  mortgagees.  For  example,  the  H.  O.  L.  C.  made 
something  over  1,000,000  loans  totaling  3.1  billion  dollars.  It  is  esti- 
mated that  in  the  process  of  transferring  the  loan  from  the  original 
holder  to  the  H.  O.  L.  C.  there  was  an  estimated  reduction  in  the 
principal  or  the  face  of  the  mortgage  amounting  to  about  7  percent  of 
the  original  debt,  or  to  put  this  in  monetary  terms,  it  is  estimated  that 
there  was  a  reduction  of  about  $200,000,000  in  the  principal  or  face 
value  of  the  mortgage  indebtedness. 

Mr.  O'Connell.  The  mortgage  indebtedness  would  include  all 
mortgage  indebtedness? 

Dr.  Altman.  That  would  include  this  mortgage  indebtedness  the 
H.  O.  L.  C.  acquired  from  the  previous  holders  of  the  debt. 

Mr.  O'Connell.  Would  another  way  of  putting  it  be  that  would 
represent  the  amount  of  mortgage  indebtedness  extinguished  so  it 
would  include  second  mortgages? 

Dr.  Altman.  I  think  this  would  refer  simply  to  first  mortgages. 

Acting  Chairman  Reece.  Are  you  pretty  well  satisfied  with  the 
estimates  with  reference  to  the  reduction  in  debt  in  that  respect? 

Dr.  Altman.  You  mean  the  reduction  of  debt  through  the  process 
of  transferring  mortgages  from  previous  holders  to  the  H.  O.  L.  C? 

Acting  Chairman  Reece.  Yes. 

Dr.  Altman.  I  haven't  done  any  of  this  work  myself,  Congressman 
Reece;  I  have  simply  taken  this  from  what  I  take  to  be  the  best 
available  sources. 

Acting  Chairman  Reece.  One  thing  that  prompts  the  inquiry  on 
my  part  is  the  fact  that  as  I  understood  the  situation,  the  H.  O.  L.  C, 
when  a  home  was  transferred  in  many  instances  required  the  owner 
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to  improve  the  property;  that  is,  it  had  been  permitted  to  fall  into  a 
state  of  bad  repair  and  quite  properly  it  was  thought  that  before  the 
H.  O.  L.  C.  made  a  new  loan  that  it  should  be  put  in  a  state  of  good 
repair,  which  necessitated  in  those  instances  increasing  the  loan 
rather  than  decreasing  it,  increasing  the  mortgage  rather  than  decreas- 
ing it. 

Dr.  Altman.  I  think  that  is  right,  except  that  the  figures  that  I 
have  offered  for  the  record  here  would  take  account  of  the  fact  that 
some  of  the  mortgages  may  have  been  increased  through  the  process 
you  have  described.  That  is  to  say,  there  is  a  net  reduction  of  about 
$200,000,000  after  taking  into  account  all  the  factors  that  operated  in 
the  situation. 

Mr.  Henderson.  That  means,  Dr.  Altman,  that  in  this  country 
we  chose  to  substitute  the  Government  as  the  creditor  and,  except  for 
about  7  percent  extinguishment,  we  did  take  over  the  amount  of  the 
outstanding  indebtedness  and  that  was  carried  in  the  new  mortgages 
by  the  Federal  Government's  activities? 

Dr.  Altman.  That  is  right,  Commissioner  Henderson.  There  was 
a  transfer  of  debt  rather  than  an  extinguishment  of  debt. 

Mr.  Henderson.  I  wonder  if  you  are  familiar  at  all,  just  as  a 
diversion,  with  the  experience  of  any  other  countries  confronted  with 
similar  situations.  I  wonder  if  you  know  the  extent  to  which  there 
have  been  drastic  reductions  of  the  mortgage  indebtedness  outstanding 
at  the  time  there  were  new  financial  arrangements  entered  into. 

Dr.  Altman.  T'm  sorry;  I  do  not. 

Mr.  Henderson.  I  do  know,  of  course,  that  Canada,  particularly 
with  its  farm  mortgages,  did  set  up  means  by  which  the  face  amount 
of  the  mortgage  under  certain  circumstances  was  drastically  reduced, 
and  I  am  sure  that  was  followed  in  several  other  countries,  but  in  this 
country  the  face  value  of  the  mortgages  pretty  generally,  except  for 
such  reductions  as  you  have  noted,  were  carried  over  when  the 
Government  interposed  as  creditor. 

Dr.  Altman.  That's  right. 

Acting  Chairman  Reece.  Another  circumstance  which  makes  it 
appear  to  me  improbable  that  there  could  have  been  a  very  consid- 
erable reduction  in  the  amount  of  mortgage  was  the  fact  that  the 
H.  O.  L.  C,  as  I  understand,  adopted  the  policy  of  making  loans  only 
on  distressed  property,  and  if  the  owner  was  behind  on  his  payments 
it  would  not  appear  likely  to  me  that  in  many  instances  it  would  be 
able  to  reduce  the  amount  of  the  mortgage,  unless  by  way  of  compro- 
mise of  some  kind,  which,  of  course,  did  take  place  in  some  instances. 

Dr.  Altman.  These  were  mostly  compromise  agreements  I  am  talk- 
ing of.  I  don't  mean  to  imply  that  there  was  any  payment  made  by 
the  mortgagor.  This  face  was  reduced  according  to  these  estimates 
by  about  $200,000,000  in  the  process  of  transferring  mortgages  from 
the  original  holders  to  the  H.  O.  L.  C.  The  same  process  took  place 
with  respect  to  other  types  of  mortgages,  but  we  simply  don't  have  the 
information  as  to  the  amount  of  reductions  of  face  value  in  such  other 
compromise  agreements,  and  for  that  reason  I  am  not  offering  any 
data  on  that  particular  score. 

The  amount  of  compromise  agreements  couldn't  have  been  very 
great,  because  we  had  about  $22,000,000,000  of  outstanding  mortgages 
as  of  1930,  and  a  reduction  of  $200,000,000  of  the  face  amounts  to 
merely  1  percent  of  the  total. 
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Mr.  O'Connell.  One  of  the  things  to  which  can  be  attributed  the 
reduction  in  nonfarm  mortgages,  then,  from  22.3  billion  in  1930  to 
17.3  billion  in  1937  is  the  matter  of  composition,  or  an  arrangement  by 
which  the  outstanding  mortgage  indebtedness  was  to  some  extent 
reduced,  and  the  only  portion  of  that  as  to  which  you  have  accurate 
data  is  the  H.  O.  L.  C.  portion  of  the  reduction,  which  involves 
$200,000,000. 

Dr.  Altman.  That's  right. 

Dr.  Labin.  May  I  ask  what  the  significance  of  these  figures  on 
outstanding  mortgage  indebtedness  on  American  homes  is?  These 
are  figures  which  represent  the  face  value  of  the  mortgages,  do  they 
not? 

Dr.  Altman.  Yes. 

Dr.  Lubin.  In  other  words,  there  is  no  relationship  between  the 
figure  of  17.3  hundred  millions  for  the  year  1937,  and  the  value  of  the 
assets  behind  them.  In  other  words  it  is  quite  probable,  is  it  not, 
that  between  1929  and  1937  the  actual  market  values  of  these  buildings 
which  are  represented  by  these  mortgages  had  gone  down  markedly, 
but  they  were  not  written  off  in  the  sense  that  inventory  in  a  plant 
would  be  written  off.  The  face  value  remained  just  as  it  previously 
had  been,  irrespective  of  the  fact  that  the  assets  behind  had  deteri- 
orated in  value. 

Dr.  Altman.  That  is  right,  except  that  the  face  value  of  the  mort- 
gage is  important  as  indicating  how  much  individuals  have  to  pay. 
The  fact  that  a  mortgage  may  have  been  $1,000  on  a  $2,000  house  in 
1929,  and  the  value  of  that  house  fell  to  $1,000  in  1937,  still  didn't 
mean  that  if  there  hadn't  been  any  amortization  of  the  mortgage  in 
those  intervening  years  the  person  wouldn't  have  to  pay  $1,000  on 
that  mortgage,  out  of  diminished  assets. 

The  last  factor  I  would  like  to  mention  in  connection  with  the 
decline  in  mortgage  indebtedness  in  1930  is  a  bias  in  the  figures  which 
should  be  taken  into  account  in  any  discussion  of  the  subject.  One 
of  the  holders  of  mortgage  indebtedness  on  one-  to  four-family  nonfarm 
dwellings  consists  of  the  group  of  closed  banks.  We  have  no  data  on 
the  real-estate  holdings  of  closed  banks  throughout  these  years.  As 
a  bank  failed,  the  amount  of  real-estate  holdings  which  it  had  sort  of 
got  lost  in  the  totals.  We  don't  know  which  particular  lending  agency, 
in  which  particular  type  of  lending  agency,  the  real  estate  was  held. 

It  is  estimated  that  in  1937  the  closed  banks  still  held  about  $200,- 
000,000  of  mortgages  on  one-  to  four-family  nonfarm  homes,  about  90 
percent  of  which  had  been  acquired  in  or  prior  to  1934.  Actually, 
then,  the  decline  in  the  mortgage  indebtedness  from  about  $22,300,- 
000,000  in  1930  to  17.3  billion  in  1937  is  exaggerated  to  the  extent 
of  perhaps  several  hundred  million  dollars  through  the  failure  to 
incmde  mortgage  holdings  of  closed  banks.  In  general,  though,  there 
was  a  very  severe  contraction,  amounting  to,  more  than  3}i  billion 
dollars  of  mortgage  indebtedness  from  1930  to  1937. 

(Mr.  Henderson  assumed  the  chair.) 

Dr.  Altman.  May  I  turn,  now,  to  the  general  question  as  to  who 
holds  the  mortgage  debt  upon  one-  to  four-family  nonfarm  homes? 

The  chart  sets  forth  the  holders  of  this  debt  in  1929  and  in  1937.1 
In  1929  you  will  notice  that  of  a  total  outstanding  debt  of  21.7 
billions,  7  billions  was  held  by  the  savings  banks  and  loan  associa- 

'  See  "Exhibit  No.  626,"  Hearings,  Part  IX,  p.  4094. 
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tions;  3.2  billions  was  held  by  the  mutual  savings  banks;  2%  billions 
by  commercial  banks;  1.7  billions  held  by  the  life-insurance  companies; 
and  7.2  billions  held  by  individuals  and  all  other  institutional  holders 
not  previously  included. 

I  think  we  may  summarize  the  situation  at  the  peak  of  the  out- 
standing mortgage  indebtedness  on  one-  to  four-family  nonfarm 
homes  in  1930  in  somewhat  the  following  fashion:  In  1930  about  one- 
third  of  the  debt  on  one-  to  four-family  nonfarm  homes  was  held  by 
the  savings  and  loan  associations.  Another  third  was  held  by  individ- 
uals and  others,  and  the  remaining  third  was  held  by  financial  insti- 
tutions, including  the  commercial  banks,  the  life-insurance  companies, 
and  the  mutual  savings  banks. 

By  1937,  when  the  debt  had  been  reduced  to  17.3AhiUions,  we  find 
that  the  H.  O.  L.  C,  which  had  come  into  the  picture  in  the  mean- 
time, had  materially  changed  the  situation.  In  1937  the  H.  O.  L.  C. 
held  2.4  billions,  or  14  percent  of  the  outstanding  mortgage  debt. 
Individuals  and  others  continued  to  hold  about  a  third  of  the  out- 
standing mortgage  debt,  though  the  amount  they  held  had  been 
reduced  from  7.2  billions  in  1929  to  6  billions  in  1937. 

The  share  of  the  savings  and  loan  associations  in  the  total  had  been 
materially  reduced  from  about  one-third  in  1930  to  about  one-fifth  in 
1937,  and  the  share  of  the  financial  institutions,  though  diminished  in 
volume,  in  absolute  amount  that  is,  continued  to  remain  at  about 
one-third  of  the  total  outstanding  mortgage  indebtedness. 

Dr.  Lubin.  Is  it  fair  to  assume  from  those  figures  that  of  the  total 
decline,  which  you  said  was  approximately  three  and  one-half  billions 
of  dollars  in  the  value  of  outstanding  mortgages  on  these  homes,  that 
of  that  total  amount,  two  billion  four  hundred  million  have  been  taken 
over  by  the  H.  O.  L.  C?  In  other  words,  thereby  concluding  that 
only  a  billion  and  a  half,  approximately,  or  less  than  a  billion  and  a, 
half  of  the  decline,  is  attributable  to  taking  over  properties  and  things 
of  that  sort? 

Dr.  Altman.  I  don't  think  one  can  say  that.  There  was  a  general 
decline  of  mortgage  indebtedness  from'  22  billions  in  -1930  to  17.3 
billions  in  1937.  Along  with  this  general  decline  went  a  transfer  of 
debt  to  the  amount  of  2.4  billions  to  the  H.  O.  L.  C. 

Acting  Chairman  Hendekson.  The  decline  was  accounted  for  by 
the  fact  that  new  mortgages  that  were  being  placed  were  not  receding 
at  the  same  rate  in  the  period  leading  up  to  1929,  and  the  payments  on 
the  outstanding  22  billion  as  of  1929  were  continuing.  There  was  a 
considerable  liquidation  there. 

Dr.  Altman.  That's  right,  Commissioner  Henderson.  Those  are 
two  of  the  factors  included  in  the  five  that  I  was  discussing  previously 
as  accounting  for  the  decline  in  mortgage  debt. 

Mr.  O'Connell.  Have  you  any  figures  on  the  relative  importance 
of  F.  H.  A.  insured  mortgages  in  the  total  amount  of  mortgages  out- 
standing, and  the  volume  of  such  mortgages  as  being  currently 
written? 

Dr.  Altman.  To  answer  the  first  question  first,  Mr.  O'Connell,  in 
1937  there  was  an  estimated  volume  of  outstanding  mortgage  indebted- 
ness on  one-  to  four-family  nonfarm  homes  amounting  to  17.3  billions. 
Of  this  total,  828  millions  consisted  of  mortgages  insured  by  the  F.  H. 
A.,  so  that  4.8  percent  of  the  outstanding  mortgage  indebtedness  on 
one-  to  four-family  nonfarm  homes  was  insured  by  the  F.  H.  A.  at  the 
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end  of  1937.  This  percentage  had  risen  rapidly  from  the  preceding 
years.  It  was  only  one-half  of  1  percent  in  1935  and  2.3  percent  in 
1936.1  . 

So  far  as  the  volume  of  mortgages  currently  written  is  concerned, 
we  find  the  following: 

In  1937  the  total  amount  of  mortgage  loans  made  on  one-  to  four- 
family  nonfarm  homes  amounted  to  2.4  billion  dollars.  Of  this 
amount,  424  million  dollars  was  insured  by  the  F.  H.  A.,  so  that  in 
1937  one  may  say  that  of  the  volume  of  new  business  currently  done 
in  this  field,  17.6  percent  was  insured.  In  1938  the  volume  of  mort- 
gage loans  made  on  one-  to  four-family  nonfarm  homes  was  2.4  billion 
dollars,  of  which  473  million  dollars  was  insured  by  the  F.  H.  A.,  so 
that  approximately  20  percent  of  the  total  was  insured  by  the  F.  H.  A.8 

It  is  important  to  note,  however,  that  the  percentages  of  new 
business  insured  by  the  F.  H.  A.  vary  very  much  as  among  the  differ- 
ent institutions  in  the  mortgage  field.  For  example,  if  we  turn  to  1937 
we  discover  that  45.6  percent  of  the  new  mortgages  written  on  one-  to 
four-family  nonfarm  homes  by  commercial  banks  were  insured. 
Twenty  percent  of  the  new  business  of  the  life-insurance  companies 
was  insured;  10  percent  of  the  business  of  the  mutual  savings  banks 
was  insured;  7.6  percent  of  the  building  and  loan  associations  was 
insured.3 

In  other  words,  then,  not  all  institutions  participated  in  insurance 
to  the  same  degree. 

In  1938  v  e  find  substantially  the  same  figures.  Commercial  banks 
wrote  $560,000,000  of  mortgages  on  one-  to  four-family  nonfarm 
homes,  of  which  45  percent  was  insured;  the  life-insurance  companies 
wrote  $237,000,000  worth  of  mortgages  on  the  same  type  of  property, 
of  which  16.5  percent  was  insured.  The  mutual  savings  banks  wrote 
$105,000,000  of  mortgages,  of  which  11  million,  or  10.5  percent,  was 
insured.  On  the  whole,  for  all  the  lenders  in  1938,  20  percent  of  the 
new  business  was  insured.3 

In  order  to  clarify  this  I  would  like  to  submit  for  the  record  tables 
covering  the  particular  material  I  have  been  discussing.  The  first  one 
is  called  "Amount  of  mortgages  on  urban  one-  to  four-family  homes 
held  by  various  lending  agencies,  and  amount  and  percentage  of  such 
holdings  insured  by  the  F.  H.  A.  1935-37." 

(Representative  Reece  returned  to  the  chair.) 

Mr.  O'Connell.  I  should  like  to  offer  the  table. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  858"  and  is  in- 
cluded in  the  appendix  on  p.  5483.) 

Dr.  Altman.  The  second  is  called  "New  mortgage  loans  on  one-  to 
four-family  nonfarm  homes  made  by  various  lending  agencies,  amount 
of  these  loans  insured  by  the  F.  H.  A.  and  percentage  of  insured  loans 
to  total  loans,  1935-38." 

Mr.  O'Connell.  I  should  like  to  offer  this. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  859"  and  is  included 
in  the  appendix  on  p.  5484.) 

Dr.  Altman.  It  may  be  interesting  to  indicate  the  relative  impor- 
tance of  the  different  types  of  mortgage-lending  agencies  in  the  picture 

1  See  "Exhibit  No.  858,"  appendix,  p.  5483. 
»  See  "Exhibit  No.  859,"  appendix,  p.  54»4. 

»  Thirl. 
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at  the  present  time.  I  will  take  the  year  1938.  In  1938  the  total 
volume  of  mortgages  written  was  about  2.4  billion  dollars.  The  rela- 
tive shares  in  the  total  written  by  the  various  agencies  are  as  follows: 
The  commercial  banks  wrote  a  little  less  than  a  quarter;  the  life-insur- 
ance companies,  10  percent;  the  building  and  loan  associations,  30  per- 
cent; and  individuals  and  others,  28  percent. 

In  other  words,  then,  the  individuals  and  others  continued  to  be  a 
very  important  factor  in  this  mortgage  market  and  wrote  slightly  less 
than  one-third  of  the  new  business  in  1938. 

To  present  this  material  in  tabular  form,  I  offer  the  table  called 
"Absolute  and  percentage  distribution,  by  lending  agencies,  of  new 
mortgage  loans  on  one-  to  four-family  nonfarm  homes,  1935-38." 

Mr.  O'Connell.  I  should  like  to  offer  this  table. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  860"  and  is  included 
in  the  appendix  on  p.  5484.) 

Mr.  O'Connell.  When  you  refer  to  new  mortgages,  do  you  mean  all 
mortgages  written  or  mortgages  on  new  homes  constructed? 

Dr.  Altman.  All  mortgages  written  within  the  year,  regardless  of 
purpose. 

Mr.  O'Connell.  Is  there  any  way  of  determining  how  many  new 
mortgages  were  written  for  new  construction? 

Dr.  Altman.  Yes,  there  is. 

Acting  Chairman  Reece.  The  loans  made  by  savings  and  loan  asso- 
ciations and  other  institutions  of  that  type  include  the  F.  H.  A.  insured 
loans? 

Dr.  Altman.  Yes,  whether  insured  by  the  F.  H.  A.  or  not,  they 
would  be  included  in  the  table  I  just  offered  for  the  record,  though  the 
preceding  table,  Congressman  Reece,  gives  the  share  of  total  new 
business  by  each  lending  agency  insured  by  the  F.  H.  A. 

To  answer  the  question,  Mr.  O'Connell,  as  to  the  amount  and  pro- 
portion of  loans  going  for  new  construction  and  of  the  amount  in  pro- 
portion of  loans  going  for  other  purposes,  I  may  say  that  in  1938  of  the 
total  volume  of  2.4  billion  dollars  of  new  mortgages  written  on  one-  to 
four-family  nonfarm  homes,  only  748  million,  or  32  percent,  went  for 
construction.  The  remainder  went  for  other  purposes  which  would 
include  refinancing,  home  purchase,  reconditioning,  and  any  other  fac- 
tor other  than  construction. 

Mr.  O'Connell.  Is  that  1937? 

Dr.  Altman.  1938.  In  1937  the  percentages  of  new  portion  for 
construction  was  29  percent;  in  1936  it  was  27  percent.  In  1930  it 
was  18  percent.  To  summarize  this  material  I  would  like  to -introduce 
into  the  record  a  table  called  "The  estimated  amounts  of  mortgage  loans 
made  during  each  year  on  one-  to  four-family  nonfarm  homes,  and  the 
distribution  of  this  total  between  loans  for  construction  and  for  other 
purposes,  1925  to  1938." 

Mr.  O'Connell.  I  would  like  to  offer  this. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  861"  and  is  included 
in  the  appendix  on  p.  5485.) 

Dr.  Altman.  It  is  interesting  to  look  at  the  uses  to  which  F.  H.  A. 
insured  mortgages  have  been  put.  Previously  I  was  dealing  with  all 
mortgages,  whether  insured  or  not.  For  the  period  through  December 
31,  1938,  we  find  that  the  F.  H.  A.  made  363,908  mortgages,  of  which 
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188,000  were  made  upon  new  homes  "and  175,000  upon  existing  homes. 
Or,  in  other  words,  about  51  percent  of  the  new  mortgages  insured  by 
the  F.  H.  A.  were  made  upon  new  homes. 

If  we  turn  to  the  value  side  of  the  picture  to  investigate  the  value 
of  the  mortgages  insured  by  the  F.  H.  A.  vre  discover  that  one  and  a 
half  billion  dollars  of  loans  were  insured  oy  the  F.  H.  A.  through 
December  31,  1938.  Of  this  total  $878,000,000  was  placed  upon  new 
homes  and\$651, 000,000  upon  existing  homes,  so  that  approximately 
57  percent  of  the  total  F.  H.  A.  insured  mortgages  was  placed  upon 
new  homes. 

Mr.  Henderson.  In  other  words,  the  mortgages  on  the  new  homes 
tended  to  be  slightly  higher  than  the  mortgages  on  the  old  homes? 

Dr.  Altman.  Yes. 

Mr.  Henderson.  That  is  what  the  record  shows? 

Dr.  Altman.  Yes,  by  number  of  mortgages  51  percent,  slightly 
more  than  half,  was  upon  new  homes;  by  value,  57  percent  was  upon 
new  homes.  To  summarize  this  material  I  would  like  to  offer  a  table 
called  the  "Distribution  by  new  homes  and  existing  homes  of  new 
mortgages  accepted  for  insurance  by  the  F.  H.  A.  through  December 
31,  1938." 

Mr.  O'Connell.  I  should  like  to  offer  this. 

Acting  Chairman  Reece.  It  may  be  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  862"  and  is 
included  in  the  appendix  on  p.  5485.) 

Mr.  Chawner.  May  we  ask  a  question  on  the  current  activity? 
I  understand  for  the  year  1938  the  percentage  developed  on  new 
property  was  considerably  higher.  Do  you  have  the  figures  for  the 
year  just  passed? 

Dr.  Altman.  I  don't  have  the  figures  for  any  period  shorter  than 
the  period  from  the  inception  of  the  F.  H.  A.  through  December  31, 
1938. 

Mr.  O'Connell.  Dr.  Altman,  I  should  like  to  ask  you  just  one  or 
two  general  questions  on  interest  rates.  Could  you  give  us  any 
general  information  on  the  difference  between  contract  rates,  so- 
called,  and  effective  rates,  speaking  of  interest  rates,  on  mortgages? 

Dr.  Altman.  One  of  the  pitfalls  in  the  field  of  trying  to  discover 
what  the  interest-rate  structure  upon  one-  to  four-family  nonfarm 
homes  is  the  fact  that  the  mortgages  carry  a  certain  rate  of  interest 
upon  their  face;  which  may  be  5  or  6  or  some  other  percent,  but  this 
percentage  is  called  the  contract  rate  of  interest.  On  the  other  hand, 
there  are  various  expenses  involved  in  getting  mortgages,  such  as 
fees  and  brokerage  and  perhaps  expenses  of  one  kind  or  another, 
perhaps  renewal  commissions  of  one  type  or  another,  depending 
upon  who  makes  the  loans  and  where  the  loan  was  made,  so  that  actu- 
ally the  cost  to  the  borrower  is  greater  than  is  indicated  by  the  face 
value  of  the  interest  rate  shown  in  the  mortgage  itself. 

In  order  to  determine  what  the  cost  to  the  borrower  actually  is, 
one  should  take  into  account  all  these  additional  expenses  involved 
in  carrying  and  servicing  the  loan.  The  figure  that  indicates  what 
the  cost  of  the  loan  actually  is  to  the  borrower  is  called  the  effective 
rate  of  interest  which  takes  into  account  both  the  contract  rate  of 
interest  and  such  expenses  as  are  involved  in  carrying  the  loan, 
taking  into  consideration  the  length  of  the  loan,  the  length  or  maturity 
of  the  loan. 
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Mr.  O'Connell.  As  I  understand  it,  the  contract  rate  is  the  stated 
rate  of  the  mortgage. 

Dr.  Altman.  That  is  right. 

Mr.  O'Connell.  The  effective  rate  is  the1  actual  cost  to  the  bor- 
rower and  it  would,  I  take  it,  almost  invariably  be  higher  tnaft  the 
contract  rate  because  it  would  include  things  not  included  in  the 
contract  rate.. 

Dr.  Altman.  That  is  right,  and  it  would  invariably  be  higher. 

Mr.  O'Connell.  I  take  it  also  in  many  cases  the  effective  rate  is 
a  thing  that  might  not  be  known  until  the  mortgage  had  been  paid. 

Dr.  Altman.  That  is  right,  because  sometimes  you  have  contin^ 
gent  charges  based  upon  the  fact  that,  for  example,  you  may  be 
delinquent  for  a  month  or  2  months  in  your  payment  and  that  may 
entail  a  penalty.  What  the  mortgage  actually  cost  the  borrower 
depends  upon  whether  during  the  life  of  the  mortgage  he  met  all  his 
payments  on  time  or  was  delinquent  one  or  two  times  for  a  month  or 
two  on  his  mortgage-interest  payments. 

Mr.  O'Connell.  You  haven't  any  accurate  information  on  what 
the  effective  interest  rates  have  been  or  what  the  trend  has  been  in 
recent  years? 

Dr.  Altman.  Jt  is  extremely  difficult  to  offer  any  very  satisfactory 
information  on  what  the  interest  rate  structure  on  mortgages  covering 
one-  to  four-family  nonfarm  homes  is  at  the  present  time  or  has  been 
in  the  past.  It  is  easy  to  note  from  the  discussion  of  effective  interest 
rates  that  has  just  been  concluded  that  it  is  very  difficult  to  determine 
just  what  the  charges  are,  and  no  really  thoroughgoing  surveys  of  the 
situation  have  been  made.  I  have  collected  a  few  scattered  bits  of 
information,  not  all  of  which  are  precisely  on  the  same  basis,  so  that 
comparability  is  difficult,  but  the  available  evidence  seems  to  indicate 
that  there  has  been  a  substantial  decline  in  effective  interest  rates  on 
mortgages  covering  the  one-  to  four-family  nonfarm  homes  in  recent 
years. 

In  1931  a  compilation  was  made  of  the  effective  interest  rates 
charged  by  savings  and  loan  associations.  This  compilation  was 
based  upon  reports  that  were  made  to  the  finance  committee  of  the 
President's  Conference  on  Home  Building  and  Home  Ownership.  As 
of  1934,  a  survey  was  made  covering  52  cities  by  Mr.  David  L. 
Wickens.  These  data  were  compiled  and  published  in  a  volume  called 
Financial  Survey  of  Urban  Housing. 

As  of  1936  a  survey  was  made  by  the  Federal  Home  Loan  Bank 
Board  covering  the  effective  rates  charged  by  Federal  savings  and  loan 
associations. 

I  have  compiled  these  series  into  a  table  called  "Effective  interest 
rates  charged  by  savings  and  loan  associations  in  1931,  all  lenders  in 
52  cities  in  1934,  and  Federal  savings  and  loan  associations  in  1936," 
and  this  table  I  would  now  like  to  introduce  into  the  record. 

Acting  Chairman  Reece.  It  may  be,  admitted. 

(The  table  referred  to  was  marked  "Exhibit  No.  863"  and  is  included 
in  the  appendix  on  p.  5485.) 

Dr.  Altman.  It  is  evident  from  this  table  that  in  district  1,  for 
example  (I  am  using  the  districts  as  adopted  by  the  Federal  Home 
Loan  Bank  Board  reports),  including  Connecticut,  Maine,  Massa- 
chusetts, New  Hampshire,  and  Vermont,  the  effective  interest  rate 
charged  by  savings  and  loan  associations  in  1931   was  6.5  percent. 

.124491 — 40— pt.  11 r9 
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The  Wiokens  study  showed  that  in  the  same  district  the  effective 
interest  rate  charged  by  all  lenders  in  1934  was  5.88  percent.  The 
Federal  Home'  Loan  Bank  Board  report  indicates  that  by  1936  the 
rate  was  5.7  percent  as  charged  by  Federal  savings  and  loan  associa- 
tions. 

As  you  go  through  the  various  districts  into  which  the  country  is 
divided  you  find  similar  though  not  equal  reductions  in  effective  in- 
terest rates  from  1931  through  1936.  The  greatest  absolute  decreases 
took  place  naturally  enough  in  those  districts  which  had  the  highest 
rates  in  1931.  District  10,  for  example,  which  includes  Colorado, 
Kansas,  Nebraska,  and  Oklahoma,  had  an  effective  interest  rate 
charged  by  savings  and  loan  associations  in  1931  of  9.4  percent.  The 
Wickens  study  indicated  that  the  effective  rate  was  7.12  percent  in 
1934,  and  the  Federal  Home  Loan  Bank  Board  indicated  that  this 
rate  was  about  7  percent  in  1936.  I  can't  stress  too  greatly,  however, 
the  fact  that  these  data  are  not  strictly  comparable  and  that  there  is 
no  really  good  series  for  the  United  States  or  for  any  part  of  the  United 
States  indicating  what-  the  decline  in  interest  rates  has  been  in  recent 
years. 

The  difficulty  in  all  this  presentation  of  rates  is  that  you  are  really 
not  dealing  with  a  comparable  commodity  through  time.  In  one  year 
the  interest  rates  may  reflect  mortgages  based  upon  60  percent  of  the 
appraised  value ;  in  recent  years  the  percentage  of  the  appraised  value 
has  tended  to  rise,  so  that  now  you  are  dealing  with  loans  made  upon 
75  or  80  or  85  percent  of  the  appraised  value.  In  addition,  the  ma- 
turity has  changed,  the  amortization  provisions  have  changed,  and 
the  expenses  have  changed. 

Mr.  Henderson.  And  the  insurance  factor  has  entered. 

Dr.  Altaian.  And  the  insurance  factor  has  entered  into  the  picture, 
so  it  is  extremely  difficult  to  state  what  the  effective  interest  rate  is. 
Before  I  say  that  I  should  add  that  in  addition  you  are  faced  with  a 
wide  diversity  of  conditions  throughout  the  United  States.  The 
mortgage  market  is  an  extremely  diversified,  localized  market,  so  that 
there  is  no  one  rate  which  states  what  the  situation  is  in  any  one  State 
or  even  in  any  one  city. 

As  a  result  of  all  this,  it  is  an  extremely  difficult  statistical  problem 
to  determine  what  the  effective  rate  structure  is,  and  of  course  it  is 
even  more  difficult  to  establish  the.  changes  in  effective  rate  structures 
through  time. 

Acting  Chairman  Reece.  How  does  the  appraised  value  affect  the 
interest  rate? 

T)r.  Altman.  It  affects  the  interest  rate  through  t-he  risk.  That  is 
to  ^say,  if  you  have  a  loan  made  upon  a  property  to  the  extent  of  50 
percent  of  its  appraised  value,  the  risk  is  substantially  less  than  if  the 
loan  is  made  upon  80  percent  of  its  appraised  value.  Now,  so  far  as 
the  home  owner  is  concerned,  it  affects  him  in  the  following  way:  If  a 
homb  owner  built  or  bought  a  house,  let's  say,  on  which  there  is  a 
first  mortgage  of  50  percent  of  the  appraised  value,  you  have  a  certain 
effective  rate.  He  may  put  in  a  20-percent  equity.  That  leaves  30 
percent  to  be  financed  by  a  second  or  third  mortgage.  The  interest 
cost  td  ^he^wner  of  the  house,  the  effective  interest  cost,  which  is  the 
only  thing  "ue  is  interested  in,  consists  in  the  amount  of  money  he  has 
to  pay  onVth  mortgages  over  and  above  his  equity.  Now,  if  you  have 
a  first  mortgage  to  the  extent  of  80  percent  of  the  appraised  value, 
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there  is  no  need  for  second  and  third  mortgages,  so  that  as  you  step 
up  the  percentage  of  first  mortgages  to  the  appraised  value  of  the 
property  you  increase  the  risk  factor  involved  in  first  mortgages  and 
at  the  same  time  you  reduce  the  cost  to  the  owner  of  the  property 
because  of  the  fact  that  you  eliminate  the  necessity  of  paying  higher 
interest  charges  upon  second  and  third  mortgages.  In  other  words, 
then,  I  should  think  that  what  we  would  need  in  this  particular  situa- 
tion would  be  a  thoroughgoing  study  to  determine  what  it  costs  a 
typical  mortgagor  in  various  parts  of  the  country  at  various  times  to 
finance  his  home  ownership,  taking  into  account  the  fact  that  the 
relative  importance  of  first,  second,  and  third  mortgages  has  changed 
through  time. 

Mr.  Henderson.  Taking  into  account  also  the  fact  that  the  second 
mortgage  is  a  very  expensive  mortgage  to  obtain  on  account  of  fees 
and  charges  which  are  added  to  it. 

Dr.  Altman.  Yes. 

Mr.  Henderson.  Which  are  not  always  computed  in  the  interest 
rate  itself. 

Dr.  Altman.  Exactly. 

Mr.  Henderson.  The  difference  in  the  effective  rate  on  the  90- 
percent  mortgage,  the  first  mortgage,  compared  with  the  rate  on  the 
50-percent  mortgage,  with  a  second  and  probably  a  third  mortgage, 
in  the  old  days  was  tremendous.  Sometimes  a  mortgage  of  85  to  90 
percent  had  a  rate  of  7  r  7.5  or  8  percent.  That  would  be  much 
cheaper  for  the  borrowf  ohan  a  nominal  rate_on  the  first  mortgage 
of,  say,  6  percent,  witL  fhe  additional  expense  of  second  and  third 
mortgages. 

Dr.  Altman.  Yes.  To  summarize  what  you  have  said,  Commis- 
sioner, with  respect  to  the  material  I  have  introduced,  when  you  indi- 
cate that  the  effective  rate  was  6.5  in  1931  for  .district  1  and  5.7 
percent  in  1936,  the  decline  in  the  cost  to  the  borrower  may  actually 
have  been  greater  than  is  indicated  by  this  situation  because  in  the 
latter  year  it  was  unnecessary  for.  him  to  go  into  the  market  and  get 
a  second  or  a  third  mortgage. 

Mr.  Henderson.  Well,  apart  from  the  statistics,  if  you  had  to 
make  your  best  guess,  you  would  say,  would  you  not,  that  there  had 
been  a  downward  trend  in  the  effective  rate? 

Dr.  Altman.  There  has  been  a  downward  trend  in  the  effective 
rate  on  first  mortgages  and  this  downward  trend  is  even  greater  than 
has  been  indicated  through  the  fact  that  the  percentage  that  the  first 
mortgages  represent  of  the  appraised  value  has  gone  up. 

Acting  Chairman  Reece.  Has  there  been  much  loss  on  first  mort- 
gages in  the  past? 

Dr.  Altman.  I  don't  know.  That  is  a  very  difficult  question  to 
answer. 

Acting  Chairman  Reece.  I  had  in  mind  my  recollection  of  a  state- 
ment that  one  of  the  witnesses  made  yesterday  with  reference  to  life- 
insurance  companies  in  particular  which  as  I  recall  was  to  the  effect 
that  there  had  not  been,  that  while  the  institution  held  a  good  deal 
of  property,  when  it  was  sold  it  usually  brought  the  amount  of  the 
mortgage  plus  expenses.     I  am  not  sure  my  recollection  is  correct. 

Dr.  Altman.  I  am  not  prepared  to  say.  There  is  such  a  diversity 
in  this  field,  because  some  of  the  agencies  lend  more  strictly  than  others, 
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they  lend  to  different  types  of  property  and  different  size  mortgages. 
Then  you  have  the  additional  factors  that  the  future  trend  of  prices 
influences  the  amount  of  loss  that  they  take;  the  amount  of  service 
that  they  are  prepared  to  extend  to  the  property  varies.  I  would  not 
be  prepared  to  make  any  general  statement  as  to  what  the  losses  were. 

Mr.  Henderson.  From  your  study,  however,  of  the  mortgages 
held  by  various  types  of  agencies,  would  you  conclude  that  all  the 
losses  that  have  taken  place  have  not  been  realized  or  written  off  yet? 

Dr.  Altman.  That  would  be  a  guess  not  supported  by  any  of  the 
material  I  have  introduced  so  far.  I  should  suspect  that  there  prob- 
ably are  some  unrealized  losses  with  regard  to  existing  mortgage  debt, 
that  whether  these  losses  will  ever  be  taken  or  not  depends  upon  what 
the  future  trend  of  real-estate  values  will  be.  If  real-estate  values 
rise,  the  present  unrealized  losses  may  never  have  to  be  taken.  If 
they  fall,  we  will  not  only  have  to  take  some  of  the  unrealized  losses 
as  they  exist  at  the  present  time  but  take  c  'lers  that  aren't  even  on 
the  books. 

Mr.  Henderson.  When  you  get  a  substantial  institution  which  can 
carry  a  mortgage  in  default  for  a  long  period,  it  is  the  hope  that  it 
will  come  back.  You  do  have  a  certain  amount  of  unrealized  loss 
carried  because  of  the  strength  of  the  institution  which  carries  it. 

Dr.  Altman.  Yes.  I  should  say  that  in  general  to  the  extent  that 
you  have  an  institution  which  can  finance  and  carry  real-estate  hold- 
ings over  a  long  period  of  time,  the  chances  are  better  that  they  can 
emerge  from  that  situation  without  taking  any  loss  either  on  the 
properties  they  acquire  or  on  the  mortgages  they  hold  than  if  they 
would  have  to  liquidate  on  a  distressed  market. 

Mr.  O'Connell.  I  have  no  further  questions  of  this  witness. 

Mr.-CHAWNER.  On  the  point  that  Mr.  Henderson  was  just  discuss- 
ing, wouldn't  you  say  that  the  worth  of  the  mortgage  is  not  determined 
by  the  income  of  a  given  year  and  that  one  has  to  consider  the  income 
and  the  worth  of  the  property  underlying  the  mortgage  over  a  given 
period?  If  in  1933  it  had  been  necessary  to  sell  many  properties  or 
to  estimate  their  worth  on  the  basis  of  the  current  income,  in  many 
cases  it  would  have  been  less  than  nothing,  but  the  value  or  the  worth 
of  these  underlying  mortgages  depends  upon  income  of  the  properties 
over  a  given  period  of  years,  so  that  what  the  life-insurance  companies 
have  attempted  to  do  is  to  take  over  these  properties,  not  force  them, 
but  to  settle  in  a  more  favorable  market  when  the  income  and  the 
value  of  the  property  is  higher.  That  is  the  very  nature  of  the  case, 
is  it  not,  in  a  mortgage  obligation? 

Dr.  Altman.  That  must  necessarily  be  so.  If  you  have  a  property 
which  is  capable  of  giving  income,  or  its  equivalent,  service,  to  some- 
one or  other  over  a  period  of  20  years,  the"  value  of  that  property  con- 
sists of  the  value  of  all  its  future  services,  of  all  its  future  income,  and 
not  merely  of  the  incomes  in  any  one  year.  It  would  be  a  great  mistake 
to  value  a  property  that  would  last  20  years  by  the  income  that  it 
would  give  this  year  or  next  year  or  merely  for  the  next  3  years. 

Mr.  Henderson.  To  add  to  that,  of  course  with  a  declining  rate 
of  return  on  other  kinds  of  investment,  a  declining  income  even  in 
one  period  might  make  a  property  a  valuable  asset  for  an  insurance 
company  or  a  savings-bank  mstitution  to  maintain.  Even  though 
the  stipulated  rate  of  interest  is  not  paid  on  the  mortgage  it  may 
recapture  enough  to  make  it  a  more  favorable  investment  than  the 
securities  of  municipalities  or  the  Federal  Government. 
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Dr.  Altman.  The  relative  attractiveness  of  mortgages  in  the  in- 
vestment of,  say,  life-insurance  companies  depends  upon  what  other 
things  they  can  put  their  money  into.  The  mere  fact  that  the  con- 
tract rate,  let  us  say,  upon  a  mortgage  has  fallen  from  5  to  4.5  percent 
doesn't  mean  that  mortgages  are  necessarily  less  attractive  than  they 
were  in  the  preceding  period  if  at  the  same  time  the  yield  on  Jugh- 
grade  bonds  falls  from  4  to  2  percent,  so  that  you  may  find  yourself 
in  the  incongruous  position  of  finding  that  mortgages — I  am  not  saying 
that  this  is  so — I  am  discussing  a  hypothetical  situation — are  rela- 
tively a  more  attractive  investment  despite  the  fact  that  the  yield  on 
mortgages  has  fallen,  because  the  yield  on  other  securities  has  fallen 
more. 

Acting  Chairman  Reece.  Are  there  any  other  questions? 

(The  witness,  Dr.  Altman,  was  excused.) 

Mr.  O'Connell.  I  should  like  to  call  Mr.  R.  R.  Rogers. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony you  shall  give  in  this  proceeding  shall  be  the  truth,  the  whole  . 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Rogers.  I  do. 

TEST-MONY   OF  R.   R.   ROGERS,  VICE  PRESIDENT,   PRUDENTIAL 
INSURANCE  CO.,  NEWARK,  N.  J. 

ANALYSIS    OF   THE    FACTORS    DETERMINING    INTEREST    RATES 

Mr.  O'Connell.  Mr.  Rogers,  will  you  state  your  name  and  address 
for  the  record? 

Mr.  Rogers.  R.  R.  Rogers,  Newark,  N.  J. 

Mr.  O'Connell.  You  are  ar  vice  president  of  the  Prudential 
Insurance  Co.? 

Mr.  Rogers.  That  is  correct. 

Mr.  O'Connell.  And  for  the  past  11  years  in  charge  of  their 
mortgage-loan  department.     Is  that  correct? 

Mr.  Rogers.  Substantially  correct.  The  last  4  or  5  years  .in 
charge;  prior  to  that  second  in  command. 

Mr.  O'Connell.  I  should  like  to  ask  you  a  couple  of  general 
questions  along  the  line  of  some  of  the  testimony  that  was  introduced 
in  the  past  3  or  4  days  before  going  to  the  thing  that  we  wish  to  discuss 
in  detail,  the  finance  charges  and  interest  rates. 

Are  you  in  accord  with  the  view  expressed  by  a  number  of  previous 
witnesses  that  there  is  an  actual  need  for  new  dwelling  accommoda- 
tions on  the  one  hand  and  that  there  are  large  accumulations  of  in- 
dividual savings  seeking  investment  on  the  other? 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  You  have  no  quarrel  with  that  general  proposi- 
tion. Are  you  also  in  accord  with  the  view  expressed  by  previous 
witnesses  that  the  construction  industry  is  not  at  the  present  time 
supplying  any  substantial  amount  of  adequate  dwelling  accommoda- 
tions for  persons  in  the  so-called  middle-income  group,  by  which  I 
mean  persons  or  families  having  an  income,  of  less  than  $2,000  a  J  .  sr? 

Mr.  Rogers.  Correct. 
~-  Mr.  O'Connell.  Do  you  believe,  from  your  experience,  .that  there 
has  beep  a  moderate  increase  in  residential  construction  over  the 
past  3  years? 

Mr.  Rogers.  Yes. 
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Mr.  O'Connell.  To  what  do  you  attribute  this  increase? 

Mr.  Rogers.  I  would  say  first  probably  to  the  influence  of  F.  H.  A. 
insured  loans  up  to  80  or  90  percent  of  the  appraised  value.  The 
normal  increase  in  residential  building  from  necessity  or  from  choice, 
a  substantial  reduction  in  interest  rates  on  mortgage  loans  combined 
with  corresponding  decreases  in  initial  financing  charges.  And 
fourth,  long-time  self -amortizing  loans  reducing  the  annual  cost  of  the 
debt  service.  .  I  don't  know  in  what  order  they  come,  but  I  would  say 
that  the  F.  H.  A.  insured  loans  probably  come  first. 

Mr.  O'Connell.  Well,  now  ail  of  the  factors  that  you  have  men- 
tioned other  than  the  one  related  to  what  you  call  necessitous  build- 
ing seem  to  be  factors  which  have  had  a  bearing  on  cost,  is  that 
correct? 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  You  refer  to  F.  H.  A.  loans? 

Mr.  Rogers.  That  is  right. 

Mr.  O'Connell.  F.  H.  A.  loans. 

Mr.  Rogers.  Cost  or  margin,  I  would  say  the  narrow  margin  of 
security  and  the  large  margin  of  loans,  that  wouldn't  have  anything 
to  do  with  cost. 

Mr.  O'Connell.  I  don't  know,  I  am  asking  you. 

Mr.  Rogers.  I  would  say  that  80  or  90  percent  loans  being  insured 
by  the  F.  H.  A.  has  nothing  to  do  with  the  cost. 

Mr.  O'Connell.  But  must  it  not  be  it  produces  more  prospective 
home  owners  because  it  opens  the  market  for  persons  who  could  not 
finance  the  construction  of  a  home  before. 

Mr.  Rogers.  That  is  right. 

Mr.  O'Connell.  In  that  sense  it  is  hitting  a  group  or  demand 
that  was  not  satisfied  or  could  not  be  satisfied  before? 

Mr.  Rogers.  Oh,  yes. 

Mr.  O'Connell.  In  that  respect  it  affects  the  cost  I  should  think. 

Mr.  Rogers.  Well,  perhaps  it  does;  perhaps  it  doesn't.  Let  it 
pass. 

Acting  Chairman  Reece.  Pardon.  Would  you  kindly  remember 
to  talk  into  the  microphone. 

Mr.  O'Connell.  Not  considering  for  the  moment  what  particular 
items  of  cost  any  reduction  could  best  take  place,  in  your  opinion 
would  a  substantial  reduction  in  the  cost  of  home  ownership  con- 
tribute toward  a  further  expansion  in  the  field  of  residential  con- 
struction? 

Mr.  Rogers.  Very  materially. 

Mr.  O'Connell.  Previous  witnesses  have  discussed  costs  from  two 
angles,,  one  being  the  capital  cost  of  a  -house,  the  other  being  what 
they  have  referred  to  as  annual  costs  by  which  I  understand  them 
to  mean  the  amount  per  month  which  it  would  cost  either  the  renter 
or  the  home  owner  to  meet  his  monthly  or  periodic  obligations. 
Those  are  two  somewhat  different  ways  of  approaching  the  cost 
problem.  Have  you  any  belief  or  feeling  as  to  the  relative  importance 
of  the  two? 

Mr.  Rogers.  Will  you  kindly  state  the  question  again?  I  got 
rather  lost  in  the  maze  of  it. 

Mr.  O'Connell.  I  am  sorry.  Witnesses  have  discussed  costs  on 
two  bases,  one  capital  cost  of  the  house,  construction  cost;  the  other 
the  annual  costs. 
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Mr.  Rogers.  Yes;  I  understand  your  question  now.  My  answer 
would  be  that  in  a  rather  wide  experience  of  selling  some  20,000  single- 
family  dwellings  or  duplexes  that  the  first  consideration  is  price,  but 
that  the  carrying-charge  situation  is  very  important.  My  own  ex- 
perience has  been  that  with  the  average  buyer,  his  first  inquiry  was 
the  price;  if  we  can't  satisfy  him  on  the  price  we  can't  in  the  terms; 
that  is  our  own  experience. 

Mr.  O'Connell.  But  if  you  do  satisfy  him  on  the  price,  then  you 
talk  about  the  annual  cost;  I  take  it  that  his  ability  to  acquire  the 
property  is  pretty  directly  related  to  what  it  is  going  to  cost  him  at 
periodic  invervals? 

Mr.  Rogers.  I  say  it  is  very  important. 

Mr.  O'Connell.  It  is  very  important,  but  just  a  question  of  what 
you  consider  first;  you  think  they  talk  of  capital  costs  first;  if  you  get 
over  that  hurdle  you  take  the  annual  cost? 

Mr.  Rogers.  Pretty  much  the  same  as  a  man  buying  an  auto- 
mobile; about  the  first  thing  he  asks  is  the  price  and  then  he  talks 
terms. 

Mr.  O'Connell.  There  is  another  general  question  I  think  you 
might  want  to  answer.  One  of  the  witnesses  who  was  before  the 
committee  yesterday  gave  us  some  figures  relative  to  tire  effect  of 
certain  percentage  reductions  in  various  elements  of  cost.  Now  I 
would  like  to  refer  to  that  testimony  of  Mr.  Davison  which  was  to 
the  effect  that  a  20-percent  reduction  in  material  costs  would  result 
in  a  9.33-percent  reduction  in  monthly  fixed  charges;  that  a  20- 
percent  reduction  in  labor  costs  would  result  in  a  4.67-percent  reduc- 
tion in  monthly  fixed  charges,  and  that  a  20-percent  reduction  in 
interest  and  amortization  would  result  in  a  16.6-percent  reduction 
in  monthly  fixed  charges.1 

Have  you  anything  you  would  care  to  say  about  that  particular 
computation? 

Mr.  Rogers.  No;  I  haven't  had  time  to  study  it  out.  It  is  quite 
an  involved  statement.  However,  Mr.  Fitzgerald,  sitting  beside  me 
here,  is  the  statistician  of  our  mortgage -loan  department  and  after 
hearing  that  testimony  yesterday  I  asked  him  if  he  would  give  some 
study  to  that  yesterday  afternoon  and  evening,  so  that  he  might 
answer  the  question  for  me. 

Mr.  O'Connell.  Is  he  prepared  to  answer? 

Mr.  Rogers.  Yes. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  in  your 
answers  to  questions  in  this  proceeding  you  will  tell  the  truth,  the 
whole  truth,  and  no  tiling  but  the  truth,  so  help  you  God? 

Mr.  Fitzgerald.  I  do. 

TESTIMONY  OF  H.  W.  FITZGERALD,  NEWARK,  N.  J. 

EFFECT    OF    REDUCTION    IN    CAPITAL    COST    AS    COMPARED    TO    SIMILAR 
REDUCTION    IN    INTEREST   RATE 

Mr.  O'Connell.  Would  you  state  your  name  and  address  for  the 
record? 

Mr.  Fitzgerald.  H.  W.  Fitzgerald,  Newark,  N.  J. 
Mr.  O'Connell.  Do  I  need  to  restate  the  question? 

1  See  supra,  p.  4992  et  seq. 
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Mr.  Fitzgerald.  I  think  it  would  be  well  if  you  do,  Mr.  O'Connell. 

Mr.  O'Connell.  A  witness  yesterday  testified  to  the  effect  that  a 
20-percent  reduction  in  material  cost  would  result  in  a  9.33-percent 
reduction  in  monthly  fixed  charges;  that  a  20-percent  reduction  in 
labor  costs  would  result  in  a  4.67-percent  reduction  in  monthly  fixed 
charges;  that  a  20-percent  reduction  in  financing  ccsts,  by  which  I 
understood  him  to  mean  interest  and  amortization,  would  result  in  a 
16.69-percent  reduction  in  monthly  fixed  charges.  I  understand  he 
was  speaking  about  the  single-family  home  on  a  home- ownership 
basis.1 

Now,  the  question  I  asked  Mr.  Rogers  was  as  to  whether  he  had  any 
quarrel  with  the  accuracy,  the  mathematical  accuracy,  of  the  com- 
putations or  if  he  had  anything  he  wished  to  say  commenting  on  this 
calculation. 

Mr.  Fitzgerald.  Mr.  O'Cjnnell,  in  the  first  place  I  would  like  to 
say  that  the  problem  is  of  a  kind  which  involves  a  number  of  relative 
relationships.  For  a  given  set  of  variables  the  calculation  would  pro- 
duce the  percentage  decreases  in  the  carrying  charges  indicated  in 
your  example.  With  every  other  set  of  variables  yotr  would  get  some- 
Vhat  varying  percentage  decreases  in  the  carrying  charges.  Now  to 
comment  further  on  the  problem  in  general,  I  presume  that  when 
you  speak  of  fixed  charges  or  carrying  charges  you  are  talking  specific- 
ally about  interest,  amortization,  taxes,  and  insurance. 

Mr.  O'Connell.  That  is  right,  and  insurance  premium  on  an 
F.  H.  A.  loan,  I  believe,  in  the  example  that  was  used. 

Mr.  Fitzgerald.  Which  would  be  a  comparative^  small  propor- 
tion of  the  total  carrying  charge. 

Mr.  O'Connell.  I  understand  those  are  the  items  included  in  the 
fixed  charges. 

Mr.  Fitzgerald.  Now,  from  the  standpoint  of  the  mathematics  of 
the  thing,  it  should  be  perfectly  obvious  that  inasmuch  as  the  elements 
of  interest  and  amortization  will  constitute  probably  from  80  to  85 
percent  of  the  total  amount  of  carrying  charges,  that  a  20-percent  re- 
duction of  that  major  portion  will  result  in  a  significantly  large  reduc- 
tion of  the  total  carrying  charge.     It  is  a  direct  operation. 

Now,  by  way  of  comparison,  a  20-percent  reduction  of  the  item  of 
material  costs  which  enter  into  the  total  capital  outlay  involved  in 
producing  a  building  will,  when  translated  into  terms  of  the  monthly 
carrying  charge,  necessarily  be  small,  and  that  would  vary  with  the 
varying  proportion  that  material  represents  of  the  total  capital  charge 
from  case  to  case ;  likewise  in  the  case  of  labor. 

Mr.  O'Connell.  Well,  the  example  cited,  the,  material  percentage 
of  capital  cost  is  indicated  to  me  to  be  43.73  percent  and  the  labor 
23.37  percent.  As  you  say,  those  would  undoubtedly  vary.  The 
combination  of  the  two  is  slightly  over  70  percent  for  the  combination 
of  the  two.  I  take  it  that  while  there  might  be  variances  between 
labor  an  material,  the  sum  total  of  the  two  would  probably  not  be  in 
excess  of  70. 

Mr.  Fitzgerald.  Then,  to  generalize,  let  me  put  it  this  way.  The 
percentage  by  which  a  given  percentage  reduction  of  material  costs 
and/or  labor  costs  will  reduce  the  monthly  carrying  charge  will  vary 
with  -the  ratio  of  loan  to  value  of  property  and  it  will  decrease  as  the 
ratio  of  loan  to  value  decreases. 

'  See  supra,  p.  4902  et  seq. 
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Mr.  O'Connell.  Now,  let  me  see  if  I  understand  that.  That  if  the 
loan  were  a  60-percent  loan  instead  of  an  80-percent  loan — I"  believe 
these  calculations  are  based  on  an  80-percent  loan — if  the  loan  were  a 
60-percent  loan,  then  the  16%  percentage  figure,  16.69  figure,  that  we 
refer  to  would  be  decreased,  is  that  right? 

Mr.  Fitzgerald.  Well,  to  give  you  an  example.  If  you  will  permit 
me  to  assume  that  materials  plus  labor  represent  80  percent  of  the 
cost  of  producing  the  building. 

Mr.  O'Connell.  That  is  a  little  high,  but  for  the  purpose  of  the 
example,  I  guess  we  will.  No  evidence  has  been  presented  here  that 
would  indicate  that  in  any  of  the  actual  cases  cited  has  it  been  much 
more,  if  anjr  more,  than  70,  but  if  you  have  an  example  based  on  80 
we  will  go  along  with  that. 

Mr.  Fitzgerald.  And  if  you  will  presume  this  example,  then  a 
20-percent  reduction  in  materials  and  labor  on  a  90-percent  mortgage 
would  reduce  the  carrying  charges  14.4  percent;  on  an  80-percent 
mortgage,  12.8  percent;  on  a  70-percent  mortgage,  11.2  percent,  and 
so  on  down. 

Mr.  O'Connell.  How  much  would  your  reduction  of  20  percent  in 
your  principal  and  interest  payments  reduce  the  carrying  charges  on 
a  90-percent  mortgage? 

Mr.  Fitzgerald.  Well,  I  would  say  that  n  your  interest  and  amor- 
tization approximate  81  percent  of  the  total  carrying  charges,  then  the 
carrying  charges  would  be  reduced  approximately  16  percent  by  a  re- 
duction of  20  percent  in  the  debt  service  part  of  the  carrying  charges. 

Mr.  O'Connell.  I  don't  quite  understand.  My  question  was  what 
percentage  reduction  would  you  arrive  at  if  you  assumed  a  90-percent 
mortgage?  You  say  that  assuming  a  90-percent  mortgage  a  20-per- 
cent reduction  in  labor  and  material  costs,  and  there  again  assuming 
the  labor-material  constitute  80  percent  of  the  capital  cost,  would 
result  inxa  reduction  of  14  percent.  I  am  merely  trying  to  use  the 
same  figures. 

Mr.  Fitzgerald.  I  thought  you  were  referring  to  the  other  part  of 
the  problem  when  you  asked  that  question.  The  only  point  that  I 
want  to  make  is  that  as  your  amount  of  mortgage  in  proportion  to  the 
amount  of  the  value  of  the  property  diminishes,  there  is  a  reducing 
effect  derived  from  the  reduction  of  materials  and  labor,  but  I  think 
that  the  most  significant  part  of  this  whole  discussion  is  simply  this. 
You  are  comparing  percentage  changes  operated  on  one  base  with 
percentage  changes  c-perated  on  another  base.  By  that  I  mean  you 
are  comparing  percentage  change  in  carrying  charges  with  percentage 
change  in  capital  cost. 

Mr.  O'Connell.  Sure. 

Mr.  Fitzgerald.  Now,  as  a  matter  of  actual  fact,  from  the  stand- 
point of  the  home  buyer,  in  the  final  analysis  a  20-percent  reduction  in 
the  cost  of  that  portion  of  his  capital  investment  represented  by 
materials  and  labor  will  represent  a  much  more  significant  substantial 
and  important  savings  in  dollars  to  the  home  buyer  in  the  long  run 
than  a  20-percent  reduction  in  the  interest  and  amortization. 

Mr.  O'Connell.  Well,  I  think  there  are  any  number  of  comparisons 
that  could  be  made,  I  have  no  doubt.  Of  course,  in  terms  of  capital 
cost  we  cannot  compare  a  given  reduction  of  labor  and  material  cost 
with  a  reduction  in  finance  cost  because  the  finance  costs  are  an 
inconsequential  item  until  }Tou  get  into  the,  occupancy  period  and  we 
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were  discussing  or  attempting  to  see  what  effect  these  various  types  of 
reduction  would  have  on  what  has  been  referred  to  as  the  rental  dollar. 
I  hold  no  brief  for  the  particular  statistics  that  were  presented  here 
yesterday.  It  seemed  to  me  that  they  were  valid.  If  the  annual 
cost  is  of  importance  and  is  of  prime  importance  to  the  average  home 
owner,  it  seems  to  me  that  to  compare  major  items  that  enter  into  that 
annual  cost  to  see  what  the  relative  effects  of  each  of  them  would  be  is 
a  valid  comparison.  Now,  do  I  understand  that  you  don't  agree  with 
that? 

Mr.  Fitzgerald.  Well,  I  would  say  that  to  the  extent  that  the 
home  buyer  is  forced  by  circumstances  to  deal  in  terms  as  opposed  to 
values,  a  reduction  in  the  amount  of  the  carrying  charges  would  be 
significant. 

Mr.  O'Connell.  But  the  home  owners  we  are  talking  about  are  as 
a  practical  matter  forced  to  deal  in  terms  of  annual  cost,  aren't  they? 

Mr.  Fitzgerald.  Well,  I  prefer  to  sidestep  that  one ;  I  think  it  is  a 
matter  of  circumstances  with  the  individual. 

Mr.  O'Connell.  Well,  we  are  dealing  with  a  group  of  people  who 
make  $2,000  a  year  and  less  and  while  possibly  you  don't  like  the  use 
of  the  word  "forced,"  I  mean  as  a  practical  proposition  it  has  always 
seemed  to  me  that  the  amount  that  that  particular  individual  can  pay 
or  can  afford  to  pay  per  month  per  year  for  his  growing  accommoda- 
tions is  a  very  decisive  factor  in  determining  whether  or  not  he  has 
them. 

Mr.  Fitzgerald.  Well,  yes.  I  would  say  if  he  is  forced  to  pay  on 
terms  he  is  forced  to  take  on  a  longer  period  of  amortization. 

Mr.  O'Connell.  Why  do  you  say  longer  period  of  amortization. 
For  the  purposes  of  comparison  we  contrasted  financing  costs,  which 
means  principal  and  amortization,  with  the  other  items.  No,  I 
hadn't  attempted,  nor  had  the  witness  attempted,  to  suggest  how  that 
reduction  could  be  achieved  at  all.  I  think  it  is  perfectly  clear, 
though,  that  it  could  be  achieved  by  either  a  reduction  in  interest 
rate  or  increase  in  the  amortization  period  or  a  combination  of  the 
two,  isn't  that  so? 

Mr.  Fitzgerald.  Yes;  I  would  say  that  is  an  academic  question. 

Mr.  Chawner.  Mr.  O'Connell,  it  might  clarify  this  discussion  if 
you  recall  a  comment  of  the  preceding  witness,  namely  to  the  effect 
that  approximately  half  of  the  mortgage  represented  in  most  cases 
in  the  country  as  a  whole,  approximately  half  the  value  of  the  property, 
and  that  is  the  point  I  take  it  that  the  witness  is  making,  that  that 
is  an  important  consideration  when  you  are  trying  to  compare  changes 
in  capital  cost  with  changes  in  operating  or  the  annual  cost.  One 
must  consider  the  actual  experience,  that  you  cannot  say  that  a  change 
in  operating  cost  operates  on  the  total  capital  cost  because  as  the 
previous  witness  has  indicated,  in  most  cases  the  loan  is  only  half  of 
the  value  of  the  property. 

Mr.  Fitzgerald.  The  problem  necessarily  changes  with  every 
change  of  the  set-up  about  which  you  have  been  talking. 

Mr.  O'Connell.  Can't  we  agree  that  in  the  example  cited  by  the 
witness  yesterday  in  which  he  took  an  80-percent  F.  H.  A.  mortgage 
and  took  a  situation  of  an  actual  house  in  which  the  combination  of 
labor  and  material  costs  were  70  percent  of  the  capital  cost,  cannot  we 
accept  as  valid  his  comparison  for  whatever  it  is  worth,  that  a  20- 
percent    reduction    in    principal    and    interest    payments,    however 
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arrived  at,  would  result  in  a  more  substantial  decrease  in  monthly 
fixed  charges  than  would  a  20-percent  reduction  in  the  cost  of  labor 
and  material  combined? 

Mr.  Fitzgerald.  I  would  agree  that  the  statement  is  mathemat- 
ically correct. 

Mr.  O'Connell.  That  was  the  main  thing  I  was  interested  in. 
We  had  no  discussion  that  was  put  in  the  record  yesterday;  it  was 
accepted  and  I  thought  you  people  would  have  some  comments  on  it. 

Mr.  Fitzgerald.  In  following  up  and  making  one  more  comment, 
I  have  studied  Smith  &  Dawson's  house  which  was  discussed  in  the 
evidence  yesterday  '  and  I  estimate  that  a  20-percent  reduction  in 
material  and  labor  costs  entering  into  that  house  in  the  final  analysis 
would  save  the  purchaser  substantially  more  than  a  20-percent 
reduction  in  the  interest  rate. 

Mr.  O'Connell.  Would  you  explain  how  you  arrived  at  that? 
Do  you  want  to  ask  a  question? 

Mr.  Henderson.  Yes.  I  want  to  ask  this.  It  is  certainly  true 
that  20  percent  of  a  larger  amount  is  greater  than  20  percent  of  a 
smaller  amount.  But  as  to  the  inducements  to  take  on  a  contract  to 
buy  a  house,  there  is  no  doubt  that  the  lowering  of  the  monthly  fixed 
charge  is  a  great  inducement,  isn't  that  true? 

Mr.  Fitzgerald.  I  think  that  is  self-evidejit. 

Mr.  Henderson.  So  if  you  are  looking  at  it  from  the  standpoint  of 
the  stimulus  to  construction,  probably  more  impetus  to  home  buying 
can  be  given  by  a  reduction  in  finance  charges  than  even  the  more 
substantial  reduction  that  takes  place  when  the  cost  of  labor  and 
material  is  reduced.     Isn'o  that  correct,  or  didn't  you  follow? 

Mr.  Fitzgerald.  Well,  I  followed  you,  and  I  think  you  necessarily 
have  to  agree  to  the  extent  that  the  buyer  is  forced  to  rely  on  terms 
rather  than  values. 

Mr.  Henderson.  Do  you  want  to  say  anything  concerning  the 
importance  of  terms  to  the  borrower  in  deciding  whether  he  buys  a 
house  or  not?  If  he  has  a  $2,000  income,  isn't  there  a  limit  to  the 
percentage  that  he  can  pay?  If  he  could  pay  80  percent  of  his  $2,000 
income  on  a  house  in  a  year  he  could  save  a  tremendous  amount, 
couldn't  ,he?  That  is,  if  he  could  take  $1,600  out  of  an  income  of 
$2,000  and  apply  that  toward  the  purchase  of  a  house  he  would  make  a 
tremendous  saving,  wouldn't  he? 

Mr.  Fitzgerald.  Yes. 

Mr.  Henderson.  So  there  is  some  limit,  to  what  he  can  pay  and  if 
you  can  lower  the  monthly  charge  six  or  seven  dollars  it  is  a  substantial 
item  for  a  low-income  group,  and  probably  is  an  inducement  to  buy? 

Mr.  Chawner.  Would  it  clarify  this  point  a  little  bit  if  we  took 
an  example  in  terms  of  dollars.  Take  the  value  of  a  $10,000  house 
which  carries  a  $5,000  mortgage;  I  take  it  that  what  the  witness  is 
trying  to  say  is  that  a  20  percent  reduction  in  the  $10,000  item,  capital 
cost,  would  be  more  than  a  corresponding  percentage  change  in  the 
$5,000  which  is  the  amount  of  mortgage  loan  made  on  the  property. 
Is  that  the  point  you  are  making? 

Mr.  Fitzgerald.  Well,  I  think  Mr.  Henderson  has  seen  the  point 
very  clearly  and  I  agree  with  Mr.  Henderson  that  if  it  is  made  easy 
for  a  person  of  small  means  to  buy  a  home  and  the  circumstances  are 
such  that  he  must  have  a  home,  or  it  is  preferable  that  he  have  a 
home,  that  then  he  can  buy;  otherwise  he  can't. 

'  See  "Exhibit  No.  854",  appendix,  p.  5480. 
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Mr.  Henderson.  And  he  will  buy,  usually,  isn't  that  it?  The 
large  percentage  of  people  would  buy  if  they  could  fit  the  down 
payment  into  their  amount  of  savings  and  the  monthly  charges  into 
their  current  income.  Isn't  that  how  you  form  your  mortgages? 
You  find  some  basis  upon  which  somebody  can  reasonably  carry 
that  mortgage,  and  that  is  the  inducement  which  leads  people  to 
buy  houses? 

Dr.  Lubin.  I  still  don't  get  the  mathematics  of  Mr.  Fitzgerald's 
statement.  I  mean,  he  said  that  a  20  percent  reduction  in  cost  of 
materials  and  labor,  that  has  an  effect  upon  the  actual  cost  of  the 
house  itself  would  be  greater  in  the  long  run  than  the  saving  of  20 
percent  carrying  charges,  that  is  interest  and  amortization,  and  I 
don't  want  to  get  into  too  involved  a  mathematical  argument,  but  I 
was  doing  some  figuring  here  and  I  can't  find  any  formula  by  which  I 
can  arrive  at  that  myself.  In  each  instance  the  saving  in  interest  of 
that  amount  would  more  than  offset  the  saving  in  actual  carrying 
charges. 

Mr.  Fitzgerald.  Well,  are  you  referring  to  the  individual  case  here 
that  I  mentioned,  or 

Dr.  Lubin.  Take  the  $2,000  house,  assume  that  labor  is  80 — labor- 
material  is  80  percent  of  the  total;  it  means  that  labor  and  material 
represents  $1,600,  according  to  your  hypothesis,  and  a  saving  of  20 
percent  there  means  a  saving  of  $320;  that  is  20  percent  of  $1,600, 
which  means  that  the  cost  of  the  house  now  becomes  $1,680. 

So  the  man  saved  $380.  He  also  saves  on  his  interest  rate,  because 
of  the  fact  that  he  now  pays  on  $1,680  rather  than  on  $2,000,  but  even 
after  you  figure  that  in  for  a  period  of  20  years,  the  net  saving  would 
not  be  as  great  as  a  20  percent  decline  or  cut  in  the  interest  rate  on 
$2,000  over  a  period  of  20  years.  I  can't  figure  out  how  you  can  get 
any  example  whereby  you  could  show  that  a  20  percent  saving  in 
labor  and  materials  over  a  period  of  20  years  would  be  equal  to  a  20 
percent  cut  in  carrying  charges  over  a  period  of  20  years. 

Mr.  Fitzgerald.  I  think  it  is  necessary  that  you  make  a  dis- 
tinction in  your  carrying  chaiges.  The  amortization  part  has  got  to 
be  carried  out  ultimately.  The  only  thing  you  can  reduce  absolutely 
is  the  interest,  and  possibly  the  taxes  to  some  extent. 

Dr.  Lubin.  Yes,  but  let's  forget  taxes  and  consider  only  interest 
and  amortization.  I  question  your  statement  that  a  80  percent 
savings  in  materials  and  labor  would  be  greater  than  20  percent 
savings  in  interest  and  amortization  over  a  20-year  period. 

Mr.  Fitzgerald.  The  problem  again  will  have  to  be  qualified  by 
the  interest  rate  you  use  and  all  the  terms  incident. 

Dr.  Lubin.  I  will  grant  all  those.  I  wish  you  would  submit  for  the 
record  at  your  leisure  a  mathematical  calculation  that  will  show 
that  to  be  true.1 

Mr.  O'Connell.  I  understood  you  had  made  some  sort  of  calcu- 
lation based  upon  one  of  the  houses  discussed  yesterday  while  Mr. 
Dawson  was  on  the  stand. 

Mr.  Fitzgerald.  Of  course  the  problem  has  come  up  quickly,  and 
there  has  been  comparatively  little  time  to  make  an  exhaustive 
analysis  of  all  possible  cases,  but  I  say  that  in  connection  with  the 
Smith-Dawson  house  I  estimated  that  a  20  percent  reduction  in  the 

1  Mr.  Fitzgerald  subsequently  submitted  an  explanation  of  the  figures  in  question,  see  his  letters  dated 
July  6  and  July  8,  1939,  to  Mr.  Joseph  J.  O'Connell,  Jr.,  which  appear  in  appendix,  pp.  5590  and  5591. 
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amount  of  materials  and  labor,  as  indicated  by  the  exhibit  that  was 
submitted,  would  ultimately  represent  a  greater  savings  in  dollars  to 
the  buyer  of  that  house,  than  would  a  20  percent  reduction  in  the 
interest  rate. 

Now  I  might  qualify  that  further  by  saying  that  that  was  figured  on 
the  usual  F.  H.  A.  mortgage  set-up  of  a  90  percent  mortgage  on 
$4,800  payable  at  the  rate  of  5  percent  interest,  with  a  fixed  monthly 
payment  of  $6.60  for  interest  and  amortization. 

Mr.  O'Connell.  Let's  agree,  unless  Dr.  Lubin  wants  to  go  further 
with  it,  that  since  there  seems  to  be  a  very  definite  cleavage  between 
you — and  I  frankly  don't  think  we  ought  to  pursue  it  in  detail  here, 
we  would  all  have  to  sharpen  our  pencils  and  probably  would  get  even 
more  confused — and  since  the  gist  of  your  statement  is  that  by  your 
computations  a  20  percent  reduction  in  labor  and  material  on  this 
house  to  which  we  have  referred  would  result  in  a  greater  percentage 
of  reduction  in  annual  or  fixed  charges  than  would  a  comparable 
reduction  in  interest— do  you  mean  interest  charges? 

Mr.  Fitzgerald.  I  said  a  20  percent  reduction  in  the  interest  rate. 

Mr.  O'Connell.  Well,  that,  of  course,  is  a  little  different  from  the 
thing  we  were  talking  about,  too,  but  let's  agree  that  you  will  give  us 
some  accurate  figures  in  explanation  of  that  viewpoint  of  yours,  based 
on  this  assumed  savings  in  interest  alone,  which  of  course  is  something 
other  than  what  we  were  talking  of  before,  and  submit  it  for  the  record 
a  little  later.1 

Acting  Chairman  Reece.  That  may  be  done. 

Mr.  O'Connell.  I  think  we  probably  have  discussed  this  particular 
phase  of  the  problem  long  enough,  so  if  there  is  no  objection  on  the 
part  of  the  committee,  I  would  like  to  return  to  Mr.  Rogers  and  get  to 
talking  about  the. thing  I  am  sure  Mr.  Rogers  wants  to  talk  about, 
and  I  am  sure  we  want  to  hear  him  talk  aboiit,  and  that  is  interest 
costs. 

Mr.  Blaisdell.  Could  I  finish  the  line  of  questioning,  not  along 
these  particular  lines,  but  along  a  slightly  different  fine?  I  will  be 
perfectly  happy  to  have  Mr.  Rogers  answer  the  question.  It  has 
been  indicated  that  if  certain  changes  were  made,  either  in  capital 
costs  or  in  carrying  charges,  there  could  be  a  reduction  in  the  cost  to 
the  user  of  the  house.  Now  the  emphasis  has  been  on  the  fact  that 
there  could  be  such  changes.  I  would  like  to  ask  Mr.  Rogers  whether 
these  changes  actually  do  take  place  and  what  the  person  who  is 
buying  or  paying  for  the  house  on  time  will  actually  pay. 

Mr.  Rogers.  I  don't  think  I  can  answer  the  question.  All  I  can 
say  is  that  over  the  period  of  the  last  5  years  there  has  been  a  reduc- 
tion, a  large  reduction,  in  interest  rates,  probably  more  than  20 
percent,  and  a  reduction  of  initial  financing  costs,  and  a  lengthening 
of  the  amortization  period,  all  of  which  has  benefited  the  buyer  in  the 
reduction  of  carrying  charges,  if  that  answers  your  question. 

Mr.  Blaisdell.  Unless  there  has  been  a  comparable  increase  in 
the  total  value,  which  I  think  is  the  word  that  was  used,  so  that  the 
one  offsets  the  other. 

Mr.  Rogers.  You  mean  to  say  unless  there  has  been  a  comparable 
increase  to  the  comparable  decrease  in  the  cost  of  construction, 
materials,  labor,  and  that  sort  of  thing. 

1  See  data  subsequently  submitted,  appendix,  p.  5590  and  5591. 
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Mr.  Blaisdell.  No;  I  am  saying  in  the  value  placed  on  the  prop- 
erty. It  is  conceivable  that  the  value  goes  up  when  the  other  items 
go  down,  so  that  you  have  the  same  charge,  in  fact,  in  absolute 
dollars 

Mr.  Rogers  (interposing).  What  you  are  saying  really  is  that  when 
interest  rates  reduce  you  can  capitalize  the  property  at  a  reduced 
capitalization  factor  and  therefore  it  is  worth  more.  Theoretically 
I  think  it  is  sound. 

Mr.  Blaisdell.  You  are  a  practical  mortgage  man,  and  I  am  asking 
you  what  happens  in  the  actual  transactions  in  property. 

Mr.  Rogers.  Practically,  I  don't  think  it  has  had  very  much  effect. 

Mr.  Blaisdell.  You  don't  think  these  reductions  have  had  much 
effect  in  the  absolute  costs  to  the  person  who  is  getting  the  house? 

Mr.  Rogers.  No.  I  think  it  is — well,  I  don't  know  whether  I 
would  say  that  either.  Of  course,  as  interest  rates  have  been  reduced 
that  has  been  a  savings,  hasn't  it?  As  amortization  has  strung  out 
longer,  that  has  not  been  a  savings.  He  eventually  has  to  pay  it,  of 
course,  but  it  has  reduced  his  carrying  charges,  and  quite  likely  by 
virtue  of  those  two  facts  has  increased  the  desirability  of  owning  a 
home.  Now  if  you  are  asking  a  question  as  to  whether  it  has  increased 
the  value  of  that  home,  I  doubt  it.  It  should,  but  I  don't  believe 
practically  it  has. 

Mr.  Blaisdell.  I  am  not  dealing  now  with  capitalization.  I  am 
dealing  with  the  market  for  houses. 

Mr.  Rogi  rs.  Well,  that  is  a  very  competitive  subject,,  of  course, 
and  it  is  subject  to  all  sorts  of  extraneous  things.  Perhaps  you  would 
be  surprised  to  know  that  sales  of  houses,  the  market  value  of  houses, 
if  you  want  to  put  it  that  way,  has  moved  up  and  down  with  these 
war  scares.     Do  you  believe  that? 

Mr.  Blaisdell.  I  will  take  your  word  for  it. 

Mr.  Rogers.  It  is  a  fact.  I  say  that  there  are  so  many  factors 
that  enter  into  that  situation  that  I  don't  think  I  can  give  you  a  com- 
plete answer  to  the  question  you  are  asking.     I  would  like  to. 

Mr.  Blaisdell.  The  thing  I  am  really  concerned  with  is  the  extent 
to  which  and  the  speed  with  which  these  changes  in  the  charges  to 
the  actual  user  of  the  house  reflect  themselves  in  the  absolute  charges 
to  him. 

Mr.  Rogers.  The  speed  with  which  they  do  it?  I  should  say  just 
as  soon  as  you  put  the  thing  into  effect,  and  it  has  been  gradually 
coming  into  effect  over  the  last  5  years,  and  it  is  still  going  on.  Inter- 
est rates  are  still  declining;  amortization  is  being  strung  out  for  still 
longer  periods.  It  is  a  continuation  of  a  situation  which  has  existed 
for  some  years  in  the  past  and  is  continuing  at  the  present  time,  and 
I  agree  with  Dr.  Lubin  and  Mr.  Henderson  that  all  of  these  things 
have  increased  the  salability  of  homes,  created  a  desire  on  the  part 
of  home  purchasers  to  buy  them. 
.  Mr.  O'Connell.  Let's  talk  a  little  bit  about  interest. 

Mr.  Rogers,  would  you  explain  to  the  committee  what  you  conceive 
to  be  the  major  elements  which  determine  mortgage  interest  rate:, 
generally? 

Mr.  Rogers.  Yes,  and  I  would  like  to  preface  it  by  saying  I  am 
neither  an  economist  nor  an  actuary,  and  whatever  opinion  I  give  of 
course  must  be  a  layman's  opinion. 
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Mortgage  loan  interest  I  think  embraces  three  important  factors: 
First,  the  cost  of  money;  second,  the  risk  involved  in  lending  that 
money ;  and  third,  the  cost  of  doing  business. 

Mr.  O'Connell.  And  when  you  add  the  three  you  get  what  the 
interest  rate  is. 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  Let's  elaborate  a  bit  on  the  cost  of  money. 
Going  a  little  bit  more  in  detail,  what  is  the  cost  of  money  to  an 
insurance  company,  or  to  your  company? 

Mr.  Rogers.  Well,  I  will  give  a  layman's  answer  to  that,  because 
I  puzzled  on  it  a  little  bit  last  night,  and  it  may  be  entirely  incorrect. 
I  will  just  give  what  I  think  it  is,  as  far  as  an  insurance  company  is 
concerned;  that  amount,  in  addition  to  other  factors,  such  as  premium 
income,  savings  in  mortality,  and  perhaps  other  factors  of  which  I 
don't  know,  which  must  be  earned  to  mature  insurance  contracts. 

Mr.  O'Connell.  Is  that  intelligible  to  you? 

Mr.  Henderson.  I  am  afraid  either  I  was  wool-gathering  or  I 
missed  it.  Will  you  go  over  it  again?  Will  you  ask  the  question 
again  and  have  the  witness  respond  again? 

Mr.  O'Connell.  I  will  ask  Mr.  Rogers  again  if  he  will  tell  us  what 
he  means  by  the  cost  of  money  as  applied  to  insurance  companies. 

Mr.  Rogers.  And  my  answer  was:  That  amount  in  addition  to 
other  factors,  such  as  premium  income,  savings  in  mortality,  and 
perhaps  other  factors,  which  must  be  earned  to  mature  insurance 
contracts. 

Mr.  O'Connell.  Do  I  understand,  then,  that  there  is  a  sum,  cer- 
tain or  uncertain,  which  must  be  earned  on  mortgages  to  carry  out 
your  insurance  contracts? 

Mr.  Rogers.  I  can't  say  a  sum  certain,  because  mortgages  are  only 
one  of  our  investments,  but  I  would  say  sufficient  must  be  earned  on 
mortgages  and  on  other  investments  to  accomplish  the  purpose  for 
which  insurance  is  created,  and  that  is  the  payment  of  death  claims 
or  surrender  values. 

Mr.  Henderson.  Let  me  ask  you  this.  In  your  department,  does 
the  comptroller  make  you  a  rate? 

Mr.  Rogers.  No. 

Mr.  Henderson.  He  doesn't;  as  in  a  bank,  for  example,  when  it 
is  laying  off  funds  for  the  operation  of  some  department,  it  frequently 
has  a  charge  of  a  fixed  rate.     You  don't  get  that  from  the  comptroller? 

Mr.  Rogers.  No;  the  department  is  entirely  independent  of  all 
other  departments,  and  interest  rates,  of  course,  vary  in  the  types  of 
securities  which  we  accept  on  mortgage  security. 

Mr.  Henderson.  Do  you  have  a  sort  of  rule  of  thumb  of  what 
your  recapture  rate  has  to  be? 

Mr.  Rogers.  No;  I  never  even  give  it  a  thought. 

Mr.  Henderson.  You  are  guided  more  by  the  market? 

Mr.  Rogers.  By  competition.  I  should  say  this,  that  if  our  mort- 
gage interest  rate  was  an  unsatisfactory  situation,  that  our  actuarial 
department  would  probably  call  it  to  our  attention,  or  call  it  to  the 
attention  of  the  board  of  directors,  and  we  might  be  instructed  to 
cease  or  go  ahead  or  stop  or  slow  down. 

Mr.  Henderson.  Which  might  lead  you  to  believe  that  you  have 
a  slight  working  margin,  at  least. 
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Mr.  Rogers.  I  think  so. 

However,  I  would  like  to  touch  a  little  on  that  subject  of  cost  and 
risk. 

Mr.  O'Connell.  We  had  only  discussed  the  first  item  of  the  three. 
We  are  going  to  take  all  three,  are  we  not?  I  think  we  will  probably 
come  back  to  the  cost  of  money.  I  am  not  entirely  clear  yet  as  to 
what  the  cost  of  money  is  to  insurance  companies. 

Mr.  Rogers.  I  am  liot  either. 

Mr.  O'Connell.  It  certainly  isn't  a  contractual  obligation  on  the 
part  of  insurance  companies  to  obtain  a  certain  specific  percentage  of 
returns  on  their  investments. 

Mr.  Rogers.  You  are  getting  over  my  head,  and  I  think  I  will 
have  to  stop  where  I  am.  It  is  really  an  actuarial  question,  and  I 
am  not  an  actuary.  Mr.  Henderson  could  answer  that.  I  frankly 
don't  know. 

Mr.  Henderson.  I  will  pass  too. 

I  think  I  have  a  working  knowledge,  and  I  thought  perhaps  the 
witness  had  gone  into  it.     He  answered  my  question  all  right. 

Mr.  Rogers.  Frankly,  I  was  hoping  to  be  helped  out,  Mr. 
Henderson. 

Mr.  Henderson.  I  would  say  your  company  certainly  ought  to 
have  the  competence  to  compute  that,  because  they  do  a  lot  of  com- 
puting in  the  course  of  a  day,  as  some  of  the  testimony  on  other 
matters  has  shown. 

Mr.  Rogers.  I  don't  know  that  .they  don't,  as  a  matter  of  fact. 
All  I  say  is  that  the  department  is  entirely  separate.  I  am  positive 
that  I  would  hear  from  our  actuarial  department  through  the  proper 
sources  if  our  mortgage  interest  rate  was  not  satisfactory. 

Mr.  0;Connell.  Now,  the  second  element  that  you  referred  to  as 
going  to  make  up  mortgage  interest  rates  generally  is  what  you  call 
the  risk  factor.     What  would  you  care  to  say  about  that? 

Mr.  Rogers.  Perhaps  the  best  expression  of  such  risk  is  found  in 
the  practical  experience  of  one  large  lender  in  1938,  the  Prudential. 
Total  mortgage  loans  in  force 

Mr.  O'Connell  (interposing).  You  are  quoting  from  something? 

Mr.  Rogers.  It  is  a  precise  answer,  and  I  would  rather  read  from 
this. 

Total  mortgage  loans  in  force  plus  unsold  properties  acquired  by 
foreclosure  aggregated  $1,145,000,000.  The  gross  return  from  interest 
was  $45,529,000,  and  the  net  return  from  rentals  on  foreclosed  proper- 
ties was  $2,932,000,  or  a  total  return  of  $48,452,000. 

Dividing  the  amount  received  represented  by  loans  and  properties 
into  the  amount  received  by  way  of  interest  and  rentals,  leaves  a  net 
yield  of  4.35  percent,  out  of  which  operating  expenses  of  approximately 
one-half  of  1  percent  have  yet  to  be  deducted,  leaving  an  approximate 
net  yield  of  3.85  for  that  year  on  the  total  amount  involved  in  the 
mortgage  loan  account  of  mortgages  and  properties 

Mr.  O'Connell.  What  year  was  that? 

Mr.  Rogers*  1938.  The  point  I  am  trying  to  make  is  that  it 
isn't  the  stated  rate  in  the  mortgage  that  matters  so  much  as  the  rate 
finally  collected  after  risk  of  loss  and  expenses  have  been  deducted, 
and  that  is  always  a  very  much  lower  figure  than  the  stated  rate  over 
a  period  of  time.  - 
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Mr.  O'Connell.  Could  you  tell  us  what  the  stated  rate  was  on 
that  group? 

Mr.  Rogers.  In  1938  our  average  lending  rate  was  4.83. 

Mr.  O'Connell.  The  amount  collected  is  on  a  basis  of  4.35? 

Mr.  Rogers.  That's  right. 

Mr.  O'Connell.  Is  the  difference  between  4.83  and  4.35  what  you 
would  call  percentage  attributable  to  risk? 

Mr.  Rogers.  No  ;  I  would  say  the  amount  attributable  to  risk  would 
be  the  less  amount  received  from  rentals,  less  percentage  of  interest 
that  was  received  from  that  amount  represented  by  properties  owned 
than  the  interest  rate  on  mortgages.  In  other  words,  had  those 
properties,  that  $200,000,000  worth  of  property 

Mr.  O'Connell  (interposing).  Is  that  the  amount  owned? 

Mr.  Rogers.  Roughly.  Had  those  properties  remained  mortgages 
at  4.83,  then  we  would  have  got  the  stated  rate.  But  as  a  matter  of 
fact  when  we  take  our  existing  mortgages,  which  were  assumed  to  be 
:jx  good  standing,  paying  4.83,  and  our  foreclosed  properties,  on  which 
we  are  receiving  rentals  after  deducting  the  expense  of  the  operation 
of  the  department,  the  net  yield  that  we  would  turn  over  to  the 
actuarial  department  would  be  3.85  for  that  year. 

Mr.  O'Connell.  Having  deducted  one-half  of  1  percent  cost  of 
doing  business.  But  isn't  it  a  valid  comparison  to  compare  the  4.83 
percent,  the  stated  rate,  with  4.35,  as  the  realized  rate? 

Mr.  Rogers.  Realized  on  mortgages. 

Mr.  O'Connell.  Well,  the  4.35  is  realized  on  mortgages  and  owned 
property,  and  it  is  diluted  by  the  ownership  of  the  property,  isn't  it? 

Mr.  Rogers.  That  is  true. 

What  I  am  really  trying  to  show— I  don't  know  whether  this  is  or 
what  is  the  best  method  of  determining  what  the  risk  factor  is,  because 
the  year  before  it  would  have  been  greater  and  the  year  before  greater, 
because  our  property  has  been  coming  up  in  terms  of  rentiDg  power. 
What  I  am  pointing  out  is  that  there  is  a  risk  element.  I  have  not 
devised  any  better  way  of  determining  what  that  risk  element  is  than 
to  take  a  certain  year.  If  I  had  time  I  would  like  to  go  back  5  years, 
and  I  feel  sure  the  net  return  of  3.85  would  probably  be  substantiated 
because  the  earnings  on  mortgages  were  higher  during  those  years. 

Mr.  O'Connell.  When  you'  talk  about  3.85,  that  embraces  the 
third  element,  cost  of  doing  business,  so  that  while  it  may  be  very 
rough,  if  we  compare  the  stated  rate  on  mortgages  with  the  realized 
rate  on  mortgages  and  unwillingly  held  property,  you  get  a  difference 
of  0.48,  the  difference  between  4.83  and  4.35.  Would  it  be  fair  to  say 
that  0.48  percent  is  the  part  of  the  interest  rate  which  is  attributable 
at  that  period  to  risk?     You  were  talking  about  risk. 

Mr.  Rogers.  Again  I  would  say  I  am  not  an  actuary,  but  I  would 
say  that  would  be  substantially  correct,  but  I  think  you  would  have 
to  take  it  over  a  period  of  years  to  get  any  realistic  facts  out  of  it.  I 
have  given  the  committee  the  best  I  know  on  the  subject. 

Mr.  O'Connell.  I  am  not  much  of  a  mathematician  myself,  but 
we  have  had  three  elements  of  interest  cost:  Cost  of  money,  risk 
involved,  and  the  cost  of  doing  business,  and  they  add  up  to  what 
your  contract  rate  would  be,  which  in  1938  was  4.83. 

Mr.  Rogers.  Right. 
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Mr.  O'Connell.  4.83.  We  have  0.5  percent  for  the  cost  of  doing 
business,  0.48  percent  for  risk,  and  the  balance,  which  would  be  3.90 
percent,  attributable  to  the  first  item.     Is  that  right? 

Mr.  Rogers.  My  own  figures  say  3.85.  Anyhow,  it  is  substantially 
correct,  whatever  difference  there  is  between  the  two  for  purposes  of 
illustration. 

Mr.  O'Connell.  That's  right — 3.85 — so  that  speaking  roughly,  we 

find  that  of  the  elements  that  go  to  make  up  the  interest  rate,  0.5 

percent  is  chargeable  to  the  cost  of  doing  business,  0.48  percent  is 

chargeable  to  risk,  and  3.85  percent  is  chargeable  to  the  cost  of  money. 

(The  witness  nodded  in  the  affirmative.) 

Mr.  O'Connell.  Just  to  clarify  my  understanding  as  to  what  this 
iiWudes,  this  mortgage  portfolio  of  yours  includes  other  than  resi- 
dential housing,  including 

Mr.  Rogers.  Oh,  yes— everything,  farms,  everything.  The  total 
amount  quoted  here  on  receipts  from  interest  and  from  rentals  in- 
cludes our  total  amount  of  interest  received  on  all  mortgage  invest- 
ments. 

Mr.  O'Connell.  On  all  mortgage  investments,  residential  and  all 
other  sorts?  Of  course,  the  percentage  of  that  total  portfolio  which 
would  be  F.  H.  A.-insured  mortgages  would  be  how  large? 

Mr.  Rogers.  At  the  year-end  I  would  say  $32,000,000.  About  40, 
now. 

Mr.  O'Connell.  At  the  end  of  '38,  which  is  the  period  we  are  using, 
32  millions  out  of  a  portfolio  of  a  billion  one  forty-five?  You  have  no 
way  of  breaking  down  the  billion  one  forty-five  into  residential  prop- 
erty and  commercial  and  farm? 

Mr.  Rogers.  Had  I  known  that  you  wanted  that  information  and 
had  had  plenty  of  time,  I  think  we  could  have.  It  would  have  in- 
volved running  about  125,000  cards  through  the  Hollerith  machines. 
It  is  quite  a  job  to  get  it. 

Mr.  O'Connell.  Apparently,  without  going  to  a  great  deal  of 
trouble  we  couldn't  determine  what  the  stated  rate  is  or  the  effective 
rate,  or  the  risk  factor  on  residential  property,  could  we?  We  couldn't 
isolate  it  very  easily. 

Mr.  Rogers.  No;  I  would  say  this,  however,  that  our  mortgage 
account  is,  in  number,  90  percent  residential  loans  or  apartment 
houses,  and  in  dollar  volume — what? 

Mr.  Fitzgerald.  In  dollar  volume  approximately  60  percent,  I 
should  say,  residential,  as  opposed  to  the  other  type  of  property. 

Mr.  Henderson.  That  means  10  percent  of  the  number  of  your 
loans  would  be  nonresidential,  but  40  percent  by  volume. 

Mr.  Fitzgerald.  I  think  that  does  not  apply  to  include  the  farm 
account  with  the  city  account. 

Mr.  Rogers.  I  will  say  this,  that  if  you  want  to  set  us  a  problem 
and  tell  us  exactly  what  it  is  you  want,  I  will  be  very  glad  to  get  the 
information  for  you  and  send  it  down  for  the  records. 

Mr.  O'Connell.  I  was  merely  trying  in  line  with  the  first  question 
you  answered  by  giving  me  the  three  elements,  to  bring  out  as  well  as 
I  could  the  relative  parts  of  the  total  each  of  the  three  elements  plays, 
and  I  think  that  the  last  questions  merely  indicate  that  we  have  to 
remember,  in  using  the  figures,  that  other  than  residential  property  is 
included  in  the  mortgage  pro tf oho.  I  don't  know;  if  the  mortgage 
portfolio  were  divided  up  so  that  we  were  dealing  with  residential 
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mortgages  only,  that  it  would  have  a  very  different  picture,  and  I 
don't  suppose  you  do  either. 

Mr.  Rogers.  I  don't. 

Mr.  Henderson.  What  is  your  stated  rate  on  residential  property? 

Mr.  Rogers.  Are  you  speaking  of  F.  H.  A.'s  or  conventional  loans, 
or  whatnot? 

Mr.  Henderson.  The  conventional  loans  you  make  direct. 

Mr.  Rogers.  I  would  say  it  was  governed  by  competition.  The 
insurance  company  is  a  very  small  factor  in  the  lending  business. 
They  lend  all  over  the  country.  Local  people  must  be  served  first, 
and  when  you  say  "What  is  your  effective  rate  or  your  stated  rate?" 
it  would  have  something  to  do  with  the  ratio  of  loan  to  appraisal.  If 
someone  came  to  us  with  a  fine  50-percent  loan,T  don't  doubt,  under 
competition,  that  we  would  go  to  4  percent.  *  If  it  was  a  60-percent 
loan,  conventional,  I  think  we  would  go  to  4.5.  So  far  on  our  F.  H.  A.'s 
we  have  bought  large-scale  housing  stuff  at  4.25,  some  of  it,  most  of 
it  at  4.5.  •  On  the  small  stuff  we  have  tried  to  stick  very  close  to  a  5- 
percent  rate,  but  are  now  paying  a  substantial  premium  to  get  that 
business. 

Mr.  O'^onnell.  You  mean  you  pay  a  substantial  premium  to  the 
approved  mortgagee  from-  whom  you  buy  the  insured  mortgage? 

Mr.  Rogers.  Or  broker,  and  in  addition  to  that  are  allowing  him 
a  differential  in  interest. 

Mr.  Henderson.  How  would  that  compare  with  a  conventional 
loan,  say,  in  1928? 

Mr.  Rogers.  You  mean  the  F.  H.  A.  rate? 

Mr.  Henderson.  No;  your  own  conventional  rate. 

Mr.  Rogers.  I  would  say  that  our  interest  rate  structure  is  re- 
duced in  that  period  about  20  percent.  . 

Mr;  Henderson.  About  20  percent? 

Mr.  Rogers.  That  is  rough.  X  would  say  that  the  earning  power 
of  the  entire  account,  going  back  to  1926,  was  pretty  close  to  6  per- 
cent, and  the  earning  power  of  the  entire  account  at  the  present  time 
is  very  likely  slightly  under  5. 

Mr.  O'Connell.  Referring  to  the  F.  H.  A.  mortgages,  have  you 
any  information  as  to  the  extent  to  which  you  are  currently  using 
F.  H.  A.  insurance  in  your  residential-mortgage  loans? 

Mr.  Rogers.  I  don't  believe  there  is.  Of  our  new  money,  prob- 
ably 30  percent  is  going  into  F.  H.  A.,  and  I  wish  it  was  40. 

Mr.  Henderson.  That  is  a  little  higher  than  the  average  for  all 
insurance  companies,  which  Mr.  Altman  showed  is  16  percent.1 

Mr.  Rogers.  I  think  that  is  entirely  accounted  for  by  our  mortgage 
loan  set-up,  in  that  we  have  branch  offices  and  they  don't — and  we 
have  better  facilities  for  getting  them. 

I  would  like  to  say  at  this  time  that  there  is  certainly  nothing 
critical  in  the  testimony  I  am  giving  you  regarding  the  F.  H.  A. 
I  think  they  are  doing  a  fine  job.  and  we  think  a  great  deal  of  the 
Administration. 

Mr.  Henderson.  I  think  we  ought  to  say  at  this  point  that  the 
resolution  which  created  this  committee  specified  directly,  as  I  recall, 
that  we  were  to  inquire  into  governmental  policies,2  and  so  far  there- 
has  been  no  barring  of  anybody  who  wants  to  say  anything  about 
any  governmental  policy,  particularly  if  it  is  in  line  with  the  inquiry. 

1  See  "Exhibit  No.  859,"  appendix,  p.  6484. 

>  See  "Exhibit  No.  2,"  sec.  2  (a)  (3),  Hearings,  Part  I,  p.  192 
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Mr.  Rogers.  We  certainly  think  they  are  doing  a  fine  job  in  relation 
to  the  job  set  them. 

Mr.  Henderson.  I  am  very  pleased  to  hear  you  say  that. 

Acting  Chairman  Reece.  In  the  smaller  cities  the  F.  H.  A.  has 
been  of  very  great  value  in  encouraging  the  construction  of  homes, 
where  the  question  of  individual  homes  is  involved,  or  at  least  that 
has  been  my  observation,  and  I  am  wondering  if  yours  has  been  the 
same. 

Mr.  Rogers.  That  is  unquestionably  so. 

Mr.  O'Connell.  You  said  you  were  currently  using  F.  H.  A. 
insurance  to  the  extent  of  about  30  percent  of  your  residential  mort- 
gage loans,  and  you  wish  it  were  40.  Does  that  mean  that  the  other 
70  percent  of  loans  are  loans  which  are  placed  at,  or  which  can  be 
placed  at  reasonable  terms  without  regard  to  F.  H.  A.? 

Mr.  Rogers.  Yes;  they  don't  require  the  80  percent  or  90  percent 
loan. 

Mr.  O'Connell.  So  that  you  only  use  F.  H.  A.  where  you  were 
taking  an  80  or  90  percent  loan? 

Mr.  Rogers.  We  have  no  choice  in  the  matter.  It  is  the  borrower's 
choice.  If  the  borrower  who  could  get  a  4K  or  5  percent  rate  from  us 
conventionally  would  rather  have  that  than  to  get  even  a  4^  plus  a 
one-half  percent  insurance,  or  a  5  plus  one-half  percent  insurance  from 
F.  H.  A.,  the  rate  situation  is  slightly  in  his  favor. 

Mr.  O'Connell.  It  isn't  entirely  the  borrower's  choice  because  you 
say  if  the  borrower  can  get  a  4^  percent  rate  from  you,  what  you  mean 
is  if  the  loan  is  sufficiently  desirable  from  your  standpoint  so  you 
are  willing  to  take  it  without  regard  to  any  insurance  at  a  4K  or 
even  a  better  rate,  there  is  no  occasion  to  use  F.  H.  A.  insurance? 

Mr.  Rogers.  No;  we  don't  feel  he  needs  the  insurance,  and  he 
doesn't  want  to  pay  for  it. 

Mr.  Henderson.  I  will  not  be  here  this  afternoon,  unfortunately, 
Mr.  Rogers,  and -I  don't  want  to  destroy  these  fine  calculations  on 
risk  and  cost  of  doing  business  and  cost  of  money,  but  I  do  have  some 
observations  to  make  on  them.  In  the  first  p^ace,  from  an  economist's 
term,  the  residue  of  3.85  is  not  a  cost,  but  is  a  return.  The  other 
observation  that  I  have  to  make  is  that  you  compute  your  cost  of 
doing  business  at  0.5  and  you  have  got  a  lossage  of  about  the  same 
amount  from  the  average  rate  due. to  your  lesser  income  on  the  fore- 
closed properties.  I  wonder  if  it  isn't  true  that  those  two  items  could 
shift  very,  very' markedly. 

In  other  wrords,  if  you  pursued  the  obligor  a  little  harder,  paid  more 
money  for  lawyers  and  the  like,  your  cost  would  increase,  but  so  would 
your  return.  Don't  you  find,  in  your  management,  that  somewhere 
in  between  you  make  a  decision  as  to  whether  or  not  you  will  spend 
more  money  to  get  the  money  in? 

Mr.  Rogers.  No;  I  don't  think  that  is  a  fact,  Mr.  Henderson.  As 
a  matter  of  fact,  these  branch  offices  are  set  up  on  the  basis  of  doing  a 
good  job,  and  the  first  requirement  is  conservation  of  the  existing 
account.    That  supersedes  everything  else. 

Mr.  Henderson.  What  do  you  mean  by  conservation  of  the 
account? 

Mr.  Rogers.  Keeping  track  of  it,  watching  it  every  day,  to  see 
that  it  remains  in  good  standing.  May  I  say  that  the  accounts  are 
approximately  90  percent  in  good  standing. 
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Mr.  Henderson.  You  mean  the  property  itself  when  you  say 
"account"? 
Mr.  Rogers.  Every  factor  having  to  do  with  mortgage  loans. 
Mr.  Henderson.  The  renter  isn't  called  the  account? 
Mr.  Rogers.  Yes,  of  course,  the  branch  offices  have  charge  of  the 
properties  just  the  same  as  they  do  of  mortgages,  but  let  me  say  the 
first  tenet  of  the  branch  offices  is  conservation  of  the  existing  mortgage 
account.     That  is  the  first  requirement,  to  keep  that  in  apple-pie 
order  and  in  good  shape.     The  branch  office  would  be  not  in  very 
good  favor  if  they  let  the  account  slip.     I  don't  mean  to  say  by  that 
that  we  are  oppressive  with  deserving  borrowers;  I  think  we  go  as 
far  as  anybody,  and  have. 

Mr.  Henderson.  I  think  I  could  testify  to  that  from  some  observa- 
tions I  have  made. 

Mr.  Rogers.  But  I  think  the  committee  will  be  after  us  in  August, 
where  we  have  carried  some  too  long;  nevertheless,  that  is  what  we 
have  done.  Now  the  next  tenet  is  maintenance,  management,  and 
sales  of  real  property.  There  is  a  separate  department  in  the  branch 
office  to  handle  that.  There  is  a  separate  department  to  handle 
loans.  What  is  the  next  one?  Anyhow,  there  are  six  working 
instructions  shown,  and  each  one  of  those  six  working  instructions 
shown  is  periodically  checked  with  monthly  visits  by  mortgage  loan 
supervisors,  so  I — well,  here  it  is;  conservation  of  existing  loans, 
broadening  our  lending  policy  on  the  basis  of  safe  lending,  is  two; 
maintenance  and  management  and- sale  of  foreclosed  properties;  that 
used  to  be  two;  it  is  now  three,  because  it  is  working  out  and  we  are 
more  interested  in  broadening  our  lending  facilities. 

The  other  two  have  been  a  combination,  absorption  of  loan 
correspondents  into  branch  office  economy — we  are  not  interested. 
The  organization  of  branch  offices  has  been  completed,  and  the 
maintenance  of  good  will. 

Mr.  Henderson.  In  discussing  the  break-down  of  the  interest,  from 
my  observation,  your  cost  of  doing  business  and  your  losses  pretty 
much  go  together.  That  is,  if  you  spent  no  money  in  having  the 
agent  make  repeated  efforts  to  collect  rent,  or  if  you  entered  no  suits — 
in  other  words,  if  you  dispensed  with  all  the  necessary  attendant  ex- 
penses which  go  with  trying  to  keep  the  accounts  paid  up — you  would 
have  a  lower  cost  of  doing  business,  but  most  assuredly  you  would 
have  a  higher  loss. 

Mr.  Rogers.  You  certainly  would. 

Mr.  Henderson.  And  all  I  am  saying  is  that  on  that  1  percent 
which  is  divided  almost  equally  between  cost  of  doing  business  and  the 
failure  of  the  properties  taken  over  to  earn  the  same  rate,  you  have 
an  element  of  judgment  in  there  which  you  could  change  very  mark- 
edly. So  I  am  saying  that  I  can't  see  that  you  can  set  down  the  risk 
factor,  the  economic  risk  factor,  certainly  as  one-half  percent. 

Mr.  Rogers.  Oh  no;  I  am  not  trying  to  do  that.  I  am  just 
making  a  statement  as  to  1  year's  operations.  I  made  that  clear 
in  the  statement. 

Mr.  Henderson.  Even  on  1  year's  operation  it  is  not  the  economic 
risk  factor  that  is  in  there. 

Mr.  Rogers.  I  would  say  this,  Mr.  Henderson,  that  that  risk 
factor  figured  over  a  long  period  of  years  would  be  much  less  than  that. 
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Mr.  Henderson.  That  the  percentage  that  you  lose  by  failure 
to 

Mr.  Rogers  (interposing).  Oh,  yes;  I  am  not  trying  to  establish 
that  as  a  risk  factor.  I  am  just  trying  to  call  attention  to  the  com- 
mittee that  there  is  a  risk  in  the  business. 

Mr.  Henderson.  I  think  we  can  agree  on  that.  On  the  measure- 
ment of  it  I  wanted  to  enter  a  disclaimer  myself,  because  I  don't 
believe  it  can  be  measured  that  way. 

Mr.  Rogers.  No;  I  don't  think  it  can,  either. 

Acting  Chairman  Reece.  The  committee  will  stand  in  recess 
until  2:30. 

(Whereupon,  at  12:50  p.  m.,  a  recess  was  taken  until  2:30  p.  m. 
of  the  same  day.) 

afternoon  session 

(The  hearing  was  resumed  at  2:40  p.  m.  upon  the  expiration  of  the 
recess.) 

Acting  Chairman  Reece.  The  committee  will  please  come  to  order. 

You  may  please  proceed,  Mr.  O'Connell. 

Mr.  O'Connell.  I  should  like  to  ask  Mr.  Rogers  a  few  more  ques- 
tions relative  to  the  thing  we  discussed  at  greatest  length  this  morning, 
namely  the  interest  rate  to  the  insurance  company  which  he  repre- 
sents on  residential  mortgages  generally.  As  I  understood  you,  Mr. 
Rogers,  taking  1938  as  an  example,  the  average  contract  rate  on  resi- 
dential mortgage  properties  was  4.83  percent. 

Mr.  Rogers.  No;  that  was  on  all  loans  made. 

Mr.  O'Connell.  All  mortgages? 

Mr.  Rogers.  In  other  words,  in  1938  we  loaned  a  total  of  $150,- 
000,000. 

Mr.  O'Connell.  On  mortgages? 

Mr.  Rogers.  On  mortgages,  and  the  4.83  rate  is  the  average  of  all 
loans  made. 

Mr.  O'Connell.  Referring  more  specifically  to  the  residential 
loans,  I  understood  you  to  say  that  at  the  present  time  substantially 
30  percent  of  your  mortgage  loans  are  F.  H.  A.  insured. 

Mr.  Rogers.  That  is  correct — 30  percent  of  the  lending  of  1938. 

Mr.  O'Connell.  We  are  still  using  1938? 

Mr.  Rogers.  Yes. 

Mr.  Fitzgerald.  May  I  amend  that,  Mr.  Rogers?  I  think  the 
statement  should  be  that  substantially  30  percent  of  our  urban 
mortgages 

Mr.  Rogers  (interposing).  Yes;  that  is  true;  30  percent  of  our 
residential  Loans,  city  loans. 

Mr.  O'Connell.  Are  F.  H.  A.  insured? 

Mr.  Rogers.  That  was  of  the  lendings  of  1938. 

Mr.  O'Connell.  And  the  other  70  percent  of  urban  residential 
loans  were  not  F.  H.  A.  insured? 

Mr.  Rogers.  Urban  residential  loans  and  other  urban  loans. 

Mr.  Fitzgerald.  No;  I  think  it  would  be  more  correct  to  say  that 
30  percent  of  our  urban  residential  loans,  speaking  in  terms  of  all  types 
of  residential  loans,  including  apartment  loans 

Mr.  O'Connell  (interposing).  Yes;  30  percent  of  your  urban 
residential  loans  are  insured,  70  percent  are  not. 

Mr.  Fitzgerald.  That  would  be  as  accurately  as  we  could  estimate  it. 
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Mr.  O'Connell.  And  I  understood  you  this  morning  to  say  that, 
generally  speaking,  the  70  percent  that  are  not  insured  in  F.  H.  A. 
are  loans  which  are  placed  more  advantageously  in  spite  of  the  fact 
that  there  is  no  F.  H.  A.  insurance — more  advantageously  from  the 
point  of  view  of  the  borrower. 

Mr.  Rogers.  That  is  right. 

Mr.  O'Connell.  So,  generally  speaking,  the  non-F.  H.  A.  insured 
loans  cost  the  borrower  less  than  the  F.  H.  A.  insured  loans? 

Mr.  Rogers.  Yes;  I  would  say  that  was  correct,  particularly  in 
view  of  the  fact  that  in  the  F.  H.  A.  loan  he  pays  one-half  percent  for 
insurance,  which  he  does  not  on  a  conventional  loan.  / 

Mr.  O'Connell.  It  is  always  dangerous  to  generalize  but  could 
you  generalize  as  to  the  contract  rate  on  F.  H.  A.  insured  mortgages 
in  your  company? 

Mr.  Rogers.  You  mean  the  lendings  of  1939? 

Mr.  O'Connell.  1938;  you  say  it  would  be  higher  or  lower  than  the 
4.83  average? 

Mr.  Rogers.  Pretty  hard  to  say  because  in  that  there  are  some  of 
the  large-scale  housings  which  were  taken  at  4%  or  less. 

Mr.  O'Connell.  But  of  course  also  would  be  the  70  percent  of 
loans  that  are  placed  at  a  lower  interest  cost  generally? 

Mr.  Rogers.  That  is  true.  What  is  your  question? 

Mr.  O'Connell.  As  to  how  the  contract  rate  on  F.  H.  A.  insured 
mortgages  with  your  company  would  compare  with  the  4.83  percent 
average  for  all  mortgage  loans. 

Mr.  Rogers.  I  would  think  it  would  be  about  comparable. 

Mr.  O'Connell.  About  the  same? 

Mr.  Rogers.  Yes.  But  as  I  said  this  morning  we  would  have  to 
run  the  entire  list  of  cards  together. 

Mr.  O'Connell.  Well,  frankly,  what  I  was  trying  to  get  at — what 
I  am  interested  in — is  as  to  whether  the  interest  return  or  the  interest 
cost  to  the  borrower  on  F.  H.  A.  insured  mortgages  adequately  reflects 
the  value  of  the  insurance? 

Mr.  Rogers.  Yes,  I  think  that  is  coming  more  and  more  into  effect 
because  if  you  took  1939,  the  average  rate  on  our  F.  H.  A.  loans  would 
be  much  lower. 

Mr.  O'Connell.  Much  lower  than  your  1938  rate? 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  Would  the  percentage  of  F.  H.  A.  insured  mort- 
gages be  higher? 

Mr.  Rogers.  I  think  they  would  be  about  the  same. 

Mr.  O'Connell.  So  that  the  reduction  in  the  F.  H.  A.  rate  was 
accompanied  by  a  still  lower  rate  for  the  non-F.  H.  A.  insured  loans? 

Mr.  Rogers.  No;  I  wouldn't  say  that,  but  I  would  say  this,  that  in 
1939,  which  is  contrary  to  all  of  1938,  we  are  paying  cash  premiums 
for  5  percent  F.  H.  A.  loans,  which  in  effect  is  a  reduction  in  the 
interest  rate,  as  far  as  we  are  concerned. 

Mr.  O'Connell.  Not  as  far  as  the  borrower  is  concerned? 

Mr.  Rogers.  In  reality,  as  far  as  the  borrower  is  concerned  because 
the  cash  premium  which  we  are  paying  is  payment  to  the  broker  for 
bringing  the  loan  in  which  the  borrower  formerly  paid  to  the  broker. 

Mr.  O'Connell.  I  don't  believe  we  could  probably  go  into  that  at 
this  point,  but  I  understand  you  to  mean  that  the  practical  effect 
of  your  paying  a  premium  on  a  5  percent  F.  H  A.  insured  mortgage 
is  to  give  all  or  part  of  that  premium  to  the  borrower? 
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Mr.  Rogers.  In  effect  yes,  if  you  understand  what  I  said,  and  that 
was  that  we  are  paying  the  broker,  whom  the  borrow  ei  formerly 
paid.     It  is  quite  customary  during  all  mortgage  loan  history,  and  still 

is  customary,  for  the  borrower 

Mr.  O'Connell.  Pay  a  broker? 

Mr.  Rogers.  Yes;  to  use  the  services  of  a  broker  to  get  his  loan 
and  pay  for  it. 

Mr.  O'Connell.  That  is  right,  but  you  mean  that  by  virtue  of  the 
fact  that  you  pay  a  premium  to  the  broker  he  doesn't  charge  a  broker- 
age to  the  borrower? 

Mr.  Rogers.  Correct.  In  other  words,  the  borrower  has  at  least 
ceased  to  pay  the  charges. 

Mr.  O'Connell.  How  do  you  account  for  that?    How  does  that 
work  out?    . 
Mr.  Rogers.  I  think  it  is  purely  competition,  that  is  ail. 
Mr.  O'Connell.  You  mean  competition  between  brokers? 
Mr.   Rogers.  Between   brokers   and   lenders,   more  particularly. 
In  other  words,  the  broker  has  forced  the  lender  to  assume  that 
burden  which  he  formerly  collected  from  the  borrower.     On  the  other 
hand  I  think  it  would  be  safe  to  say,  too,  that  the  borrower  realizing 
that  he  has  something  good  is  refusing  to  pay  that.     Someone  has  to 
pay  the  broker;  if  you  are  going  to  deal  through  brokers  in  this  day 
and  age  of  competition  in  the  mortgage  business,  it  has  to  be  the  lender 
that  has  to  do  it. 

Mr.  O'Connell.  Generally  speaking,  I  understood  you  to  say 
that  the  non-F.  H.  A.  insured  mortgage  loans  return  you  less  than 
F.  H.  A.  insured  mortgage  loans. 

Mr.  Rogers.  I  think  it  would  be  pretty  close;  it  would  be  awfully 
difficult  for  me  to  make  a  definite  statement  on  that. 

Mr.  O'Connell.  Let's  assume  that  it  would  be  close.  I  am 
merely  trying  to  go  into  the  question  of  the  relative  risks  involved 
of  the  two  types  of  obligation.  In  other  words,  I  am  trying  to  evalu- 
ate on  the  insurance  on  the  F.  H.  A.  mortgage.  What  would  you  say 
as  to  the  risk  element  in  an  F.  H.  A.  insurance  mortgage?  Is  there 
a  substantial  amount  of  risk? 
Mr.  Rogers.  I  would  say,  who  knows. 

Mr.  O'Connell.  Is  there  a  substantial  amount  of  risk  in  a  Govern- 
ment bond? 

Mr.  Rogers.  There  is  a  risk  of  loss,  of  course,  in  an  F.  H.  A.  loan, 
first  of  all  in  the  certificate  of  claim  which  would  carry  the  foreclosure 
costs  and  attorney's  fees  and  so  on.     Of  course  you  know  in  some 
)  States  those  charges  are  very  high. 

Mr.  O'Connell.  They  vary  greatly,  I  think. 

Mr.  Rogers.  Then  if  you  translate  your  5  percent  F.  H.  A.  mortgage 
into  a  2%-percent  Government  bond,  there  is  a  loss  of  income  between 
the  2%  percent  and  5  percent. 

Mr.  O'Connell.  Do  you  happen  to  know  what  those  2%  percent 
debentures  are  worth  in  the  market  today? 

Mr.  Rogers.  No;  I  don't  think  there  is  any  market  for  them. 
Mr.  O'Connell.  You  mean  there  are  none  on  the  market.     There 
would  be  a  market  for  them  if  they  were  sold.     Would  you  say  they 
would  be  worth  more  than  their  face  amount? 
Mr.  Rogers.  No. 
Mr.  O'Connell.  Two  and  three-quarters  Government  bonds? 
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Mr.  Rogers.  It  is  different  with  a  Government  bond  because  the 
maturity  runs  probably  for  a  very  long  period. 

Mr.  O'Connell.  It  can't  run  more  than  3  years  beyond  the  maturity 
date  of  the  mortgage. 

Mr.  Rogers.  It  might  run  23  years. 

Mr.  O'Connell.  A  maximum,  of  23  years  from  the  date  of  issuance 
of  the  insurance. 

Mr.  Rogers.  Well,  if  you  had  a  20-year  or  23-year  Government 
bond  to  compare  with  it  and  said  what  the  price  was  I  would  say  that 
there  would  be  a  market  for  these  debentures,  but  I  don't  know. 

Mr.  O'Connell.  The  element  of  risk  that  you  refer  to — let's  see 
if  we  understand  this.  If  a  mortgage  insured  by  F.  H.  A.  defaults 
and  you  bring  suit  to  foreclose  the  mortgage  within  30  days  after  the 
default,  you  are  then  entitled  upon  completion  of  the  transaction  of 
foreclosure  to  receive  in  return  for  the  property  foreclosed  2%-percent 
debentures  in  an  amount  equal  to  the  mortgage  foreclosed  with  interest. 
Right? 

Mr.  Rogers.  With  interest  after  the  30  days. 

Mr.  O'Connell.  With  interest  after  the  30-day  period?  Do  you 
mean  there  is  a  hiatus  of  interest  between  the  default  and  the  time 
you  start  foreclosure? 

Mr.  Rogers.  I  don't  think  you  could  start  it  within  30  days.  In 
decency  you  coldn't  start  foreclosure  on  a  man  within  30  days. 

Mr.  O'Connell.  In  order  to  be  entitled  to  debentures  with  interest 
from  that  date  you  have  to  start  your  foreclosure  within  30  days. 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  And  then  at  the  completion  of  the  transaction 
you  have  received  your  debentures  and  you  also  receive  a  certificate 
of  claim  in  amount  equal  to  the  expenses  of  foreclosure. 

Mr.  Rogers.  Yes;  and  attorneys'  fees. 

Mr.  O'Connell.  That  expense  of  foreclosure  in  connection  with 
defaulted  properties  is  the  maximum  capital  loss  that  you  can  con- 
ceivably sustain. 

Mr.  Rogers.  Yes;  if  you  look  at  it  from  that  viewpoint.  You  say, 
and  probably  you  are  correct,  that  the  debenture  could  be  sold  imme- 
diately for  100  cents  on  the  dollar  and  have  your  money  back,  but 
in  the  meantime  you  have  lost  what  you  thought  was  a  good  5-percent 
mortgage. 

Mr.  O'Connell.  You  didn't  think  it  was  a  good  enough  5-percent 
mortgage  without  the  F.  H.  A.  insurance. 

Mr.  Rogers.  No  ;  I  mean  to  say  you  bought  it  on  the  theory  it  was 
a  good  5-percent  mortgage.  I  have  forgotten  what  your  question 
was.  The  point  I  was  trying  to  make  was  that  what  we  are  looking 
for  is  income  of  5-percent  rate  and  not  the  debenture  rate,  and  if  there 
is  a  loss  of  income,  which  there  would  be  unless  you  could  imme- 
diately invest  that  money  all  over  again  at  5  percent,  which  doesn/t 
look  at  all  likely  at  the  moment,  there  would  be  a  substantial  loss. 

Mr.  O'Connell.  Loss  of  income  as  compared  to  the  income  on  the 
mortgage. 

Mr.   Rogers.  Yes. 

Mr.  O'Connell.  That  is  the  risk  factor,  as  I  take  it. 

Mr.  Rogers.  That  is  right. 

Mr.  O'Connell.  I  also  take  it  that  the  insurance  has  some  value  in 
reducing  the  risk  factor — that  is  just  one  of  the  values  of  the  in- 
surance. 


5076        CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Rogers.  Decidedly.  In  other  words,  these  80-  and  90-percent 
loans  would  not  be  selling  in  the  market  at  all  except  for  the  insurance. 

Mr.  O'Connell.  But  it  is  difficult,  isn't  it,  to  evaluate  the  risk? 

Mr.  Rogers.  Just  as  it  was  on  the  conventional  loans  we  were 
talking  about  this  morning.  I  know  no  way  to  do  it.  We  are  not 
experienced  enough  with  them. 

Mr.  O'Connell.  What  about  the  factor  of  liquidity  of  loans? 
Is  that  of  importance  in  determining  the  yield  that  you  would  expect 
to  get  or  hope  to  get? 

Mr.  Rogers.  No.     As  far  as  the  insurance  company  is  concerned. 

Mr.  O'Connell.  Yes. 

Mr.  Rogers.  No. 

Mr.  O'Connell.  Would  that  apply  to  your  portfolio  generally? 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  Liquidity  is  not  a  factor? 

Mr.  Rogers.  Insurance  companies  do  not  need  substantially  great 
liquidity. 

Mr.  O'Connell.  They  substantially  have  it. 

Mr.  Rogers.  I  still  say  they  don't  need  it.  As  far  as  that  is  con- 
cerned, you  wouldn't  consider  a  mortgage  a  liquid  asset  anyhow. 

Mr.  O'Connell.  Is  a  noninsured  mortgage  as  liquid  as  an  insured 
mortgage? 

Mr.  Rogers.  No. 

Mr.  O'Connell.  If  there  is  any  value  to  liquidity^the  F.  H.  A. 
insurance  has  a  value  in  that  respect. 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  They  are  more  liquid. 

Mr.  Rogers.  Savings  banks  might  be  subject  to  that  kind  of 
thing  and  that  element  of  liquidity  might  be  quite  valuable,  but  I 
would  say  that  it  did  not  possess  the  same  value  to  insurance  companies. 

Mr.  O'Connell.  The  liquidity  isn't  as  important  to  an  insurance 
company  as  to  other  institutions. 

Mr.  Rogers.  I  would  say  that  is  true. 

Mr.  O'Connell.  On  F.  H.  A.  insured  mortgages  we  have  a  liquidity 
value  of  whatever  it  is — less  for  insurance  companies  t'-an  for  some 
types  of  investors — and  a  value  in  terms  of  minimizing  risk  which, 
as  near  as  we  can  tell,  minimizes  the  risk  to  the  possible  expense  of 
foreclosure  plus  what  you  referred  to  as  loss  of  revenues  on  your 
mortgages  by  virtue  of  taking  2%  percent  debentures  in  exchange.  I 
find  it  difficult  to  give  very  much  value  to  that  risk  element  because 
assuming,  as  I  think  we  must,  that  the  debentures  are  worth  the 
face  amount  of  the  mortgage 

Mr.  Rogers  (interposing).  Let's  put  it  the  other  way.  Take  our 
conventional  loans,  residential  loans,  small  loans,  which  were  fore- 
closed through  the  depression,  our  experience  so  far  is  that  we  have 
recovered,  book  cost,  charge-off,  the  cost  of  rehabilitation,  and  a  slight 
amount  of  the  interest. 

If  that  is  to  continue,  and  I  can't  promise  that  it  will,  nor  can  I 
see  any  particular  reason  why  it  shouldn't,  I  would  say  that  F.  H.  A. 
loans  possess  no  greater  value  to  us,  since  we  are  substantially  getting 
out  whole. 

Acting  Chairman  Reece.  Do  you  have  any  idea  as  to  whether  other 
insurance  companies  have  had  a  similar  experience  Ih  that  regard^? 
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Mr.  Rogers.  No;  I  don't.  I  think  we  pursued  a  more  aggressive 
policy  in  regard  to  rehabilitation  and  rental  and  sales — I  won't  say 
than  other  companies,  but  we  have  pursued  that  policy,  and  I  think 
it  has  been  one  of  the  reasons  why  we  have  had  such  a  reasonably 
satisfactory  experience,  it  if  is  a  satisfactory  experience.     I  regard  it  so. 

Acting  Chairman  Reecb.  Then  I  would  conclude  from  your  state- 
ment that  on  your  foreclosures  you  have  suffered  no  loss  except  a 
partial  loss  of  interest. 

Mr.  Rogers.  That's  right — so  fan;  and  we  have  sold  a  little  better 
than  half  of  them. 

Acting  Chairman  Reece.  We  hope  the  future  may  prove  out  as 
good. 

Mr.  O'Connell.  Have  you  any  opinion  as  to  the  effect  on  home 
construction,  either  for  home  ownership  or  for  rent,  of  a  reduction  in 
the  F.  H.  A.  maximum  rate  of  interest? 

Mr.  Rogers.  Is  the  question  you  are  asking,  if  the  interest  rate 
were  reduced  on  F.  H.  A.  loans? 

Mr.  O'Connell.  What  would  happen?  I  don't  know.  What,  in 
your  opinion? 

Mr.  Rogers.  I  think  it  is  very  difficult  to  say. 

Mr.  O'Connell.  .1  appreciate  that. 

Mr.  Rogers.  And  I  am  not  speaking  at.  all  from  a  Prudential 
viewpoint,  you  realize  that.  If  you  are  thinking  in  terms  of  reducing 
the  F.  H.  A.  rate  to  4.5  percent 

Mr.  O'Connell  (interposing).  Let's  think  of  it  in  those  terms.  I 
hadn't. 

Mr.  Rogers.  Use  it  as  an  example,  if  you  want  to.  I  think  you 
might  find  that  it  would  deprive  some  builders  of  ready  access  to  the 
money  market. 

Mr.  O'Connell.  Can  you  elaborate  on  that? 

Mr.  Rogers.  Yes,.  I  would  say  that  not  all  F.  H.  A.  loans  are  as 
sound  as  others,  from  our  viewpoint,  and  it  would  be  true  from  the 
viewpoint  of  others.  They  would  think  those  were  sound  enough, 
perhaps,  at  a  5-percent  rate,  but  they  wouldn't  think  quite  so  well  of 
them  under  the 4.5  percent  rate;  consequently,  they  would  pass  them 
by  in  favor  of  the  5's.  If  too  many  people  pass  the  4.5's  by  in  favor 
of  the  5's,  or  vice  versa,  of  course  you  can  see  what  the  situation 
would  be. 

Mr.  O'Connell.  You  mean  the  situation  would  be  less  building? 

Mr.  Rogers.  It  might.  In  other  words,  if  you  deprive  builders 
of  F.  H.  A.  insured  mortgages  by  reason  of  the  fact  that  you  reduce 
the  rate  to  a  point  where  some  investors,  at  least,  might  feel  that 
they  would  rather  not  have  F.  H.  A.  insured  loans,  because  the 
rate  may  have  reached  the  point,  deducting  expenses  against  it, 
where,  for  instance,  insurance  companies  mip-ht  feel  that  that  was 
a  lower  rate  than  they  could  afford  to  take — I  do  not  say  that  is  a 
fact;  it  is  part  of  the  picture. 

Mr.  O'Connell.  We  have  a  5-percent  rate  now. 

Mr.  Rogers.  That's  right. 

Mr.  O'Connell.  And  your  feeling  is  that  with  that  maximum 
rate  reduced  to  4.5,  institutional  lenders  would  have,  may  we  say, 
a  reluctance  to  lend  on  some  mortgages  that  they  would  lend  on  at 
5  percent? 
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Mr.  Rogers.  No,  I  don't  say  that.  I  think  so  far  as  savings 
banks  are  concerned,  in  view  of  their  situation,  where  they  are  paying 
1  or  1.5  percent  interest,  I  should  think  4.5  percent  would  be  a  satis- 
factory rate.     They  would  have  to  answer  for  themselves. 

Mr.  O'Connell.  I  should  have  confined  my  question  to  insurance 
companies. 

Mr.  Rogers.  As  to  insurance  companies,  where  the  urge  is  great 
to  meet  their  obligation  to  their  policyholders  you  could  get  the 
rate  down  to  a  point  where  they  would  not  be  nearly  as  attractive 
as  they  are  now.  As  a  matter  of  fact,  it  seems  to  me  the  law  of 
supply  and  demand  is  largely  taking  care  of  that  situation.  All 
over  the  country  F.  H.  A.  loans  are  being  advertised  by  banks  at  4.5 
percent.  I  have  a  flock  of  reports  in  my  portfolio  from  Cleveland, 
and  I  saw  quite  recently  in  New  York  4.25  percent. 

It  goes  to  show  that  the  F.  H.  A.  rate  has  been,  by  reason  of  the 
law  of  supply  and  demand,  reduced  to  4.5  percent  in  cases,  probably — 
well,  in  some  cases.  As  to  the  5's,  I  don't  think  anybody  is  getting 
5's  at  par.  We  are  paying  a  premium  for  all  of  them,  and  in  some 
cases  a  premium  and  a  service  charge,  so  as  a  matter  of  fact  the 
law  of  supply  and  demand,  competition  in  the  business,  I  think  is 
taking  care  of  the  interest  rate  situation  very  nicely,  and  I  think  you 
might  get  the  business  into  a  4.5  percent  straightjacket  if  you  auto- 
matically reduced  the  present  rate  to  4.5. 

Mr.  O'Connell.  I  see.  You  think  the  5  percent  straightjacket  is 
all  right. 

Mr.  Rogers.  I  don't  think  the  5  percent  is  a  straightjacket.  It 
is  a  ceiling. 

Mr.  O'Connell.  That  is  all  the  4.5  would  be. 

Mr.'  Rogers.  Yes,  but  it  might  be  a  straightjacket.  You  are 
getting  down  to  the  point  where  people  would  have  to  begin  to 
consider  whether  they  would  be  willing  to  take  that  chance. 

Mr.  O'Connell.  That  involves  a  number  of  factors  in  what  1 
have  been  trying  to  develop  as  the  real  value  of  F.  H.  A.  insurance, 
and  we  really  can't  put  a  definite  value  on  that,  although  a  lot  of 
F.  H.  A.  mortgages  are  being  traded  in  substantially  under  the  5. 
That  is  my  understanding. 

Mr.  Rogers.  Yes. 

Mr.  O'Connell.  Would  like  to  ask  you  a  question  which  I  am 
afraid  you  can't  answer,  but  I  want  to  ask  it  for  the  purpose  of  then 
asking  you  to  put  in  the  record  later. 

I  want  to  ask  you  if  you  have  any  information  available  as  to  the 
rate  of  return  on  the  various  types  of  obligations  which  your  company 
holds  in  quantity,  by  general  classes. 

Mr.  Rogers.  No. 

Mr.  O'Connell.  You  have  not?  Would  it  be  possible,  through 
some  of  the  officials  of  your' company,  to  submit  for  the  record  a 
general  break-down  for  the  year  1938  of  the  various  types  of  invest- 
ments you  hold  in  quantity?  l 

Mr.  Fitzgerald.  I  would  say  it  is  possible. 

Mr..  Rogers.  If  it  is  possible,  we  will  promise  to  do  it. 

Mr.  O'Connell.  I  don't  want  to  put  you  to  a  great  deal  of  trouble, 
but  we  have  the  figure  of  the  stated  rate  for  your  mortgage  portfolio 
for  1938.     That  is  4.83.     I  merely  want  the  record  to  show,  if  I 

1  Subsequently  submitted  and  entered  in  the  record  on  August  23,  1939,  as  "Exhibit  No.  953",  see 
appendix,  p.  5589. 
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can  get  it,  what  your  other  portfolios  would  show  as  to  the  stated 
return  on  other  types  of  investments. 

Mr.  Rogers.  Types  of  loans  or  types  of  property? 

Mr.  O'Connell.  Types  of  investment.  You  have,  as  I  under- 
stand it,  your  portfolio  classified  as  railroad,  utilities,  governments. 

Mr.  Rogers.  The  entire  investments,  yes. 

Mr.  Fitzgerald.  I  think,  Mr.  Rogers,  there  is  one  qualification 
to  be  made.  The  rate  that  was  quoted  by  Mr.  Rogers  for  1938 
applied  to  the  new  loans  made  during  that  year. 

Mr.  Rogers.  I  think  I  made  that  clear. 

Mr.  Fitzgerald.  That  rate  would  be  a  different  rate. 

Mr.  O'Connell.  The  figure  upon  which  that  4.83  rate  was  based 
was  $1,145,000,000. 

Mr.  Rogers.  Oh,  no;  it  was  the  1938  lendmgs. 

Mr.  O'Connell.  Let's  go  back  and  clear  that  up. 

Mr.  Rogers.  In  1938  we  lent  approximately  $150,000,000  at  an 
average  stated  rate  of  4.83. 

Mr.  O'Connell.  Didn't  you  give  us  some  information  this  morning 
as  to  the  stated  rate  of  yield  on  your  mortgage  portfolio? 

Mr.  Rogers.  No;  no;  we  talked  about  the  risk  situation.  That 
again  was  confined  to  1938. 

I  understand  what  you  want.  You  want  a  break-down  of  the 
return  on  all  types  of  investments  of  the  company,  and  that  is  possible. 

Mr.  O'Connell.  By  general  classifications.  I  want  to  see  what 
mortgage  investments  you  made  and  the  rate  of  return,  your  portfolio 
of  various  types.  I  assume  there  is  quite  a  spread  between  the  rate 
of  return  and  that,  generally  speaking,  evidences  varying  degrees  of 
risks,  liquidity,  and  other  factors  which  make  such  types  of  invest- 
ment valuable  to  you. 

Mr.  Rogers.  It  is  comparatively  simple. 

Mr.  O'Connell.  I  thought  it  was;  that  is  why  I  asked  the  question. 
Would  it  be  fair  to  ask  you  where  you  think  the  mortgage  portfolio 
would  stand  in  the  general  picture? 

Mr.  Rogers-.  I  think  it  would  stand  pretty  well  at  the  top, 

Mr.  O'Connell.  Probably  policy  loans  would  be  above  it  and  then 
mortgages? 

Mr.  Rogers.  Mortgages ;  yes. 

Mr.  O'Connell.  I  should  like  to  a§k  you  only  one  or  two  more 
general  questions.  We  have  had  quite  a  bit  of  discussion  as  to  the — 
no;  off  the  record. 

Your  company  has  acquired  in  recent  years  a  substantial  amount  of 
residential  real  estate  as  a  result  of  mortgage  foreclosure.  Have  you 
any  idea  as  to  the  amount  of  that  property  you  hold? 

Mr.  Rogers.  Amount  at  the  present  time? 

Mr.  O'Connell.  Yes. 

Mr.  Rogers.  Roughly,  177  million  of  unsold  properties.  It  would 
stand  on  our  books  at  200  million,  but  that  would  be  because  of  con- 
tracts of  sales  which  are  not  treated  as  sales. 

Mr.  O'Connell.  Have  you  any  views  as  to  the  effect  that  this 
property  overhanging  the  market  has  on  further  expansion  of  new 
construction? 

Mr.  Rogers.  No;  I  think  the  shoe  is  on  the  other  foot — that  the 
new  construction  is  retarding  the  sale  of  repossessed  properties. 
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Mr:  O'Connell.  Is  that  so,  so  that  new  construction  is  retarding 
the  sale — well,  wouldn't  it  work  both  ways;,  might  it  not? 

Mr.  Rogers.  No— well,  of  course,  it  does  work  to  some  extent 
both  ways;  but  the  answer  to  it  is  this,  I  think — when  F.  H.  A.  loans 
were  limited  to  80  percent  of  value  that  it  was  more  advantageous  for 
a  man  to  buy  a  home  for  use  at  10  percent  down  and  90  percent 
mortgage,  or  a  90-percent  contract  of  sale.  Now  that  the  same  man 
who  can  buy  a  home  for  10  percent  down  on  F.  H.  A.,  90-percent 
mortgage  would  prefer  to  buy  something  new  than  something  old, 
so  that  is  the  reason  I  say  I  think  the  shoe  is  on  the  other  foot.  I  am 
not  complaining  about  it,  however. 

Mr.  O'Connell.  Would  you  care-  to  say  anything  about  what  you 
conceive  to  be  a  proper  policy  of  liquidation? 

Mr.  Rogers.  Oh,  yes.  I  think  the  policy  that  has  been  pursued, 
would  bq  a  sound  policy — what  you  are  really  asking  is,  isn't  it;  this 
overhang  on  the  market  could  very  seriously,  u  it  was  dumped,  retard 
development? 

Mr.  O'Connell.  That  has  been  suggested. 

Mr.  Rogers*  Yes;  I  think  it  would  be  the  fact,  and  as  a  matter  of 
fact  years  ago  the  dumping  process  was  somewhat  in  evidence,  but  it 
was  found  that  it  didn't  work  because  it  constantly  went  down,  so  that 
there  has  grown  up  a  very  strong  feeling  that  a  sound  policy  of  admin- 
istration for  the  sake  of  upholding  all  real-estate  values,  not  ours  but 
everybody  else's,  is  confined '  to  antidumping  of  rentals  and  anti- 
dumping of  sales  prices;  administration  of  the  account  in  consonance 
with  sound  market  values,  whether  it  is  rentals  or  sales,  and  by 
doing  that  I  don't  think  we  interfere  at  all,  or  very  little,  with  new 
construction. 

Mr.  O'Connell.  Another  question.  There  was  a  certain  amount 
of  testimony  adduced  here  within  the  past  several  days  relative  to  the 
propriety  of  large  institutions  such  as  life  insurance  companies  invest- 
ing some  portion  of  their  assets  in  equities,  large-scale  investment 
housing  projects.  Have  you  anything  you  would  care  to  say  on  that 
general  subject?  ; 

Mr.  Rogers.  Well,  I  don't  think  any  insurance  company  should 
invest  in  an  equity.  I  think  it  should  invest,  if  at  all,  in  total  owner- 
ship. 

Mr.  O'Connell.  I  beg  your  pardon   by  equity  I  meant  ownership. 

Mr.  Rogers.  Am  I  right? 

Mr.  O'Connell.  Yes. 

Mr.  Rogers.  I  would  say  I  see  no  reason  at  all  why  insurance 
companies  should  not  be  permitted  to  invest  in  wholly  owned  unen- 
cumbered sound  housing  units,  and  I  don't  see  why  it  should  be  limited 
to  housing.  My  own  belief  is  that  it  could  be  done  with  other  sound 
unencumbered  income  properties  to  fully  as  good  advantage  to  the 
insurance  companies.  I  have  in  mind  that  many  merchandisers  in 
this  country  are  owners  of  property  not  by  choice  but  by  necessity, 
that  they  would  prefer  to  be  tenants  and  not  owners.  I  can't  think 
of  any  better  type  of  landlord  than  an  insurance  company  owning 
that  property  unencumbered  in  the  sense  that  it  could  make  long- 
time leases  with  sound  tenants  on  a  basis  of  amortization  of  the 
building  and  a  substantial  return  on  the  investment. 

That  statement  is  a  little  irrational,  but  since  the  United  States, 
so  far  as  I  know,  is  the  only  country  in  the  world  where  life  insurance 
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companies  are  stricted  wholly  to  evidences  of  debt,  it  seems  to  me  if 
there  is  anything  wrong  with  that  program  that  it  would  have  been 
discovered  long  ago  in  other  countries  and  would  not  be  permitted. 

Mr.  O'Connell.  In  other  countries  such  institutions  as  yours  are 
permitted  to  invest  in  unencumbered  real  estate  and  substantially  in 
this  country  it  is  so  restricted,  and  your  company  is  not  permitted, 
generally  speaking,  to  own 

Mr.  Rogers.  No,  the  only  time  we  are  permitted  to  buy  real  estate, 
of  course,  is  under  special  statute.  In  New  Jersey  we  bought  some 
property  in  conjunction  with  the  city  of  Newark  and  built  some  slum 
clearances,  as  much  for  the  social  side  of  it  as  the  practical. 

Mr.  O'Connell.  Mr.  Chairman,  I  have  no  further  questions  to 
ask  Mr.  Rogers. 

Acting  Chairman  Reece.  Any  questions?  We  thank  you  very 
kindly,  and  Mr.  Fitzgerald,  for  your  testimony.     You  are  excused. 

When  the  committee  recesses  today  it  will  recess  until  10:30  Wed- 
nesday, July  5,  and,  Mr.  O'Connell,  would  you  care  to  make  a  state- 
ment of  your  plans  at  that  time? 

Mr.  O'Connell.  I  should  like  to  make  a  short  statement  in  explana- 
tion of  the  fact  the  committee  is  going  to  recess  at  the  moment  and 
not  convene  until  July  5.  We  had  expected  to  call  Mr.  Bodfish  this 
afternoon,  and  Mr.  Bruere  of  the  Bowery  Savings  Bank  tomorrow 
morning,  to  give  the  committee  some  more  information  about  the 
financial  side  of  housing.  Unfortunately,  the  pressure  of  other  duties 
has  made  it  impossible  for  most  of  the  committee  members  to  be  pres- 
ent. The  end  of  the  fiscal  year  coming  tomorrow  makes  it  as  a  prac- 
tical matter  impossible  for  most  of  the  legislative  members  to  be 
present,  and  other  pressing  affairs  are  making  it  impossible  for  some 
of  the  other  members.  We  feel  that  the  testimony  of  Mr.  Bodfish 
and  Mr.  Bruere  is  of  sufficient  importance  as  to  justify  us  in  asking 
them  to  bear  with  us  and  to  appear  before  the  committee  next  Wed- 
nesday, rather  than  today  and  tomorrow,  at  which  time  we  hope  we 
will  be  able  to  have  a  larger  representation  on  the  committee. 

I  think  that-is  all  I  have  to  say,  so  at  that  time  on  the  fifth  of  July, 
subject  to  the  convenience  of  the  witnesses  that  I  have  referred  to,  we 
hope  to  convene  at  10:30  and  to  hear  Mr.  Bodfish  and  Mr.  Bruere. 
If  there  is  any  change,  of  course  we  can  make  an  announcement 
between  now  and  then. 

Acting  Chairman  Reece.  The  committee  will  stand  in  recess. 

(Whereupon  at  3:15  p.  m.  the  committee  recessed  until  10:30  a.  m., 
Thursday,  July  6,  1939.)  <- 
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THURSDAY,  JULY  6,  1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:55  o'clock  a.  m.,  pursuant  to  adjournment 
on  Thursday,  June  29, 1939,  in  the  Caucus  Room,  Senate  Office  Build- 
ing, Senator  Joseph  C.  O'Mahoney,  presiding. 

Present:  Senator  O'Mahoney  (chairman),  Representative  Williams, 
Messrs.  Arnold,  Henderson,  Lubin,  O'Connell,  Patterson,  and 
Brackett. 

Present  also:  Willard  L.  Thorp,  Department  of  Commerce;  Willis 
J.  Ballinger,  Federal  Trade  Commission;  Gordon  Dean,  Department 
of  Justice;  Theodore  J.  Kreps,  Economic  consultant  to  the  committee; 
Lowell  J.  Chawner,  Department  of  Commerce,  and  Peter  A.  Stone, 
coordinator  of  construction  studies  for  the  committee. 

The  Chairman.  The  committee  will  please  come  to  order: 

Mr.  O'Connell,  are  you  ready  to  proceed?  Will  you  call  the  first 
witness? 

Mr.  O'Connell.  Before  doing  that,  sir,  I  would  like  to  make  one 
reference  to  testimony  that  was  presented  before,  the  committee  last 
week.  On  Wednesday,  Mr.  Schnitman  gave  some  information  to  the 
committee  relative  to  the  operating  costs  on  six  large-scale  rental 
housing  projects,  three  of  which  were  F.  H.  A.  insured  projects.1  The 
testimony  indicated  that  in  one  of  the  F.  H.  A.  projects,  Brentwood, 
I  believe,  in  the  District  of  Columbia,  there  was  a  vacancy  rate  of 
some  24  percent  in  the  period  covered  by  the  survey,  and  in  another 
project,  in  York,  Pa.,  a  9.3  percent  operating  loss  for  the  same  period 
was  indicated.  Mr.  Schnitman's  testimony  did  not  make  it  entirely 
clear  that  the  period  taken  was  the  first  year  of  operation  of  these 
projects,  and  in  one  case,  the  Brentwood  project,  the  project- was  not 
in  operation  during  the  entire  year  1938,  so  that  the  operating  loss  in 
one  case  and  the  percentage  of  vacancies  in  the  other  case  did  not 
accurately  express  the  existing  situation  insofar  as  those  two  projects 
are  concerned. 

Congressman  Williams  asked  several  questions  along  the  line  that 
I  have  been  discussing,  and  the  Federal  Housing  Administration  have 
since  that  time  written  a  letter  to  Congressman  Williams  pointing  out 
the  fact  that  at  the  present  time  the  Brentwood  project,  in  vacancies, 
is  some  five-tenths  of  1  percent,  and  that  in  the  case  of  the  other 
project  on  the  basis  of  its  current  operations  the  operating  loss  indi- 
cated on  the  chart  is  no  longer  a  fact,  so  with  Congressman  Williams 
approval  and  at  his  suggestion  I  should  like  to  offer  for  the  record  the 

1  See  supra,  pp.  6015-5040.    See  also  "Exhibit  No.  855,"  supra,  p.  5018,  and  appendix,  p.  5482. 
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explanatory  letter  from  the  Federal  Housing  Administration  relating 
to  Mr.  Schnitman's  testimony  as  to  the  two  projects  I  have  referred  to. 

The  Chairman.  That  was  written  by  whom? 

Mr.  O'Connell.  The  letter  is  signed  by  Miles  L.  Colean,  Assistant 
Administrator  of  the  Federal  Housing  Administration. 

The  Chairman.  The  letter  may  be  admitted. 

(The  letter  referred  to  was  marked  "Exhibit  No.  864"  and  is 
included  in  the  appendix  on  p.  5486.) 

Last  week  testimony  was  presented  before  the  committee  relative 
to  the  importance  of  the  building  industry  and  its  position  in  the 
national  economy,  the  important  place  in  it  occupied  by  residential . 
construction  and  the  fluctuations  in  this  field,  the  character  of  the 
need  for  dwelling  accommodations,  its  extent,  and  the  extent  to  which 
this  need  is  being  met.  It  was  demonstrated,  and  as  to  this  I  believe 
there  can  be  no  dispute,  that  of  recent  years  the  construction  industry 
had  done  little  or  nothing  in  the  way  of  providing  adequate  dwelling 
accommodations  for  families  in  the  so-called  middle-income  group, 
by  which  I  mean  those  having  an  income  approximately  between 
$1,000  and  $2,000  per  year. 

Witnesses  pointed  out  that  in  order  to  meet  this  present  unsatisfied 
demand,  it  is  essential  that  the  elements  of  cost  going  to  make  up  the 
present  too  high  total  cost,  be  reduced  to  a  point  at  which  persons 
in  this  so-called  middle-income  group  can  enter  the  market  either  as 
home  owners  or  renters.  The  very  great  importance  of  annual  costs, 
by  which  is  meant  the  periodic  outlays  after  occupancy,  as  distin- 
guished from  original  capital  cost,  was  explained  by  several  witnesses 
and  figures  were  given  showing  the  relative  effect  on  the  so-called 
rental  dollar  of  comparable  reductions  in  finance  costs  as  against  labor 
and  material  costs. 

At  the  time  of  adjournment  last  Thursday,  one  witness  had  been 
called  who  discussed  with  the  committee  the  importance,  from  the 
point  of  view  of  a  large  institutional  lender,  of  finance  as  a  factor 
in  both  annual  costs  and  capital  costs.  Today  additional  witnesses 
will  be  called  who  will  discuss  the  same  topic  and  will  give  the  com- 
mittee their  views  as  to  the  cost  of  finance  in  the  privately  financed 
housing  field  and  their  views  as  to  what,  if  anything,  can  be  done  to 
reduce  this  element  of  cost. 

The  Chairman.  Do  you  solemnly  swear  that  the  testimony  you 
are  about  to  "give  in  this  procedure  will  be  the  truth,  the  whole  truth 
and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Bodfish.     I  do. 

TESTIMONY  OF  MORTON  BODFISH,  EXECUTIVE  VICE  PRESIDENT, 
UNITED  STATES  BUILDING  AND  LOAN  LEAGUE,  CHICAGO,  ILL 

METHODS  AND  PRACTICES  OF  BUILDING  AND  LOAN  ASSOCIATIONS 

Mr.  O'Connell.  Mr.  Bodfish,  will  you  state  your  name  and  ad- 
dress to  the  reporter  for  the  record,  please? 

Mr.  Bodfish.  My  name  is  Morton  Bodfish.  My  address  is  333 
North  Michigan  Avenue,  Chicago.  My  business  connection:  I  am 
executive  vice  president  of  the  United  States  Building  and  Loan 
League.  That  is  a  national  trade  organization  of  some  4,000  savings 
and  loan  associations  operating  in  local  communities  all  over  the 
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country.     We  have  some  $6,000,000  in  home  mortgages  represented 
in  the  organization. 

Mr.  O'Connell.  I  understand  you  are  the  executive  vice  president 
of  a  trade  organization  known  as  the  United  States  Building  and  Loan 
League. 

Mr.  Bodfish.     That  is  correct. 

Mr.  O'Connell.  And  the  number  of  members  in  the  league 
is  4,000. 

Mr.  Bodfish.  Four  thousand,  and  some  forty-nine  State  organi- 
zations, which  includes  the  District  of  Columbia. 

Mr.  O'Connell.  Do  you  happen  to  know  how  many  organiza- 
tion— not  organizations,  but  how  many  building  and  loan  or  savings 
and  loan  associations  there  are  in  the  country? 

Mr.  Bodfish.  There  are  slightly  under  10,000  of  these  institutions. 
Represented  in  our  organization,  however,  are  more  than  80  percent 
of  the  assets.  The  institutions  not  in  the  organization  are  small 
institutions  in  Pennsylvania  and  Maryland;  and  a  few  scattered 
elsewhere  that  do  not  bulk  substantially. 

Mr.  O'Connell.  You  represent  something  like  50  percent  in  num- 
ber but  80  percent  of  the  assets  in  that  type  of  organization? 

Mr.  Bodfish.     That  is  correct. 

Mr.  O'Connell.  Just  to  give  the  committee  and  me  a  better 
picture  of  the  organization,  are  there  any  particular  qualifications  for 
membership  in  the  organization? 

Mr.  Bodfish.  Well,  we  have  required  that  all  our  member  insti- 
tutions be  subject  to  State  or  Federal  supervision  and  inspection. 

Mr.  O'Connell.     Will  you  please  speak  a  little  louder,  Mr.  Bodfish? 

Mr.  Bodfish.  Yes,  sir.  We  have  required  that  all  our  member 
institutions  be  subject  to  State  or  Federal  supervision,  examination, 
and  inspection,  so  that  we  have  in  the  organization. only  institutions 
that  are  under  the  general  jurisdiction  of  either  a  State  supervisory 
authority,  si^ch  as  a  building  and  loan  superintendent,  the  Insurance 
Commissioner,  or  under  the  supervision  of  the  Federal  Home  Loan 
Bank  Board.  Also  we  have  general  membership  requirements  dealing 
with  practices,  solvency,  and  State  league  affiliation. 

Mr.  O'Connell.  How  many  so-called  Federal  savings  and  loan 
societies  are  in  your  group? 

Mr.  Bodfish.  Something  under  1,000  in  our  organization.  I 
might  say  that  about  two-thirds  of  these  are  former  State-chartered 
institutions  which  have  been- converted  to  Federal-chartered  institu- 
tions, just  as  a  State  bank  sometimes  becomes  a  national  bank. 

Mr.  O'Connell.  What  is  the  average  size  of  the  institution  in 
your  group? 

Mr.  Bodfish.  The  average  size  is  slightly  under  $1,000,000;  I  think 
something  like  $980,000  is  the  average  size  of  the  institution  so  it  is 
slightly  under  a  million. 

Mr.  O'Connell.  Would  you  have  any  general  information  as  to 
the  size  of  the  largest  as  against  the  size  of  the  smallest? 

Mr.  Bodfish.  The  smallest  institutions  will  run  down  as  low  as. 
five  or  ten  thousand  dollars.  The  largest  institution  is  slightly  in 
excess  of  $50,000,000,  and  is  located  here  in  Washington,  D.  C.  The 
Perpetual  Building  Association  is  the  largest  member  of  our  organiza- 
tion; as  a  matter  of  fact,  the  largest  institution  in  the  country. 
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Mr.  O.'Connell.  Geographically,  are  there  members  of  your  organ- 
ization in  all  States? 

Mr.  Bodfiss.  There  are  members  of  our  organization  in  all  States, 
the  District  of  Columbia,  eight  in  Hawaii,  and  one  in  Alaska. 

Mr.  O'Connell.  As  between  States  is  there  a  high  degree  of  con- 
centration in  some  States  and  a  very  few  of  your  members  in  others? 

Mr.  Bodpish.  I  would  say  that  it  roughly  follows  the  pattern  of 
the  urban  population.  In  other  words,  in  the  industrial  States,  such 
as  Pennsylvania,  Ohio,  New  Jersey,  you  find  a  larger  number  of  insti- 
tutions and  a  concentration  of  assets.  However,  the  institutions  are 
scattered  into  practically  every  town  and  county  in  the  country, 
but  it  follows  the  urban  population  pattern  very,  very  definitely. 

Mr.  O'Connell.  Would  you  care  to  give  the  committee  a  brief 
bit  of  information  relative  to  the  building  societies  in  Great  Britain, 
as  to  whether  there  are  any  similarities  or  dissimilarities  between 
those  organizations  and  yours?  Historically,  I  take  it  that  there 
probably  is  a  connection. 

Mr.  Bodfish.  The  British  building  societies,  which  are  counterparts 
of  the  American  building  and  loan  associations  or  savings  and  loan 
associations,  were  founded  as  friendly  societies,  community  cooper- 
atives, about  160  years  ago.  The  movement  there  has  developed  and 
the  American  movement  has  moved  along  parallel  lines,  starting  in 
this  country  about  50  years  later.  Our  first  institution  in  this  country 
was  organized  in  1831,  in  Frankford,  Pa.,  now  part  of  Philadelphia, 
and  was  called  the  Oxford  Provident  Building  Society.  That  came 
about  50  years  after  the  first  British  societies.  At  the  present  time 
in  Great  Britain,  including  Scotland  and  Ireland,  there  are  about 
1,000  British  building  societies.  Since  the  World  War,  which  was  the 
beginning  of  Britain's  modern  housing  movement— they  had  prac- 
tically no  house  production  in  the  5  years  preceding  the  World  War 
or  during  the  World  War — these  British  societies  have  financed  about 
2,000,000  new  homes,  that  is  about  80  percent  of  the  privately  con- 
structed homes. 

The  Chairman.  What  were  the  circumstances  that  brought  these 
societies  into  existence? 

Mr.  Bodfish.  The  desire  of  people  in  the  community  to  gather 
together  a.  little  ■  fund  of  money  which  could  be  loaned  to  people  in 
the  working  class,  so  to  speak,  for  the  acquisition  of  homes,  and  that 
has  been  their  sole  business  all  through  their  existence.  It  is  a  mutual 
fund  of  money  in  which  the  funds  are  all  loaned  back  to  members  of 
the  societies  in  the  form  of  long-term  amortized  loans  secured  by 
real-estate  mortgages  for  the  building  or  the  acquisition  or  the  modern- 
izing of  homes. 

The  British  societies  have  one  development  that  has  not  been 
exactly  parallel  with  the  United  States  development  in  that  there  is  a 
certain  amount  of  branch  operation  among  the  larger  societies.  For 
example,  the  largest  building  and  loan  association  or  building  society 
in  Great  Britain  is  called  the  Halifax  Building  Society.  It  is  an 
institution  of  over  100,000,000  pounds  sterling  total  assets.  The 
second  largest  institution  is  about  55,000,000  pounds  sterling  assets, 
also  using  branch  operation  to  a  certain  extent. 

The  Chairman.  I  take  it  that  prior  to  the  formation  of  this  move- 
ment, home  ownership  among  the  working  classes  was  practically 
unknown? 
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Mr.  Bodfish.  It  was  unknown,  Senator,  except  in  those  fortunate 
circumstances  where  they  were  able  to  gather  together  enough  for 
an  outright  purchase,  and  even  in  Great  Britain  with  the  splendid 
work  of  the  societies,  their  home  ownership  ratio  to  the  total  popula- 
tion is  still  only  about  half  what  ours  is.  In  1930  about  20  percent 
of  the  people  in  Great  Britain  owned  their  homes;  at  the  same  time 
our  percentage  was  about  48  percent  of  our  urban  population. 

Mr.  O'Connell.  You  don't  mean  prior  to  building  and  loan  soci- 
eties in  Great  Britain,  there  was  no  way  a  person  could  borrow  money 
to  build  a  home? 

Mr.  Bodfish.  There  were  practically  no  facilities  as  far  as  I  could 
ascertain  for  long-term  amortized  mortgage  credits.  As  a  matter  of 
fact,  in  Great  Britain  the  commercial  banks  never  make  a  mortgage 
loan.  A  few  of  the  insurance  companies  do.  The  savings  banks  are 
not  engaged  in  the  mortgage  business.  Practically  the  whole  respon- 
sibility of  financing  the  small-home  purchaser  and  financing  the  whole 
recent  building  boom  that  has  attracted  so  much  attention  in  Great 
Britain  has  fallen  on  the  shoulders  of  these  building  societies.  As  a 
matter  of  fact,  I  think  British  businessmen  generally  agree  that  it 
was  the  building  boom  financed  by  the  building  societies,  that  was 
really  the  operative  factor  in  bringing  them  out  of  the  depression  of 
'31  and  '32. 

Mr.  O'Connell.  Mr.  Bodfish,  I  have  heard  it  said  in  terms  of  size 
that  the  Building  Societies  in  Great  Britain  were  substantially  larger 
units  than  the  savings  and  loan  societies  here  and  were  more  com- 
parable in  size  to  the  life-insurance  companies  in  this  country. 
Would  you  happen  to  know  anything  about  that? 

Mr.  Bodfish.  There  are  about  1,000  societies  all  together.  Twenty 
five  of  the  societies  are  very  large  institutions. 

Mr.  O'Connell.  Would  you  count  the  Halifax  as  one  of  the 
larger  or  would  the  branches  be  included? 

Mr.  Bodfish.  No,  sir,  I  am  counting  that  as  one  society.  There 
are  still  in  Great  Britain  about  950  local  societies  that  do  not  use 
branches  in  any  way  and  about  25  of  the  large  ones  use  branch 
operations. 

Dr.  Lubin.  Have  you  any  idea  as  to  what  percentage  of  the  total 
business  is  written  by  the  25  large  ones? 

Mr.  Bodfish.  The  percentage  of  houses  built? 

Dr.  Lubin.  Mortgages  underwritten. 

Mr.  Bodfish.  I  have  seen  a  figure.  I  wouldn't  want  to  be  certain 
of  the  statistical  accuracy,  but  I  think  you  will  find  that  the  25 
largest  societies  do  about  two-thirds  of  the  business.  It  is  between 
60  and  70  percent,  I  don't  recall  correctly.  They  are  corporate 
cooperative  institutions  practically  identical  to  our  savings  and  loan 
institutions,  the  one  difference  being  that  they  are  generally  much 
larger  institutions  and  we  "do  not  use  branches  to  any  great  extent, 
as  they  do. 

Mr.  O'Connell.  Do  you  have  any  accurate  information  as  to  the 
current  interest  rates  being  charged  by  the  Building  Societies  of 
Great  Britain? 

Mr.  Bodfish.  Most  of  the  larger  societies  at  the  present  time  are 
operating  on  a  4%  and  5  percent  basis,  with  about  a  21-year  loan. 
However,  that  does  not  tell  the  whole  story,  in  that  practically  all 
of  the  mortgages  written  by  those  larger  societies  include  a  hedge 
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against  a  change  in  the  interest  rate  situation.  Most  of  the  mort- 
gages contain  a  clause  that  either  the  society  may  call  the  mortgage 
on  a  6-month  notice,  or  if  the  Bank  of  England  rate  moves  up  1  per- 
cent, the  society  has  the  right  to  increase  its  rate  on  a  specific  mort- 
gage to  the  borrower,  but  not  in  excess,  as  I  recall  in  most  of  the 
mortgages,  of  1  percent.     So  they  have  a  hedge. 

Mr.  O'Connell.  By  hedge,  you  mean  they  have  a  right  to  a 
periodic  adjustment  of  the  interest  rate,  depending  on  the  bank  rate? 

Mr.  Bodfish.  Depending  on  the  bank  rate. 

Mr.  O'Connell.  Either  up  or  down? 

Mr.  Bodfish.  The  society  always  has  the  right  under  their  rules 
and  bylaws  to  adjust  mortgage  rates  downward.  As  a  matter  of 
fact,  the  general  refunding  operations  which  I  think  came  along  about 
'33—1  am  not  sure  of  the  date — was  when  the  societies  generally 
adjusted  to  4%  percent.  Prior  to  that  they  were  on  a  5%,  some  on  a 
6  percent  basis.  Some  of  them  didn't  adjust  the  business  on  their 
books  but  merely  on  the  new  business. 

I  think  there  is  a  very  interesting,  significant  thing  there,  that  they 
didn't  adjust  their  rates  downward  until  they  had«a  colossal  flow  of 
savings  into  these  institutions  so  that  they  had  a  flow  of  savings  and 
a  flow  of  money  that  made  it  easy  for  them  to  make  an  adjustment. 
I  think  we  have  tended  a  bit  to  attempt  to  adjust  our  interest  rates, 
as  a  matter  of  general  public  policy,  somewhat  ahead  in  this  country 
of  the  flow  of  savings  into  the  specialized  home-financing  institutions. 
I  might  say  that  the  institutions  in  Great  Britain  have  a  somewhat 
lower  cost  of  money,  due  to  the  fact  that  they  take  deposits  as  well 
as  take  savings  on  shares.  Our  structure  in  this  country  is  almost 
exclusively  a  share  structure.  The  British  building  societies  pay 
about  3  or  3)2  percent  on  shares  and  2%  percent  on  deposits,  giving  them 
an  average  cost  of  money  of  around  3  percent. 

Mr.  O'Connell.  And  you  say  in  this  country  the  building  and 
loan  associations  still  do  substantially  all  their  business  on  a  share 
basis? 

Mr.  Bodfish.  With  the  exception  of  two  or  three  States,  it  is 
entirely  on  a  share  basis. 

Mr.  O'Connell.  What  dividends  are  ordinarily  paid  on  those 
shares  at  the  present  time? 

Mr.  Bodfish.  At '  the  present  time  dividends  are  typically  3% 
and  3  percent,  with  some  institutions  in  some  smaller  communi- 
ties still  on  a  4-percent  basis  and  a  few  institutions  in  the  northeast 
that  have  gone  to  a  2%-percent  basis. 

Mr.  O'Connell.  When  you  refer  to  the  purposes  of  the  building 
societies  in  Great  Britain,  I  understood  you  to  indicate  that  the  pur- 
poses generally  were  to  encourage  thrift  and  at  the  same  time  to  stim- 
ulate home  ownership.  Would  that  be  a  fair  statement  of  the  purposes 
of  the  organizations  that  you  represent?  ^ 

Mr.  Bodfish.  Yes,  I  would  say  so.  Our  institutions  are  all  thrift 
and' savings  institutions  and  lend  their  money  on  home  mortgages  and 
that  gives  us  a  balanced  situation.  That  is,  management  reconciles 
the  interests  of  the  investor  with  the  interests  of  the  borrower. 

Mr.  O'Connell.  Was  it  that  in  the  first  instance,  or  are  they  gen- 
erally speaking  organizations  composed  of  investors  and  in  seeking  an 
outle^foc  their  investment  they  encourage  home  ownership?    It  is  just 
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a  matter  of  emphasis.    I  don't  know  where  the  emphasis  should  be 
placed. 

Mr.  Bodfish.  That  is  just  a  question  of  whether  the  right  leg  is 
more  important  than  the  left.  There  are  five  or  six  investors  for  every 
borrower,  or  five  or  six  people  that  come  into  the  institutions  to  deposit 
savings  to  one  that  makes  a  mortgage  loan,  and,  of  course,  there  are 
quite  a  number  of  people  investing  in  the  institutions  entirely  as  a 
safe  outlet  for  funds,  and  there  is  also  a  substantial  number  who  are 
accumulating  enough  for  an  ultimate  down  payment  on  a  home  or  a 
home  purchase.  They  feel  by  accumulating  their  savings  in  the  build- 
ing and  loan  association  it  establishes  their  name  and  credit  with  a 
mortgage  lending  institution  to  which  to  turn  for  credit  if  they  build 
a  home. 

Mr.  O'Connell.  I  gather  your  organizations  are  mainly  concerned 
with  home  ownership  in  distinction  with  financing  rental  projects. 
Would  you  have  any  feeling  as  to  whether  or  not  rental  housing  which 
has  been  referred  to  from  time  to  time  before  this  committee  should 
be  encouraged,  or  whether  your  organization  is  in  or  is  going  into  that 
field? 

Mr.  Bodfish.  Our  institutions  are  not  prominent  or  active  in  the 
rental  field.  We  are  interested  primarily  in  the  home-ownership  idea. 
The  fact  is,  90  percent  of  our  mortgage  portfolios  are  in  home  mortgages, 
and  10  percent  in  miscellaneous  property  including  a  little  rental 
property.  As  a  matter  of  fact,  Mr.  O'Connell,  we  are  rather  deeply 
concerned  as  a  group  over  the  growing  emphasis  on  rental  property 
and  housing,  rather  than  home  ownership  and  the  single-family 
home  with  its  detached  building  and  its  individual  plot. 

Mr.  O'Connell.  Do  I  understand  you  to  mean  that  you  do  not 
think  that  large-scale  rental  housing  should  be  encouraged? 
Mr.  Bodfish.  I  state  very  frankly  that  I  can't  see  any  more  reason 

for  the  Federal  Government,  for  example 

Mr.  O'Connell  (interposing).  Let's  not  talk  about  the  Federal 
Government,  let's  talk  about  rental  housing  apart  from  the  Federal 
Government. 
Mr.  Bodfish.  Can  I  talk  about  public  policy? 
Mr.  O'Connell.  I  would  prefer  for  you  to  tell  whether  you  think 
rental  housing  should  be  encouraged  as  against  home  ownership. 

Mr.  Bodfish.  Encouraged  by  whom,  by  individual  building  and 
loan  associations,  by  public  policy,  by  the  chairman  of  the  committee, 
or  whom? 

Mr.  O'Connell.  Just  encouraged. 

Mr.  Bodfish.  No,  I  don't  think  that  rental  housing  should  be 
encouraged.  I  think  that  rental  housing  is  essentially  a  commercial 
enterprise  just  like  a  factory  or  any  other  business  in  which  people 
invest  capital  in  the  hope  of  getting  a  rental  return.  I  think  in  home 
ownership  you  have  some  additional  social  and  economic  implications 
which  justify  considerable  encouragement  and  assistance  that  you 
might  not  give  to  an  ordinary  commercial  enterprise,  and  I  regard 
rental  housing  as  an  ordinary  commercial  enterprise. 

Mr.  O'Connell.  A  commercial  enterprise  is  not  necessarily  some- 
thing that  should  not  be  encouraged.  The  fact  that  rental  housing 
might  be  developed  on  a  scale  that  would  return  a  profit  to  the  person . 
that  invests  in  it  wouldn't  seem  to  me  to  be  an  argument  against  it. 
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Mr.  Bodfish.  I  am  a  great  believer  in  private  enterprise  and  en- 
couraging private  enterprise,  but  on  the  other  hand  I  think  it  is  a 
different  thing  to  use  the  influence  and  even  the  credit  by  indirection 
of  our  Federal  Government  to  develop  rental  housing  as  versus  home 
ownership  or  versus  any  other  type  of  commercial  enterprise. 

Mr.  O'Connell.  It  has  been  suggested,  I  don't  recall  whether 
any  one  particularly  referred  to  it  before  this  committee,  that  in 
thinking  in  terms  of  the  lower  middle  income  group  that  we  have 
been  discussing,  of  persons  having  an  income  of  one  thousand  and 
two  thousand  dollars  a  year,  that  it  might  be  in  encouraging  such 
people  to  invest  their  small  savings  in  home  ownership,  we  might  in 
the  long  run  be  doing  them  a  disservice.  Have  you  any  feeling  on 
that  subject?  I  am  not  espousing  that  view,  I  am  merely  indicating 
"it  has  been  suggested. 

Mr.  Bodfish.  I  think  that  is  a  view  that  has  been  discussed  a 
great  deal  and  I  am  frank  to  say  that  while  there  are  occasions 
when  industries  or  families  move  that  home  purchase  has  its  prob- 
lems, I  don't  believe  those  problems  face  90  percent  of  the  people  in 
the  one-thousand  to  two-thousand  income  group. 

The  Chairman.  What  problems  do  you  mean  when  you  say  they 
don't  face  90  percent  of  the  people  in  this  income  group? 

Mr.  Bodfish.  I  mean  this,  Senator,  that  the  argument  against 
home  ownership  in  the  low-income  groups,  between  one  thousand 
and  two  thousand  dollars  income,  is  that  it  destroys  their  mobility 
as  wage  earners.  If  they  buy  a  house  in  Detroit  and  the  auto  factory 
closes  down  and  they  have  to  go  to  Toledo  to  work,  they  have  a 
home  on  their  hands  and  it  would  have  been  better  had  they  not  made 
a  down  payment  and  invested  their  savings  in  a  home. 

I  think  that  problem  does  face  some  families.  I  think  the  great 
bulk  of  families,  probably  90  percent  of  them  in  American  com- 
munities  

The  Chairman  (interposing).  Home  ownership  is  an  indication  of 
economic  independence,  isn't  it? 

Mr.  Bodfish.  Economic  independence,  stability,  interest  in  the 
community,  responsibility  on  the  part  of  the  individual  in  local 
business  and  governmental  affairs — it  has  a  whole  galaxy  of  social 
and  economic  and  political  implications  that  are  highly  desirable. 

The  Chairman.  If  a  person  is  not  economically  independent,  it  is 
difficult  for  him  to  become  a  home  owner,  is  it  not? 

Mr.  Bodfish.  No;  I  don't  think  so.  I  think  that  one  of  the  ways 
in  which  we  have  attained  practically  a  50-percent  home  ownership 
ratio  in  our  urban  families  at  the  present  time  has  been  that  folks 
in  very  modest  circumstances  have  used"  a  home  purchase  transaction 
and  an  orderly  payment  for  that  home. 

The  Chairman.  When  you  speak  of  home  ownership,  do  you  mean 
outright  ownership,  or  equity  ownership? 

Mr.  Bodfish.  Equity  ownership  is  the  first  step  for  the  person 
of  modest  means. 

The  Chairman.  I  am  just  trying  to  get  the  picture  as  to  what 
constitutes  this  50  percent  of  home  ownership.  How  much  of  that 
is  equity  ownership  merely  and  how  much  of  it  is  outright  ownership? 

Mr.  Bodfish.  A  great  deal  of  it,  I  don't  know  the  proportion,  a 
substantial  amount  of  the  equity  ownership  is  found  among  people 
that  have  purchased,  made  a  down  Davmont,  and  are  in  the  process 
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of  eliminating  the  debt  from  their  homes,  and  a  great  deal  of  it  of 
course  is  outright  Ownership.  We  look  upon  the  person  who  owns  an 
equity  and  has  an  orderly  program  for  retiring  that  indebtedness  as 
a  home  owner  who  is  in  the  process  of  becoming  a  debt-free  home 
owner? 

The  Chairman.  How  many  actually  become  debt-free? 

Mr.  Bodfish.  A  great  many  of  them. 

The  Chairman.  What  proportion  of  the  home  owners,  of  this 
50  percent  of  home  owners  are  debtrfree  owners? 

Mr.  Bodfish.  I  don't  know  statistically.  It  would  just  have  to 
be  a  guess. 

The  Chairman.  What  would  you  guess? 

Mr.  Bodfish.  My  guess  would  be — let  me  think  of  a  rough  calcu- 
lation for  a  moment;  I  would  guess  that  two-thirds  of  them,  between 
a  half  and  two-thirds  own  their  properties  outright  and  completely. 

The  Chairman.  That  is  more  than  I  would  have  anticipated. 

Dr.  Lubin.  You  are  talking  now  about  all  owners,  or  just  municipal 
owners? 

Mr.  Bodfish.  Urban  home  owners. 

The  Chairman.  You  are  talking  of  all  owners? 

Mr.  Bodfish.  Nonfarm,  excluding  farm.  You  see,  before  the 
depression,  we  had  about  a  third  of  the  mortgage  debt  in  amount, 
and  about  a  half  in  number  of  homes,  and  we  had  about  something 
over  2,000,000  mortgages.  .  I  think  that  as  you  rough  the  thing 
up,  you  will  find  that  more  than  half  of  the  urban  home  owners  own 
their  homes  outright  and  they  are  completely  paid  for.  I  do  not 
have  figures  at  hand  for  it.     That  is  an  opinion. 

Mr.  O'Connell.  No  figures  of  that  sort  have  been  presented  to 
the  committee.  As  I  recall  last  week  evidence  was  presented  to  the 
effect  that  there  were  seventeen  and  some  three-tenths  billion  dollars 
of  mortgages  on  urban  homes,1  but  we  have  no  figure  on  it  to  cover  the 
question  you  raised,  and  yours  is  just  a  guess. 

Mr.  Bodfish.  Mine  is  just  a  guess. 

Dr.  Lubin.  Mr.  Chairman,  there  are  figures  on  the  total  number 
of  homes  in'  the  United  States  that  are  mortgage  free,  and  that  figure 
is  not  in  excess  of  one-half.  I  don't  remember  the  exact  figure  but 
I  know  it  is  not  in  excess  of  one-half. 

The  Chairman.  Does  that  include  farm  homes? 

Dr.  Lubin.  That  includes  farm  homes  as  well,  and  it  seems  queer 
to  assume  that  two-thirds  of  the  homes  of  urban  owners  are  mortgage 
free  when  only  half  of  all  the  homes  in  the  United  States  are  mortgage 
free. 

The  Chairman.  It  seems  extraordinary  to  me,  but  of  course  you 
are  actually  only  guessing  and  Mr.  O'Connell  hasn't  the  figuresi  Dr. 
Lubin,  I  think  it  would  be  very  interesting  if  you  would  procure  for 
the  record  at  this  point  the  figures  to  which  you  refer.2  It  seems  to 
me  that  the  Census  Bureau  ought  to  have  some  information  upon 
home  ownership. 

Dr.  Lubin.  There  are  figures  available. 

Mr.  Bodfish.  I  don't  think  they  have  been  tabulated  since  1920 
on  home  ownership. 

1  Supra,  p.  5042. 

>  Dr.  Lubin  subsequently  supplied  figures  regarding  the  percentage  of  mortgaged  United  States  homes 
for  the  years  1934-36.    See  infra,  p.  6111. 
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Dr.  Lubin.  You  had  your  real-property  inventory  in  1935  which 
would  cover  some  of  those  points. 

The  Chairman.  Would  you  make  it  your  business  to  get  some  of 
that  information? 

Dr.  Lubin.  I  would  like  to  go  on  with  this  line  of  questioning.  Do 
you  have  any  ideas  as  to  how  many  people  lost  their  homes  through 
foreclosure  in  1930  and  1935? 

Mr.  Bodfish.  None  of  them  lost  their  homes  through  foreclosure 
that  owned  them  outright. 

Dr.  Lubin.  How  many  people  actually  lost  their  homes? 

Mr.  Bodfish.  I  don't  know. 

Dr.  Lubin.  Do  you  have  any  figures  for  any  particular  city,  for 
your  own  association? 

Mr.  Bodfish.  Our  institutions  had  about  seven  and  a  half  billion 
in  mortgages  at  the  peak  of  1929,  and  we  repossessed  about  one 
billion  and  a  half  properties,  which  would  mean — I  have  no  figures 
on  a  city — but  roughly  it  would  be  about  one  out  of  five,  wouldn't 
it? 

Dr.  Lubin.  Every  fifth  family  lost  their  home? 

Mr.  Bodfish.  Who  had  a  mortgaged  home. 

Dr.  Lubin.  With  you  people? 

Mr.  Bodfish.  That  is  possible. 

Dr.  Lubin.  Don't  you  think  that  is  an  argument  against  home 
ownership  for  certain  income  groups? 

Mr.  Bodfish.  I  don't  think  it  is  a  conclusive  argument.  I  think, 
Dr.  Lubin,  it  can  also  be  argument  against  real-estate  booms  and 
excessive  building  which  we  engaged  in  the  twenties,  and  purchases 
that  were  unwisely  made  beyond  income.  In  our  experience  we  had 
more  foreclosures  in  the  higher-income  groups  who  bought  beyond 
their  means  and  the  like,  than  the  small-income  people. 

Dr.  Lubin.  I  think  that  would  be  true  in  certain  communities,  but 
if  you  take  any  industrial  community,  take  the  early  thirties,  do  you 
have  any  figures  showing  the  relative  percentage  of  foreclosures  for 
the  small-income  groups  in  your  large  cities  where  people  lost  their 
jobs  as  compared  with  other  groups? 

Mr.  Bodfish.  I  do  not  have  any  figures.  I  think  the  H.  O.  L.  C. 
figures  would  be  helpful  because  they  refinanced  many  of  those 
mortgages. 

Dr.  Lubin.  Do  you  think  a  man  earning  $25  or  let's  say  $30  a  week 
and  has  a  job  in  a  factory  and  has  no  assurance  of  steady  employ- 
ment should  commit  himself  to  a  down  payment  and  regular  monthly 
payments,  knowing  all  the  time  that  at  any  moment  he  may  lose  his 
job  and  be  unab'e  to  continue  those  payments? 

Mr.  Bodfish.  If  a  man  has  no  assurance  of  steady  income,  I  don't 
think  he  should  buy  a  house.  He  shouldn't  buy  an  automobile  or 
anything  else. 

Dr.  Lubin.  Do  you  know  of  any  industrial  workers  who  do  have 
assurance? 

Mr.  Bodfish.  Well,  I  think  the  majority  of  industrial  workers  in 
this  country  have,  based  on  past  experience,  reasonable  assurance  of 
steady  income,  continued  employment. 

Mr.  O'Connell.  I  doubt  if  most  industrial  workers  would  agree 
with  you  on  that. 

Dr.  Lubin.  I  am  not  arguing  against  home  ownership,  but  I  am 
raising  the  question  whether  or  not  a  man  with  an  income  of  $1,500, 
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who  is  married  and  has  a  family,  who  consequently  is  unable  to  set 
aside  any  surpluses  to  take  care  of  emergencies  of  unemployment, 
should  be  urged — I  can't  say  permitted,  because  he  has  the  right  to 
do  anything  he  wishes — whether  our  institutions  should  so  organize 
themselves  as  to  make  it  easy  for  him  to  purchase  a  home. 

Mr.  Bodfish.  Well,  I  would  agree  with  you  in,  let's  say,  industries 
of  very  uncertain  employment  conditions.  Certainly  a  man  in  New 
York  or  Chicago  with  a  $1,500  income  shouldn't  be  embarking  on  a 
home  purchase  involving  $4,000  or  $5,000  or  $6,000.  But  I  think  that 
brings  us  to  a  very  important  point,  however.  You  take  last  year, 
our  institutions  made  365,000  loans,  that  is  in  1938,  365,000  loans. 
The  average  loan  was  under  $2,500.  That  is,  almost  half  the  average 
size  of  the  F.  H.  A.  on  this  insured-mortgage  plan.  Those  loans  were 
made  largely  in  smaller  cities  of  the  country.  For  example,'  over  half 
of  our  institutions  are  in  towns  under  25,000  population.  A  third 
of  them  are  in  towns  under  10,000  population. 

I  was  rather  interested  in  preparation  for  this  experience  to  look 
at  the  figures  on  the  building  of  individual  family  homes.  Something 
over  160,000  of  them,  or  63  percent  of  the  single  family  homes  built 
in  1938  were  built  in  towns  under  25,000. 

The  Chairman.  What  proportion  of  those  homes  are  now  held  by 
the  persons  who  originally  undertook  to  pay  for  them?  In  other 
words,  what  turnover  is  there  in  this  group? 

Mr.  Bodfish.  Well,  can  I  come  to  the  question  in  a  minute?  I 
was  speaking  of  the  homes  built  in  1938  and  developing  Dr.  Lubin's 
question  of  $1,500  income.  I  think  a  $1,500  cash  income  in  these 
smaller  cities  represents  ability  to  purchase  housing  and  to  maintain 
home  ownership  and  to  carry  it  out.  I  am  convinced  that  much  of 
the  whole  mass  market  for  small  homes  is  in  the  cities  under  25,000 
where  incomes  ranging  as  low  as  $1,000  on  up  to  $1,500,  or  probably 
$2,000  cash  incomes  are  in  the  upper  level  of  the  town;  aDd  their  recip- 
ients can  buy,  build,  and  own  their  homes. 

Turning  to  Senator  O'Mahoney's  question — the  turnover  in  owner- 
ship— I  am  frank  to  say  that  I  don't  know.  In  our  institutions  we 
have  a  very  substantial  portion  of  our  borrowers  who  carry  their  loan 
transactions  right  straight  through  until  the  debt  is  completely  ex- 
tinguished. I  realize  that  we  probably  have  a  much  greater  experi- 
ence in  that  connection  than  other  lenders  for  the  reason  that  for  all 
these  110  years,  all  our  loans  have  been  on  a  monthly  amortization 
basis,  which  means  the  loan  was  fitted  to  the  man's  income,  his  ability 
to  pay,  and,  of  course,  it  is  a  plan  now  that  has  been  adopted  by  the 
F.  H.  A.  and  it  is  being  adopted  by  savings  banks  and  insurance  com- 
panies, and  I  think  is  one  of  the  very  significant  improvements. 

The  Chairman.  It  is  your  experience,  then,  the  home  owner  is 
relatively  stable? 

Mr.  Bodfish.  We  think  so. 

The  Chairman.  And  those  who  undertake  to  purchase  a  home, 
even  though  they  begin  by  a  very  small  down  payment,' usually  go 
through  and  complete  the  budget. 

Mr.  Bodfish.  That  is  right. 

I  can  cite,  for  example,  one  institution  with  whose  internal  figures 
I  am  quite  familiar,  which  has  1,360  loans,  I  think,  at  the  present 
time.  All  have  been  made  in  the  last  7  or  8  years.  ,  There  are  10 
delinquencies  in  the  whole  1,360,  and  those  loans  are  66%,  75  percent, 
and  even  80-percent  loans. 
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The  Chairman.  Then  it  follows  there  must  be  some  degree  of 
stability  of  employment  among  those  home  owners? 

Mr.  Bodfish.  That  is  right.  Of  course,  that  is  one  of  the  processes 
of  selection  in  making  the  loan. 

Mr.  O'Connell.  What  area  is  that  in? 

Mr.  Bodfish.  Chicago  area. 

The  Chairman.  In  other  words,  you  select,  in  making  the  loan,  the 
borrower  who  gives  evidence  of  stable  employment. 

Mr.  Bodfish.  Stable  employment,  good  character,  disposition  in 
past  history  to  pay  his  debts,  and  not  attempting  a  home  purchase 
beyond  his  means. 

The  Chairman.  What  proportion  of  these  borrowers  are  employees? 

Mr.  Bodfish.  Employees  as  contrasted  to 

The  Chairman.  To  principals. 

Mr.  Bodfish.  Oh,  I  would  say  the  large  proportion  of  them  are 
persons  employed  in  offices  or  industry,  or  are  small  tradesmen. 

The  Chairman.  Would  you  say  that  more  than  90  percent  of  them 
are  employees? 

Mr.  Bodfish.  I  would  not  think  that  high.  You  get  a  lot  of  what 
you  call  small  proprietors  in  that  group  that  own  a  little  community 
business,  a  filling  station,  a  grocery  store.  That  class  of  people  is 
very  interested  in  acquiring  and  paying  for  its  homes.  They  are  not 
executives,  or  employees.  On  the  other  hand,  they  are  not  high- 
income  people  at  ail. 

The  Chairman.  What  would  be  the  proportion? 

Mr.  Bodfish.  Oh,  if  I  had  to  guess  I  would  say  80  percent  of  them 
are  employed  by  business  concerns  of  which  they  are  not  the  princi- 
pals. Probably  20  percent  of  them  are  small  proprietors  of  one  kind 
and  another. 

The  Chairman.  And  would  you  say  that  of  80  percent  their  em- 
ployment is  relative  stable? 

Mr.  Bodfish.  Yes. 

Dr.  Lubin.  If  you  select  your  loans  on  that  basis,  then  what  hap- 
pens to  the  man  who  doesn't  have  regular  employment,  who  works 
in  a  factory  that  may  shut  down  any  day,  or  that  because  of  seasonal 
and  other  factors  may  shut  down  fox  3  or  4  months  in  a  given  year? 
Granted  that  through  your  institutions  we  can  provide  for  people 
with  stable  employment,  how  are  you  going  to  provide  housing  for 
this  other  group,  if  rental  housing  isn't  stimulated? 

Mr.  Bodfish.  I  am  quite  inclined  to  agree  that  if  a  person  does 
not  have  stable  employment  he  should  not  embark  upon  home 
purchase. 

The  Chairman.  One  answer  might  be  that  stable  employment 
should  be  encouraged. 

Mr.  Bodfish.  I  think,  in  answer  to  Dr.  Lubim  there  is  a  great  ag- 
gregate of  housing  available  for  the  people  of  middle  incomes  at  the 
present  time.  I  have  never  been  able  myself  to  be  convinced  that 
everyone  should  have  a  new  house.  I  think  there  is  a  lot  of  auto- 
motive transportation  in  this  country  in  the  hands  of  middle-or  low- 
income  groups  that  could  not  afford  a  new  Packard  120  or  a  Ford, 
but  do  acquire  a  second-hand  means  of  transportation.  The  same 
thing  applies,  to  a  great  extent,  in  connection  with  housing.  Often 
times  people  of  low  income  can  buy  better  housing  if  it  comes  through 
the  filtering-up  process,  as  we  speak  of  it,  than  they  could  if  they 
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attempted  to  buy  new  housing.  Personally,  Dr.  Lubin,  I  don't  feel 
that  the  level  of  rents  has  yet  been  advanced  or  has  been  balanced 
with  building  costs  to  a  point  where  rental  housing  is  a  good  business 
proposition.  I  think  we  are  getting  some  due  to  pretty  generous 
financing.  I  think  we  can  get  an  Empire  State  building  m  every 
town  and  city  of  the  United  States,  if  we  have  enough  high-percentage 
money  involved  and  available. 

Dr.  Lubin.  Would  you  say  it  is  primarily  a  question  of  rentals  ad- 
justing themselves  to  building  costs,  or  might  it  not  also  in  part  be 
building  costs  adjusting  themselves  to  rentals? 

Mr.  Bodfish.  I  think  we  can  accomplish  the  same  results  either 
way.  It  is  a  question  of  which  is  going  to  be  the  most  adjustable. 
I  think  when  you  come  to  building  costs  you  have  so  many  factors — 
it  is  such  a  complex  industry  that  substantial  adjustments  are  going 
to  be  somewhat  difficult.  On  the  other  hand,  I  think  there  are  very 
minor  upward  movements,  in  response  to  low  vacancies  in  the  rental 
level  which  will  change  the  whole  position  regarding  rental  housing, 
existing  housing.  I  think  existing  housing  has  to  be  somewhat  more 
desirable  from  a  business  point  of  view  before  you  can  get  a  large 
volume  of  new  rental  housing. 

Mr.  O'Connell.  You  made  a  general  observation  a  moment  ago 
that  rather  interested  me.  There  has  been  a  substantial  amount  of 
testimony  before  this  committee  recently  to  the  effect  that  sub- 
stantially no  construction  has  been  done  in  recent  years  which  pro- 
vides adequate  dwelling  accommodations  for  persons  with  an  income 
of  less  than  $2,000  a  year.  There  has  been  evidence  also,  or  testi- 
mony, to  the  effect  that  there  is  certainly  a  great  unsatisfied  need  for 
adequate  dwelling  accommodations,  which  in  effect  means  that  there 
is  a  large  untapped  market  for  building,  which  in  turn  would  indicate 
the  possibility  for  expansion  in  the  construction  industry.  Do  I 
understand  you  to  mean  that  you  do  not  believe  there  is  any  need 
for  increased  activity  in  the  construction  field  for  that  middle-income 
group? 

Mr.  Bodfish.  That  is  a  difficult  question,  because  you  use  two  con- 
cepts. You  say  "need"  and  then  you  also  say  "market."  I  think 
there  is  a  need  for  improved  housing,  additional  housing  accommo- 
dations in  the  country.  I  was  very  impressed  with  Dr.  Lubin's 
analysis,  which  arrived  at  so  many  very  sensible  conclusions  regard- 
ing a  mean  actual  production,  as  contrasted  with  some  of  the  astro- 
nomical figures  that  have  been  based,  I  think,  exclusively,  on  the 
1927  Building  Volume. 

Mr.  O'Connell.  We  will  use  Dr.  Lubin's  figures,  which  were,  I 
think,  525,000. 

Mr.  Bodfish.  I  think  there  is  a  reasonable  need  over  a  period  of 
time  for  525,000  dwelling  units.  I  don't  think  there  is  a  market 
this  year,  or  will  be  next  year,  for  that  number  of  units. 

Mr.  O'Connell.  Let  me  ask  you  this  at  that  point.  Would  there 
be  a  market  for  that  number  of  dwelling  accommodations  if  the  cost 
of  home  ownership  could  be  substantially  reduced?  I  take  it  when  you 
are  thinking  in  terms  of  the  market  you  mean  people  who  are  in  posi- 
tion to  buy  dwelling  accommodations. 

Mr.  Bodfish.  Effective  demand.  That  is,  folks  that  are  ready, 
willing,  and  able.  I  think  it  is  axiomatic  that  as  you  reduce  the  cost 
of  any  desirable  commodity  you  widen  the  market  for  it.     How  many 


5096        CONCENTRATION  OF  ECONOMIC  POWER 

additional  home  purchasers  a  certain  fall  in  costs  would  bring  in  to  the 
market,  I  confess  I  don't  know.  I  think  there  are  a  lot  of  deterrents 
to  home  ownership  which  are  very  real,  that  are  affecting  the  thinking 
of  people.  I  don't  need  to  go  into  them.  They  are  familiar  to  every- 
body on  the  committee — everything,  starting  with  taxes,  and  general 
business  conditions,  and  so  on. 

Mr.  O'Connell.  In7  terms  of  the  market  that  we  are  discussing, 
that  is  this  middle-income  group,  I  take  it  that  practically  all  the 
deterrents  to  which  you  refer  revolve  around  cost  of  one  item  or 
another,  or  many  items. 

Mr.  Bodfish.  I  think  they  partly  revolve  around  cost.  •  I  think 
they  partly  revolve  around  the  existing  properties  that  are  available, 
the  undigested,  institutional  holdings,  and  after  all,  house  purchase  is 
a  long-time  commitment.  It  involves  a  large  capital  sum  in  relation 
to  families.  It  is  probably  the  largest  financial  transaction  the 
family  engages  in,  in  the  course  of  their  lifetime.  And  while  it  may 
be  trite,  they  do  it  in  much  greater  volume  when  they  are  optimistic 
about  the  future,  about  their  employment,  about  business  conditions. 

Mr.  O'Connell.  And  they  do  it  in  great  volume  when  they  have 
enough  money  to  buy  a  house. 

Mr.  Bodfish.  That  is  right.  You  look  back  on  the  twenties 
when  we  had  a  real-estate  boom.  That  is  what  we  have  been  busy 
getting  over,  in  part,  for  the  last  6  or  7  years.  People  bought  houses 
without  much  regard  to  the  level  of  costs  that  existed,  to  the  costs  of 
financing,  and  the  like. 

Mr.  O'Connell.  The  course  of  this  hearing  so  far  has  been  gen- 
erally to  explore  various  items  of  cost  that  go  to  make  up  home 
ownership,  whether  they  be  capital  costs  or  annual  costs,  and  trying  to 
keep  that  in  mind  we  would  like  to  discuss  with  you  mainly  the 
question  of  finance  costs,  and  whether  or  not  it  would  be  reasonable  to 
expect  a  reduction  in  that  rather  important  item  of  cost.  Can  you 
tell  me  first  what  income  group  building  and  loan  societies  generally 
reach  in  their  financing?  You  say  that  the  average  mortgage  placed 
by  building  and  loan  societies  in  1938  was  $2,5Q0?     Is  that  right? 

Mr.  Bodtish.  That  is  right.  The  Federal  Home  Loan  Bank 
System  averaged  it  at  $2,200. 

Mr.  O'Connell.     That  is  the  average  of  all. 

Mr.  Bodfish.  That  is  the  average  of  3,800  institutions  on  which 
we  have  complete  statistics. 

Mr.  O'Connell.  Taking  $2,500  as  a  mortgage  figure,  I  take  it  that 
the  cost  of  the  home  would  be  something  in  excess  of  $3,000. 

Mr.  Bodfish.  I  think  it  means  it  involves  properties,  new  and  old, 
ranging  anywhere  from  $2,000  to  $4,500,  generally  speaking. 

Mr.  O'Connell.  Do  I  understand  you  to  mean  that  building  and 
loan  societies  in  your  opinion  are  doing  a  substantial  amount  of 
financing  which  will  redound  to  the  benefit  of  the  group  that  we  are 
discussing  between  $1,000  and  $2,000  a  year? 

Mr.  Bodfish.  I  think  there  is  no  question  but  what  the  building 
and  loan  associations  have  dealt  with  an  income  group  that  was 
much  further  down  the  scale  than  had  been  reached  by  other  financial 
institutions.  I  think  their  century  of  success  and  much  of  the  good 
will  that  they  have  grows  out  of  the  fact  that  they  have  dealt  with 
credits  for  people  of  very  modest  income.  In  the  smaller  cities,  the 
cities  under  25,000,  I  would  say.  the  bulk  of  our  business  is  from 
people  who  have  incomes  of  $1,000  to  $1,500. 
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Mr.  O'Connell.  Let's  talk  a  little  more  specifically  about  interest 
rates.  Can  you  give  us  some  accurate  information  as  to  the  current 
interest  rate  being  charged  by  members  of  your  organization? 

Mr.  Bodfish.  I  do  not  have  statistical  information.  I  would  have 
to  generalize.  I  would  say  that  our  lending  rates  are  predominantly 
5  and  5%  percent  at  this  time,  with  considerable  at  6  percent  and 
some  as  low  as  4%.  I  realize  I  have  named  four  figures,  but  they  are 
based  upon  informed  opinion  because  most  of  our  institutions  now, 
instead  of  operating  as  they  did  a  half  century  ago  on  the  same  rate 
to  everyone  have  what  we  call  a  variable  rate.  A  man  comes  in  with 
a  high  percentage  loan,  he  pays  a  little  higher  rate  than  a  man  who 
has  a  50  percent  loan,  and  so  it  has  become  a  more  mixed,  picture 
and  a  more  complex  one  rather  than  a  simple  one. 

Mr.  O'Connell.  Have  you  any  first-hand  information  about  any 
particular  building  or  savings  and  loan  society  to  which  you  could 
refer?    • 

Mr.  Bodfish.  I  can  be  candid  about  the  institution  in  Chicago  I 
mentioned  a  few  minutes  ago.  Our  average  interest  income  or  rates 
on  new  mortgages  is  5%  percent  at  the  present  time.  That  means 
they  are  5K  and  5  percent,  about  half  and  half. 
Mr.  O'Connell.  You  mean  the  average  stated  rate? 
Mr.  Bodfish.  That  is  the  rate  paid  by  the  borrower  except  for  the 
title  charges,  the  appraisal  fees,  and  those  incidentals  at  the  time  of 
the  making  of  the  loan.  I  might  say  that  generally  speaking  through- 
out the  building  and  loan  picture  the  rates  have  fallen.  We  calculate 
about  IK  percent  since  the  predepression  levels.  It  used  to  be  very 
common  in  the  newer  parts  of  the  country  where  it  is  difficult  to  get 
capital  together  for  the  rates  of  these  institutions  to  be  as  high  as 
7  percent,  7.2 

Mr.  O'Connell.  What  would  you  say  are  the  major  factors  that 
go  to  make  up  that  effective  interest  rate? 

Mr.  Bodfish.  Well,  in  our  institutions  I  think  the  thing  is  fairly 
simple  for  the  reason  that  we  are  engaged  exclusively  in  the  one 
business  of  home  credits.  I  think  your  first  item  is  the  cost  of  money, 
in  other  words,  the  cost  of  persuading  people  to  be  thrifty,  and 
thrifty  in  a  particular  institution.  We  find  that  is  about  3  or  3% 
percent  at  the  present  time.  We  feel  that  there  is  a  floor  on  the  thing, 
about  3  percent. 
Mr.  O'Connell.  Why  is  that? 

Mr.  Bodfish.  We  feel  that  the  United  States  savings  bonds  and 
investments  of  that  kind  which  We  yielding  about  3  percent,  establish 
a  lower  level  below  which  we  can\t  attract  money. 

Mr.  O'Connell.  You  mean  if  you  don't  offer  3  percent  or  better 
investors  won't  put  their  money  into  institutions? 

Mr.  Bodfish.  Not  in  the  volume  we  can  use  because  the  Govern- 
ment is  offering  a  direct  Government  obligation  at  more  favorable 
rates.     The  yield  on  savings  bonds  is  2.9  over  a  long  period. 

Mr.  O'Connell.  The  rate  that  savings  banks  pay  is  substantially 
less  than  that,  is  it  not? 

Mr.  Bodfish.  That  is  true.  The  whole  question  of  public  psy- 
chology in  connection  with  bank  rates  is  a  perplexing  one;  they  are 
putting  money  in  savings  departments  of  banks  that  offer  1  percent ; 
I  guess  they  are  going  to  put  it  in  the  Chase  now  at  no  percent,  if  I 
read  the  announcement  correctly,  but  when  we  take  a  community 
institution  and  tell  people  we  are  going  to  invest  all  their  money  in 
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long-term  mortgages  in  that  community  and  they  are  going  to  have  a 
full  understanding  of  the  operation,  we  are  not  convinced  we  can  buy 
money  cheaper  than  3  percent.  The  next  thing  is  the  cost  of  operating 
the  business,  which  must  be  added  to  the  cost  of  money.  We  find  it 
costs  about  2  percent,  that  in  relation  to  assets. 

Mr.  O'Connell.  It  costs  about  2  percent  for  your  organizations 
to  do  business? 

Mr.  Bodfish.  That  is  right.  That  is  quarters  and  equipment  and 
supervision  and  personnel  and  all  of  the  procedure,  supplies,  and  the 
like. 

Mr.  O'Connell.  That  item  is  substantially  higher  than  Mr. 
Rogers  indicated  was  the  cost  of  his  organization  to  do  business. 

Mr.  Bodfish.  Well,  Mr.  Rogers,  as  I  understood  his  statement,  said 
it  was  a  half  of  1  percent  for  the  conduct  of  the  mortgage  department. 
Now,  that  is  only  half  of  the  business.  That  does,  not  include  the 
acquiring  of  this  money.  When  he  acquired  his  insurance  money  he 
paid  commissions  and  had  a  whole  phase  of  the  organization  which 
represented  an  addition  to  the  one-half.  As  I  understood;  the  one- 
half  was  the  cost  of  operating  the  mortgage  department. 

Mr.  O'Connell.  He  divided  the  interest  rate  that  he  had  to  get  into 
three  factors.  One  was  the  cost  of  doing  business,  one  was  risk,  and 
the  third  was  the  cost  of  money,  and  the  cost  of  doing  business  he  said 
was  one-half  of  1  percent.  I  didn't  know  that  it  didn't  include  all  of 
the  cost  of  doing  business. 

Mr.  Bodfish.  Of  course,  our  cost  runs  less  in  some  of  .the  larger 
institutions,  but  in  the  main  we  say  roughly  2  percent  and  then  we 
figure  another  half  percent  for  risk.  Now  that  is  no  accurate  evalua- 
tion of  the  isk;  that  is  what  we  put  into  reserves  as  required  by 
statute,  as  required  by  conservative  policy,  to  keep  the  saver's 
dollar  safe  from  reasonably  unforeseeable  circumstances  that  might 
impair  the  integrity  of  those  savings. 

Mr.  O'Connell.  So,  generally  speaking,  you  feel  that  your  or- 
ganizations have  to  pay  3  percent  or  more  for  the  money  that  they 
want  to  invest,  2  percent  for  the  cost  of  doing  business,  and  approxi- 
mately one-half  of  1  percent  for  risk,  which  would  add  up  to  5%  percent 
average  rate  as  a  minimum. 

Mr.  Bodfish.  That  is  right,  5  to  5%,  larger  institutions  a  little  less 
and  smaller  organizations  sometimes  a  little  more,  naturally. 

Mr.  O'Connell.  I_  would  like  to  discuss  a  moment  more  this  3 
percent  that  it  costs  you  to  get  money  from  the  public.  Do  I  under- 
stand that  that  is'  because  your  investment  portfolio  is  a  long-term 
investment  and  that  the  persons  who  put  their  money  into  your  or- 
ganization must  not  expect  to  get  it  out  when  they  want  to,  as  they 
can  in  a  savings  bank. 

Mr.  Bodfish.  Well,  J  don't  know  that  it  can  be  drawn  down  to 
quite  that  position.  We  try  to  make  a  very  careful  and  honest  con- 
tract with  them;  in  other  words,  our  passbooks  and  certificates  and 
bylaws  provide  that  if  cash  is  not  on  hand  they  must  await  the 
orderly  liquidation  or  repayment  of  the  securities.  We  don't  make 
a  contract,  as  does  a  commercial  savings  bank,  that  if  we  don't  have 
enough  cash,  on  hand  to  meet  all  requirements  we  are  going  to  turn 
the  institution  over  to  the  public  authorities  for  liquidation,  which  is 
in  essence  your  banking  contract.  On  the  other  hand,  we  do  try  to 
meet"  the  withdrawaiYequests  of  all  investors  promptly  with  cash 
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on  hand  or  the  income  from  our  monthly  amortized  mortgages,  but 
it  gets  down  to  a  rather  simple  proposition  of  what  basis  the  people 
are  willing  to  make  their  investments  on,  if  we  are  getting  a  reasonable 
flow  of  funds. 

I  will  say  this:  I  think  the  factor  of  safety  as  developed  by  the 
insurance  of  bank  deposits  has  been  a  real  factor  in  our  whole  problem 
of  money.  You  see,  we  guaranteed  bank  deposits  in  the  Banking  Act 
of  1933.  As  near  as  we  can  calculate  over  a  billion  dollars  was 
drained  out  of  our  community  institutions,  largely  due  to  the  guaranty 
of  bank  deposits,  so  we  had  to  come  to  the  Congress  and  develop  a 
somewhat  similar  guaranty  fund  for  the  savings  and  loan  associations 
in  order  to  turn  the  flow  of  capital.  Now  apparently  there  were 
questions  of  safety,  of  liquidity,  involved  there.  The  minute  that  was 
done  the  position  has  shifted  and  we  have  a  very  satisfactory  flow 
into  our  institutions  now. 

Mr.  O'Connell.  Do  you  mean  at  the  present  time  from  the  safety 
angle  your  institutions  are  in  as  good  a  position  as  your  competitors 
for  money,  so  to  speak? 

Mr.  Bodfish.  From  the  safety  position  we  think  so.  We  are  not 
as  liquid  an  institution,  of  course,  as  a  commercial  bank  or  mutual 
savings  .banks. 

Mr.  O'Connell.  Could  you  tell  me  to  what  extent  your  savings 
and  loan  assdciations  use  the  facilities  of  F.  H.  A.  insurance? 

Mr.  Bodfish.  Well,  we  are  lending  about  a  billion  dollars  a  year, 
roughly  speaking,  now,  and  about  15  or  16  percent  of  our  loans  are 
F.  H.  A.  loans.  We  use  the  F.  H.  A.  when  we  have  a  high-percentage 
loan  that  is  beyond  the  limits  that  we  feel  that  we  can  go  on  our 
home-loan  plans  or  where  they  want  a  term. that  is  excessive.  About 
16  percent  of  our  volume,  is  insured  F.  H.  A.  business. 

Mr.  O'Connell.  Would  the  balance  of  your  loans,  generally  speak- 
ing, reflect  a  higher  return  to  your  organizations  or  a  lower  return? 

Mr.  Bodfish.  They  reflect  a  much  higher  net  return  but  not  par- 
ticularly a  higher  cost  to  the  borrower.  Here  is  a  business  that 
operates  on  a  2-percent  spread,  as  we  say,  in  other  words,  if  it  costs 
2  percent  to  operate  the  business,  the  difference  between  the  cost  of 
money  and  the  sales  prices  is  2  percent.  Half  of  1  percent  is  25 
percent  of  the  mark-up,  if  you  put  it  in  retail  merchandising  terms, 
and  that  half  of  1  percent  is  the  F.  H.  A.  insurance  premium.  In 
other  words,  if  we  make  a  5%-percent  loan  on  our  own  plan,  we  are 
getting  more  than  25  percent  more  income  than  if  we  had  made  an 
insured  plan  where  we  are  paying  a  half  of  1  percent  to  the  F.  H.  A. 
for  carrying  the  risk. 

Mr,  O'Connell.  Then  your  answer  is  that  generally  speaking  your 
return  from  non-F.  H.  A.  insured  loans  is  highei  than  your  return  on 
F.  H.  A. 

Mr.  Bodfish.  Our  net  return  to  the  institution  is  higher  and  our 
cost  to  the  borrower  is  the  same.  We  have  had  no  trouble  meeting 
F.  H.  A.  competition.  As  a  matter  of  fact,  in  the  beginning  F.  H.  A. 
costs  to  the  borrower  ran  anywhere  from  6.3  to  6.7,  and  we  just  met 
that  and  we  are  meeting  the  present  cost  to  the  borrower. 

Mr.  O'Connell.  I  should  like  to  return  again  to  the  cost  of  money. 
Do  you  happen  to  know  what  interest  rates  or  dividends  your  asso- 
ciation paid,  say  15  years  ago? 
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Mr.  Bddfish.  I  could  generalize  that  would  in  a  way  be  fairly- 
accurate.     I  would  say  they  paid  from,  oh,  5  to  6  percent. 

Mr.  OConnell.  As  opposed  to  about  3  now. 

Mr.  Bodfish.  Yes.  That  5  to  6  percent  was  not  the  rate  received 
by  all  the  savers.  The  old  building  and  loan  plan  involved  6  percent 
if  you  carried  through  the  whole  payment  contract  Of  10  or  11  years, 
with  some  forfeiture  of  earnings  if  you  withdrew  prior  to  that  period, 
so  that  didn't  represent  the  exact  cost  of  the  money  to  the  institution; 
it  represented  the  dividend  to  the  man  that  stayed  and  paid  out  his 
shares  to  the  end.  If  he  withdrew  in  1  or  2  or  3  or  4  years,  he  received 
probably  2%  or  3,  3K  or  4  percent. 

Mr.  O'Connell.  As  I  understand  it,  the  safety  factor  on  money 
invested  in  your  institutions  is  substantially  the  same  by  virtue  of 

>ent  legislation  as  the  safety  factor  of  money  put  with,  say,  a 
commercial  bank  or  savings  bank.  If  that  be  so,  I  take  it  that  the 
main  reason  that  the  cost  of  money  to  your  organization  is  sub- 
stantially higher  than  these  other  institutions  must  have  largely  to  do 
with  liquidity. 

Mr.  Bodfish.  Yes.  I  would  make  only  one  qualification  or  state- 
ment; I  would  say  an  insured  savings  bank.  I  think  our  safety  factor 
is  greater  than  a  noninsured  savings  bank. 

The  Chairman.  I  didn't  get  that  answer. 

Mr.  Bodfish.  He  mentioned  that  our  safety  factor  was  as  great  as 
commercial  banks  or  savings  banks.  I  would  say  it  is  as  great  as  an 
insured  commercial  bank  or  an  insured  savings  bank. 

Mr.  O'Connell.  Do  you  know  whether  mutual  savings  banks  are 
insured? 

Mr.  Bodfish.  Fifty-six  of  them  out  of  some  600  are  insured  by  the 
F.  D.  I.  C,  and  in  New  York  and  Massachusetts  they  have  State 
insurance  plans  that — well,  let's  say  they  probably,  by  an  impartial 
observer,  would  not  be  regarded  as  strong  insurance  as  the  F.  D.  I.  C. 
protection. 

Mr.  O'Connell.  But  in  any  event,  to  the  extent  that  such  banks 
are  not  insured,  do  you  think  the  safety  factor  of  your  organiz?'  ion  is 
higher? 

Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  So  your  safety  factor  is  as  high  or  higher  than 
your  competitors'  for  money. 

Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  So  that  leaves  us  with  the  question  of  liquidity 
to  explain  the  difference  in  cost. 

Mr.  Bodfish.  I  think  it  is  liquidity  plus,  being  very  candid,  depres- 
sion experience ;  that  is,  the  savings  banks  are  found  exclusively  in  the 
Northeastern  States,  as  a  matter  of  fact  77  percent  of  their  assets  are 
in  two  States  in  the  Northeast.  We  were  scattered  all  over  the  country 
where  we  had  the  banking  troubles  and  the  real-estate  deflation  was 
very  substantial.  We  were  the  people  in  the  twenties  who  made  the 
75  and  80  percent  loaDS  and  consequently  we  had  that  problem  to 
work  through  after  a  real-estate  deflation  that  averaged  about  30 
percent,  as  near  as  we  can  figure,  of  the  residential  properties.  Those 
things  are  injurious  to  public  confidence.  They  cause  institutions  to 
suspend  payments  temporarily,  and  the  like.  I  think  it  is  liquidity 
No.  1,  and  gradually  working  out  of  the  depression  experience. 
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Mr.  O'Connell.  But  you  compete  for  the  money  that  is  invested  in 
your  institutions  with  mutual  savings  banks  in  some  areas,  commer- 
cial banks,  insurance  companies,  and  other  institutional  lenders. 

Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  I  gather  from  what  you  say  that,  generally 
speaking,  you  pay  and  feel  that  you  have  to  pay  a  higher  return  to  your 
investors  than  these  other  people. 

Mr.  Bodfish.  Yes. 

Mr.  O'Connell.  And  that  is  explained  primarily  on  the  basis  of 
lack  of  liquidity  of  the  investment  that  you  make. 

Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  That  brings  me  to  another  question.  What  would 
you  say  as  to  the  liquidity  of  F.  H.  A.  insured  mortgages? 

Mr.  Bodfish.  Well,  I  don't  believe  there  is  any  way  to  make  a 
20-year  amortized  or  25-year  amortized  mortgage  liquid.  I  think  you 
could  give  them  some  collateral  value  that  will  make  them  more  useful 
to  a  financial  institution  to  borrow  upon. 

Mr.  O'Connell.  Isn't  it  a  fair  statement  that,  generally  speaking, 
F.  H.  A.  mortgages  have  a  very  wide  market  and  are,  generally  speak- 
ing, very  liquid  at  the  present  time? 

Mr.  Bodfish.  I  think  they  have  a  wide  market  at  the  present  time. 
I  don't  think  that  the  present  situation  is  any  indication  of  the  situa- 
tion when  liquidity  is  really  needed ;  that  is  the  thing  that  really  counts. 
We  never  had  a  building  and  loan  association  go  on  withdrawal  notice 
for  40  years,  due  to  our  monthly  payments  and  the  inflow  of  new 
investments.  What  the  liquidity  situation  would  be  in  a  depression 
picture  is  something  different.  We  think  in  the  Home  Loan  Bank 
System  that  we  give  a  certain  amount  of  liquidity  to  other  mortgages 
in  that  we  have  provided  a  vehicle  whereby  they  can  be  borrowed 
upon -substantially. 

Mr.  O'Connell.  What  rediscount  privileges  have  your  organiza- 
tions? 

Mr.  Bodfish.  There  are  about  4,000  of  them  that  belong  to  the 
Federal  Home  Loan  Bank  System.  They  own  about  $40,000,000  of 
stock  in  those  12  banks  and  they  can  borrow  there — not  rediscount — 
upon  home  mortgages  that  are  in  good  standing.  We  feel  in  that  con- 
nection that  our  liquidity  picture  as  an  institution  has  been  sub- 
stantially improved  as  contrasted  to  conditions  that  prevailed  in  the 
twenties. 

I  am  not  sure  what  the  salability  would  be  of  F.  H.  A.  mortgages  in  a 
depression  picture.  Certainly  the  currency  issuing  power  has  been 
put  behind  them  by  making  them  eligible  for  borrowing  from  the 
Federal  reserve  banks,  which  makes  them  somewhat  liquid  in  the  hands 
of  commercial  banking  institutions. 

Mr.  O'Connell.  When  Mr.  Rogers  testified  generally  that  while 
the  factor  of  liquidity  was  not  of  great  importance  to  his  institution, 
he  indicated  that  the  F.  H.  A.  morgtages  were  substantially  more 
liquid  than  other  mortgages  and  that  they  compared  very  favorably 
in  liquidity  with  other  types  of  investment.  I  am  merely  trying  to 
see  how  valuable  or  how  much  this  liquidity  factor  or  lack  of  liquidity 
which  you  referred  to  is  justified  in  requiring  you  to  pay  3  percent  or 
3K  percent  for  your  money.  So  as  to  make  it  perfectly  clear  what  I 
was  getting  at,  it  seemed  to  me  from  testimony  that  had  gone  before 
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that  if  your  portfolio  consisted  largely  in  F.  H.  A.  insured  mortgages, 
that  liquidity  would  no  longer  be  a  factor,  or  lack  of  liquidity  would 
no  longer  be  a -factor  which  would  explain  the  cost  of  money  to  you. 

Mr.  Bodfish.  Well,  we  have  had  a  few  institutions  that  have  made 
a  large  amount  of  F.  H.  A.  mortgages  and  I  don't  recall  their  experi- 
ence has  been  one  of  a  different  public  attitude  on  account  of  these  in- 
vestments. I  think  that  an  F.  H.  A.  mortgage  has  a  collateral  value 
and  has  some  marketability  that  an  ordinary  mortgage  doesn't  have 
beyond  a  question  of  a  doubt.  However,  I  still  think  our  experience 
is  ahead  of  us  on  the  F.  H.  A.  higher  percentage  of  loans,  rather  than 
behind  us. 

Mr.  O'Connell.  So  you  haven't  considered  extending  the  use  of 
F.  H.  A.  insured  mortgages  as  a  vehicle  by  which  your  mortgage  port- 
folio would  be  made  more  liquid  and  thus  reduce  the  cost  of  money  to 

y°u? 

Mr.  Bodfish.  We  think  the  liquidity  thing  has  been  taken  care  of 
largely,  as  far  as  it  can  be  taken  care  of  in  a  long-term  mortgage  institu- 
tion, by  the  12  Federal  Home-Loan  Banks  which  can  lend  on  either 
F.  H.  A.  mortgages  or  our  regular  mortgages.  And  I  doubt  if  we  can 
ever  make  an  institution  which  exclusively  invests  in  long-term  mort- 
gages a  liquid  institution.     Probably  I  don't  thh)k  we  ought  to. 

Mr.  O'Connell.  I  don't  know  that  it  is  desirable,  either.  I  was 
merely  trying  to  evaluate  the  liquidity  factor  as  explaining  the  term 
you  are  required  to  pay  your  investors. 

Mr.  Bodfish.  In  fact,  we  think  it  is  best  to  have  people  understand 
there  is  a  difference  between  a  contractural  demand  deposit  in  a  bank 
and  a  savings  account  or  investment  in  a  building  and  loan  association 
and  that  they  are  entitled  to  that  higher  return  only  because  they  are 
committing  themselves  to  receive  their  money  back  promptly,  if  it  is 
available,  but  if  not,  to  await  the  orderly  repayment  of  the  mortgages 
and  the  liquidation  of  the  mortgage  securities. 

Mr.  O'Connell.  Do  you  think  that  factor  explains  the  difference 
in  cost  of  money  to  you  as  between  your  organizations  and  the  other 
institutions? 

Mr.  Bodfish.  That  is  true.  Of  course,  I  think  there  is  another 
factor  that  shouldn't  be  passed  by.  That  is  that  these  institutions 
practically  without  exception  are  mutual  cooperative  enterprises. 
They  are  owned  by  the  people  who  put  their  money  in  them.  There 
is  no  proprietary  stock  in  the  sense  of  a  group  controlling  the  institu- 
tions, as  there  is  in  a  commercial  bank. 

Mr.  O'Connell.  Of  course,  the  same  thing  could  be  said  for  mutual 
savings  banks  and  insurance  companies. 

Mr.  Bodfish.  Well,  I  would  like  to  argue  that  with  you  sometime, 
because  I  think  there  is  a  great  deal  of  difference  between  the  mutual 
savings  bank  trustee  system  and  our  system,  but  the  result  is  you  have 
the  directors  and  the  citizens  in  a  community  as  anxious  to  encourage 
thrift  as  to  encourage  home  ownership  and  they  take  great  pride  in 
paying  as  liberal  a  dividend  as  they  can  to  the  hund/ed  or  one  thousand 
or  four  thousand  people  that  have  their  money  in  the  institution. 

Mr.  O'Connell.  Well,  then,  do  I  understand  you  to  feel  you  don't 
think  your  institutions  should  be  expected  to  compete  for  money  with 
other  institutional  lenders? 

Mr.  Bodfish.  I  think  they  have  to  compete,  which  is  probably  a 
wholesome  thing,  but  I  don't  think  their  whole  point  of  view  is  to  see 
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what  is  the  lowest  possible  rate  that  they  can  pay  for  money.  I  think 
there  is  a  cooperative  aspect  in  there  which  while  they  follow  the 
money  market,  they  still  don't  say  what  is  the  lowest  we  can  buy  our 
money  at,  and  what  is  the  highest  we  can  lend  it  at. 

Mr.  O'Connell.  That  brings  you  back  to  the  question  of  what  the 
purpose  of  the  building  and  loan  society  is. 
Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  That  is  whether  it  is  to  encourage  thrift  and  get 
a  high  return  for  those  who  invest  money  in  it,  or  whether  it  is  to 
stimulate  home  ownership  and  make  money  available  to  home  owners 
at  the  lowest  possible  cost.  You  are  indicating  now  the  emphasis  is 
on  the  first. 

Mr.  Bodfish.  I  think  the  cooperative  institution  can  have  two 
objectives.  I  think  they  are  to  do  economical  home  financing  in  a 
community  and  give  a  fair  and  a  low  rate  to  borrowers  and  at  the 
same  time  operate  the  thing  as  economically  as  possible  and  make  as 
generous  a  reward  to  the  savers  as  possible.  I  think  an  institution 
can  have  two  objectives. 
Mr.  O'Connell.  I  agree. 

Mr.  Thorp.  You  have  mentioned  the  word  "community"  a  num- 
ber of  times.  To  what  extent  is  it  true  that  these  organizations  are 
essentially  local  from  the  point  of  view  of  gathering  funds  within  a 
community  and  returning  them  to  use  within  that  community,  rather 
than  participating  in  a  national  capital  market? 

Mr.  Bodfish.  Dr.  Thorp,  I  would  say  that  the  institutions  are 
almost  exclusively  local  as  far  as  their  gathering  funds  is  concerned. 
You  could  say  they  are  in  the  national  market  when  they  borrow 
from  the  Federal  Home  Loan  Banks  because  the  debentures  are  sold  on 
the  national  market,  but  95  percent  of  our  money  today  comes  from 
citizens  right  in  that  community  and  then  is  reloaned  in  the 'com- 
munity. 

Mr.  Thorp.  What  happens  if  there  is  not  sufficient  market  in  that 
community  to  put  those  funds  to  use? 

Mr.  Bodfish.  Often  the  institutions  will  decline  to  receive  or  accept 
additional  funds  and  quite  often  also,  as  happens  in  other  financial 
institution^,  when  they  have  more  money  flowing  toward  them  than 
they  can  use,  that  is  when  they  usually  make  their  mistakes.  I  think 
when  there  is  more  money  available  than  they  can  prudently  employ, 
there  is  always  the  temptation  to  put  the  money  out.  Our  institutions 
are  susceptible  to  that  rather  human  error,  as  others. 

Mr.  Thorp.  Is  there  any  machinery  whereby  they  can  bring  funds 
from  other  localities  into  a  locality  where  there  is  a  particularly 
favorable  market? 

Mr.  Bodfish.  There  are  two  pieces  of  machinery,  one  fairly  uni- 
versal and  one  fairly  restricted.  In  some  States  it  is  possible  for 
institutions  to  take  shares 'and  make  deposits  in  other  like  institutions 
in  other  parts  of  the  State;  that  is  very  common  in  New  York  State 
and  Ohio,  for  example.  The  other  piece  of  machinery  which  is  nation- 
wide but  which  is  not  extensively  used  is  the  Federal  Home  Loan 
Banks.  They  have  the  right  to  accept  deposits  from  member  institu- 
tions and  that  puts  that  money,  that  surplus  money  which  is  usually 
time  money  and  gets  time  rate,  into  this  System  of  12  banks  which 
has  the  statutory  machinery  under  the  Federal  Home  Loan  Back 
Board  here  to  shift  it  to  other  parts  of  the  country.     I  must  say  in 
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fairness  that  that  facility  has  not  been  developed  or  used  nearly  so 
much  as  some  of  us  anticipated  it  would  at  the  time  we  had  a  little 
part  in  planning  the  legislation. 

Mr.  Thorp.  Essentially,  though,  that  would  summarize  to  say  that 
these  institutions  are  for  redistributing  funds  within  given  communi- 
ties, rather  than  among  communities? 

Mr.  Bodfish.  I  think  that  is  very  true  and  accurate. 

The  Chairman.  Is  home  ownership  increasing  or  decreasing? 

Mr.  Bodfish.  Well,  I  think  it  decreased  during  the  depression  pe- 
riod and  the  liquidation  of  the  real-estate  boom.  I  think  that  it  will 
again  increase,  particularly  in  the  smaller  cities,  as  we  resume  building 
activities  and  as  the  construction  industry  expands. 

The  Chairman.  That  is  now  entering  the  field  of  prophecy.  What 
*is  the  actual, condition  at  the  present  time? 

Mr.  Bodfish.  Well,  I  don't  think  we  have  any  figures.  I  think  it 
is  true  we  know  statistically  that  home  ownership  has  progressed  in 
the  last  four  or  five  decades.  I  think  our  48  percent  in  '30,  as  I  recall 
the  figure,  was  the  highest  national  figure  we  attained.  I  am  not 
certain  on  that.     I  am  speaking  from  memory 

The  Chairman.  That  48  percent  included  all  mortgaged  homes? 

Mr.  Bodfish.  That  is  right. 

The  Chairman.  As  well  as  wholly  old  loans. 

Mr.  Bodfish.  I  don*t  know  what  has  happened  in  the  last  5  or  6 
years.  I  imagine  with  the  liquidation  of  the  real  estate  boom  of  the 
twenties,  which  is  what  we  have  been  engaged  in  partially  in  this 
country,  that  there  has  been  some  setback  to  home  ownership.  As  a 
matter  of  fact,  we  got  two  to  two  and  one-half  billion  dollars  of 
institutionally  owned  residential  real  estate,  homes  for  families.  To 
that  extent  it  is  a  set-back. 

The  Chairman.  What  is  the  interpretation  of  that  figure?  Do  you 
base  it  upon  the  value  of  the  foreclosed  mortgage  or  the  value  of  the 
property?     You  say  there  are  2){  billion  dollars. 

Mr.  Bodfish.  Institutionally  held  real  estate. 

The  Chairman.  Does  that  2%  billion  dollars  represent  the  actual 
value  of  the  residence  property  or  the  amount  of  the  mortgages? 

Mr.  Bodfish.  That  is  the  book  value  which  is  the  amount  of  the 
mortgage  plus  the  taxes  that  have  been  paid,  the  carrying  charges, 
foreclosure  costs  and  the  like.     I  think  you  will  find  that  that 

The  Chairman.  How  does  it  compare  with  the  resale  factor? 

Mr.  Bodfish.  I  think  it  is  very  slightly  under  the  resale  value. 
In  other  words,  when  you  repossess  a  property ,§  it  usually  means  the 
taxes  and  carrying  charges  plus  the  mortgage  indebtedness  approach 
its  market  value. 

The  Chairman.  In  what  manner  do  you  handle  these  repossessed 
properties? 

Mr.  Bodfish.  As  a  rule,  recondition  them,  rent  them  temporarily, 
and  in  an  orderly  way  put  them  on  the  market,  resell  them  on  home 
purchase  contracts. 

The  Chairman.  What  proportion  of  them  are  now  rented? 

Mr.  Bodfish.  Practically  all  of  them. 

The  Chairman.  Practically  all  of  this  two  and  one-half  billion  of 
institution-owned  homes  are  now  being  rented? 

Mr.  Bodfish.  Senator,  I  should  only  speak  for  about  a  billion 
dollars  of  that.     That  is  our  portion  in  building-loan  associations. 
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The  Chairman.  You  experience? 

Mr.  Bodfish.  Our  experience  is  a  much  improved  rental  situation 
with  regard  to  those  properties  and  they  are  beginning  to  move  off 
the  books.  If  they  continue  at  the  present  rate,  I  think  in  another 
3  or  4  years  we  will  be  pretty  well  through  with  repossessed  real 
estate. 

The  Chairman.  The  condition  as  you  now  describe  it  is  that  home 
ownership  is  declining;  you  hope  it  will  increase.     There  is  a  smaller 
proportion  of  homes  owned  now  than  there  was  in  1930? 
Mr.  Bodfish.  I  would  think  so. 

The  Chairman.  What  indications  do  you  -see  that  there  will  be  an 
increase  of  home  ownership? 

Mr.  Bodfish.  Well,  last  year  we  built  about  265,000  new  single- 
family  homes.     Most  of  them,  with  the  exception  of  a  few,  have  found 
purchasers  and  that  means  that  there  is  a  growing  demand. 
The  Chairman.  How  many  did  you  build? 
Mr.  Bodfish.  In  the  country  about  265,000  single-family  homes. 
The  Chairman.  How  does  that  compare  with  the  average  construc- 
tion in  1930  and  prior  thereto? 

Mr.  Bodfish.  In  1930  it  had  fallen.  For  the  period  1920  to  1930 
as  I  recall,  we  built  about  700,000  units  annually  of  whictt  about  two- 
thirds  were  single-family  urits,  the  other  third  being  multi-family, 
speaking  in  round  figures,  so  it  means  we  are  about  half  of  the  average 
single-family  home  production  of  the  twenties. 

Mr.  O'Connell.  Less  than  half.  You  say  700,000,  I  believe.  Oh, 
I  see,  two-thirds. 

Mr.  Bodfish.  Two-thirds  approximately  were  single-family  units- 
and  the  other  third  multi-family. 

The  Chairman.  So  we  are  now  building  annually  only  half  as  many 
single-family  units  as  were  being  constructed  in  1930  and  prior  thereto? 
Mr.  Bodfish.  That  is  1938.     In  1939  I  think  it  is  going  to  increase 
somewhat. 

The  Chairman.  That  is,  the  number  of  units  constructed  last  year 
was  greater  than  the  number  the  year  before? 

Mr.  Bodfish.  Substantially,  about  40,000  greater. 
The  Chairman.  Do  you  see  indications  that  more  will  be  con- 
structed during  the  next  year? 

Mr.  Bodfish.  I  think  that  there  will  be  a  gradual  increase  in  the 
volume  of  construction.  I  would  expect  a  substantial  increase  in 
1939  over  1938.     I  think  it  is  already  indicated  in  the  figures. 

The  Chairman.  Well,  do  the  building  and  loan  associations  study 
the  problem  of  how  the  capacity  of  the  people  to  build  and  own  their 
own  homes  may  be  increased? 

Mr.  Bodfish.  We  try  to.  We  try  to  study  that  every  time  we  make 
a  loan  because  unless  we  do  lend  to  people  who  have  the  capacity  to 
carry  out  their  obligations,  it  is  a  bad  transaction  for  them  as  well  as 
for  this  community  institution. 

The  Chairman.  Naturally  you  would  examine  each  risk  to  deter- 
mine whether  or  not  it  was  a  good  one. 
Mr.  Bodfish.  That  is  right. 

The  Chairman.  What  I  am  getting  at  is  whether  or  not  you  study 

what  factors  might  promote  good  risks  and  make  them  more  numerous. 

Mr.  Bodfish.  Well,  we  try  as  a  group  to  give  considerable  attention 

to  the  general  economic  situation,  the  trends  of  building,  the  trends 
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of  incomes  of  families  and  that  sort  of  thing  so  we  can  arrange  terms 
intelligently.  On  the  other  hand  I  wouldn't  want  to  imply  there  is 
much  unanimity  of  thought  because  after  all  these  local  institutions 
are  highly  individualistic.  You  can't  even  get  them  to  agree  on  closing 
hours  let  alone  what  is  going  to  happen  in  their  community  next  year. 

The  Chairman.  Of  Course,  I  suppose  it  follows  if  home  ownership 
is  declining  renting  is  increasing? 

Mr.  Bodfish.  Well,  I  think  there  has  been  a  doubling  up  of  families 
and  there  has  been  some  increase  in  renting  during  the  depression, 
Senator.  But  I  don't  want  to  admit  that  the  setback  in  home 
ownership  has  been  anything  other  than  a  depression  phenomenon  in 
which  people  hesitated  to  make  long  commitments,  in  a  period 
which  we  were  liquidating  the  results  of  the  real-estate  boom  of  the 
twenties.  I  personally  believe  that  the  repercussions  of  the  real-estate 
boom  were  even  greater  than  the  repercussions  of  the  security  specu- 
lation which  we  generally  think  of  in  connection  with  the  late  twenties. 
I  feel  that  home  ownership  will  move  forward  at  the  present  time  and 
its  setback  was  essentially  a  temporary  one.  And  while  renting 
probably  has  gained,  tenantry  has  gained  in  that  period,  I  still  think 
we  should  very  reluctantly  encourage  rental  housing  or  tenantry  and 
confine  that  encouragement  in  our  thinking  and  in  our  public  policies 
to  those  units  of  population  whose  employment  is  so  insecure  or  who 
must  be  so  mobile  as  a  family  that  they  should  not  undertake  to  get  a 
permanent  stake  in  the  land. 

The  Chairman.  What  can  we  do  to  encourage  the  construction  and 
ownership  of  homes,  family-sized  homes? 

Mr.  Bodfish.  Well,  I  think  that  there  is  a 

The  Chairman  (interposing).  That,  I  assume,  you  would  regard  to 
be  a  desirable  objective. 

Mr.  Bodfish.  Beyond  any  question  of  doubt.  I  think  we  have  a 
lot  to  do  in  the  way  of  revising,  for  example,  our  local  tax  structure. 
The  home  owner  is  carrying  practically  the  whole  burden  of  expense 
of  local  government.  I  think  the  whole  city-planning  movement  needs 
much  greater  emphasis.  I  think  that  there  is  much  to  be  done  in  cities 
in  the  way  of  elimination  of  slums,  demolition  of  insanitary  and 
unsafe  housing.  I  believe  that  we  have  got  to  start  building  com- 
munities rather  than  just  houses,  that  is,  many  a  home  owner  Las  had 
an  unhappy  experience  because  he  was  the  only  owner-occupier  in  an 
isolated  subdivision  somewhere.  That  is  in  distinct  contrast  to  British 
practice  where  the  larger  building  companies  developed  communities 
or  estates  as  they  call  them.  They  build  a  whole  community  rather 
than  isolated  houses.  I  think  we  have  given  a  great  impetus  to  home 
ownership  in  the  general  sponsorship  and  adoption  of  the  long-term 
amortized  mortgage.  I  think  that  has  been  one  of  the  real  factors  in 
getting  the  volume  of  home  building  we  have  at  the  present  time.  I 
think  as  costs  fall,  which  they  will,  interest  rates  may  fall  a  little 
more  in  some  communities  in  response  to  the  very  intensive  com- 
petitive situation.  That  will  be  helpful.  It  is  possible  that  long 
terms  may  be  extended  some  more,  although  some  of  us  are  very 
skeptical  about  a  25-year  mortgage.  We  hesitate  to  encourage  a 
family  to  commit  itself  to  a  debt  that  runs  practically  the  whole 
productive  life  of  the  family.  Traditionally  our  building  and  loan 
associations  are  all  operated  on  a  12-year  basis.  We  are  moving  now 
into  12  years  on  older  properties,  and  on  new  properties  15  or  20  years. 
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I  think  that  is  an  advance  and  the  question  is  one  of  good  judgment  as 
to  how  far  we  should  extend  those  loan  terms  in  our  efforts  to  reduce 
annual  carrying  charges. 

The  Chairman.  To  what  extent  are  mortgage  debts  refinanced, 
and  thereby  continued  over  a  long  period? 

Mr.  Bodfish.  There  is  a  great  deal  of  refinancing.  I  wouldn't  say 
that  it. went  to  a  majority  of  the  mortgage  debt,  but  I  would  say  it 
closely  approaches  it.  Of  course,  the  refinancing  doesn't  always 
represent  a  continuation  of  the  existing  amount  of  the  debt.  Often- 
times it  represents  a  shift,  let  us  say,  from  a  community  institution 
with  a  6-  or  5%-percent  rate  to  a  bank  mortgage  or  insurance  company 
mortgage  at  a  more  favorable  rate.     I  don't  have  figures  on  it. 

The  Chairman.  Did  I  understand  you  to  say  most  of  the  loans  are 
refinanced? 

Mr.  Bodfish.  I  would  say  not  most,  I  would  say  something  ap- 
proaching half  of  them  are  refinanced  in  the  course  of  their  existence. 

The  Chairman.  What  is  the  average  term  of  an  original  mortgage? 

Mr.  Bodfish.  In  our  institutions  it  has  been  twelve  years.  That 
average  term  is  being  lengthened.  We  are  making  some  15  and 
some  20-year  mortgages  now. 

The  Chairman.  What  is  the  effect  of  refinancing  on  the  length  of 
term? 

Mr.  Bodfish.  That  would  frequently  extend  the  length  of  the  term 
and  there  would  be  a  new  obligation.  The  principal  refinancing  that 
takes  place  with  our  institutions,  Mr.  Chairman,  has  been  refinancing 
by  eastern  insurance  companies  and  lenders  of  trustee  funds  when  the 
mortgage  was  seasoned  down  to  what  we  used  to  call  a  no-risk  mort- 
gage, that  is  a  50-percent  obligation.  Oftentimes  the  borrower  would 
refinance  and  get  4  or  4%  money  in  contrast  to  5,  5%,  and  6  or  even 
the  higher  rates  that  used  to  prevail. 

The  Chairman.  Would  it  be  correct  to  say  in  almost  half  or  a  third 
of  the  cases,  the  mortgage  is  not  really  paid  off  but  there  is  merely  a 
change  of  mortgagees? 

Mr.  Bodfish.  I  think  certainly  in  over  a  third  of  the  cases  there  is 
a  change  of  the  mortgagees  rather  than  the  contract  being  carried 
right  through  to  its  end,  even  in  our  institutions. 

The  Chairman.  Even  in  your  institutions? 

Mr.  Bodfish.  That  is  right.  I  think  that  is  becoming  less  so,  Mr. 
Chairman,  as  our  rates  have  fallen  and  our  rates  have  become  more 
comparable  with  those  of  eastern  insurance  companies  and  the  like. 

Mr.  O'Connell.  Referring  again  to  your  discussion  as  to  the 
possibilities  of  increasing  construction,  which  of  course  is  the  thing 
the  committee  is  interested  in  at  this  time,  would  it  be  fair  to  say 
most  of  the  things  you  have  indicated  would  be  helpful  in  encouraging 
construction  and  involving  a  reduction  in  cost  of  one  element  or  an- 
other that  goes  to  make  up  home  ownership? 

Mr.  Bodfish.  Well,  I  think  many  of  them  would  involve  cost. 

Mr.  O'Connell.  The  cost  of  labor,  cost  of  materials,  the  cost  of 
taxes,  the  cost  of  money,  or  the  cost  of  some  of  the  many  elements 
that  go  to  make  it  up? 

Mr.  Bodfish.  That  is  right. 

Mr.  O'Connell.  You  are  in  accord  with  the  general  view  that  a 
reduction  in  cost  would  in  all  probability  result  in  the  stimulation  of 
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demand  or  would  bring  into  the  market  persons  not  now  in  position 
to  enter  it  as  home  owners  or  renters? 

Mr.  Bodfish.  I  think  that  is  true.  Of  course  an  increase  in  rents 
would  also  bring  them  in  without  reduction  of  costs. 

Mr.  O'Connell.  Increases  in  rents? 

Mr.  Bodfish.  That  is,  there  are  just  two  sides  to  the  dollar;  you 
can  either  increase  the  income  from  real  property  or  decrease  its 
cost,  and  you  accomplish  the  same  thing  but  at  a  different  price  level. 

Mr.  O'Connell.  You  discussed  the  possibilities  briefly  of  the 
reduction  in  interest  costs  and  you  indicated  that  you  thought  there 
was  some  possibility  that  because  of  the  tremendous  amount  of  avail- 
able money  seeking  investment,  there  might  be  a  further  reduction  in 
cost.  I  take  it  if  there  were  such  a  further  reduction,  it  would  have 
to  some  extent  the  effect  we  have  been  discussing? 

Mr.  Bodfish.  Yes;  I  think  I  would  like  to  make  one  little  addition 
to  that;  however,  I  think  the  financial  group  are  the  heroes,  so  far,  in 
the  reduction  of  costs  because  it  is  the  one  factor  in  the  building  cost 
picture  which  has  taken  a  substantial  and  perfectly  proper  reduction. 
I  have  doubts  whether  it  can  or  will  go  a  great  deal  further. 

Mr.  O'Connell.  From  your  standpoint  it  is  fortunate  we  started 
with  the  heroes.  The  fir-t  element  of  cost  we  happened  to  consider 
would  be  finance  costs ;  beiore  we  are  through  we  will  consider  a  number 
of  other  elements  of  cost.  Anyway,  we  wanted  to  get  in  the  record 
the  fact  that  a  reduction  in  finance  cost,  as  well  as  a  reduction  in  the 
other  elements  of  cost,  would  have  the  same  sort  of  effect,  namely, 
stimulation  of  demand  and  to  some  extent  expansion  in  housing. 

Mr.  Bodfish.  I  think  that  is  essentially  true. 

Mr.  O'Connell.  As  I  understand,  you  stated  that  the  average  cost 
to  home  owners  for  mortgages  carried  by  the  various  associations  now 
runs  about  5K  percent. 

Mr.  Bodfish.  About  5%  percent. 

Dr.  Lubin.  That  is  the  actual  cost  to  them? 

Mr.  Bodfish.  That  is  right. 

Dr.  Lubin.  Do  any  of  your  associations  charge  initiation  fees? 

Mr.  Bodfish.  The  fees  and  fines  and  all  that  sort  of  thing  of  the 
traditional  building  and  loan  are  in  the  main  disappearing  from  the 
picture.  As  a  rule,  Dr.  Lubin,  there  are  initial  fees.  For  example, 
if  it  is  a  construction  loan,  there  would  be  a  fee  running  half  to  one 
per  cent  to  defray  the  frequent  inspection.  There  are,  of  course, 
title  charges  which  are  not  within  the  Control  of  the  lending  institution, 
either  to  title  companies,  abstractors,  or  the  attorneys. 

Dr.  Lubin.  The  5%  percent  includes  the  initiation  fees  and  other 
things? 

Mr.  Bodfish.  No;  that  is  interest  rate,  and  if  there  is  anything 
additional,  such  charges  are  made  at  the  time  the  loan  is  made. 

Dr.  Lubin.  Can  you  tell  what  the  cost  of  money  is  to  the  members? 
Five  and  one-half  is  not  the  cost  to  the  borrower.  It  is  the  interest 
rate  you  charge  them. 

Mr.  Bodfish.  It  is  the  interest  rate  they  are  charged  on  the  monthly 
balances.  It  is  the  true  cost  to  the  borrowers,  if  you  add  to  that  the 
legal  cost — and,  incidentally,  there  is  a  perfectly  proper  realm  for 
some  government  leadership  in  the  cost  of  putting  mortgage  business 
on  the  books. 
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Dr.  Lubin.  Would  it  be  fair  to  say  the  person  whose  mortgage  is 
held  by  a  building  and  loan  association,  on  the  average  is  paying  6K 
percent  for  his  money? 

Mr.  Bodfish.  I  think  it  would  be  a  very  unfair  statement.  When 
you  distribute  the  initial  costs  over  the  period  of  the  loan,  I  don't 
think  they  would  exceed  a  quarter  to  a  half  percent  at  the  top, 
distributed  over  the  period  of  the  loan. 

Dr.  Lubin.  The  actual  cost  would  be  closer  to  6  and  5%,  then? 

Mr.  Bodfish.  I  wouldn't  say  it  would  be  in  excess  of  h%.  I  have 
been  in  communities  where  there  would  be  nothing  in  addition  to  5%. 
Other  communities  where  it  is  distributed  over  the  loan,  it  might 
run  as  high  as  to  increase  the  actual  interest  rate  a  half  point. 

Mr.  Arnold.  These  are  guesses  on  your  part  as  to  cost? 

Mr.  Bodfish.  Mr.  Arnold,  you  have  to  generalize  when  you  are 
describing  the  rates  and  policies  of  four  or  five  thousand  community 
institutions,  each  of  which  has  its  rates  determined  by  a  local  board 
of  directors  and  the  like. 

Mr.  Arnold.  You  never  have  made  a  study  of  how  much  their 
fees  actually  are  and  how  much  the  additional  cost  actually  is? 

Mr.  Bodfish.  There  have  been  studies 

Mr.  Arnold.  You  don't  have  the  figures  with  you? 

Mr.  Bodfish.  I  do  not  have  the  figures  available  for  a  large 
number  of  institutions. 

Mr.  Arnold.  Therefore,  these  estimates  you  are  now  giving  are 
just  general  guesses? 

Mr.  Bodfish.  If  I  may  say  so,  they  are  informed  opinions. 

Dr.  Lubin.  You  also  mentioned  some  organizations  were  getting 
6  and  §){.     Can  you  tell  us  how  many  are  getting  7? 

Mr.  Bodfish.  I  would  say  there  are  in  terms  of  the  volume  of 
lending  very  few  institutions  getting  7. 

Dr.  Lubin.  There, are  some  getting  7? 

Mr.  Bodfish.  I  think  you  can  find  them  in  some  small  areas,  small 
communities,  small  institutions  getting  7. 

Dr.  Lubin.  Can  you  tell  us  if  any  are  getting  8? 

Mr.  Bodfish.  I  would  say  practically  none.  I  don't  see  how  they 
can  lend;  money,  if  they  do,  when  the  F.  H.  A.  rate  to  the  borrowers 
is  about  5%  and  everybody  else  is  trying  to  lend  money  at  5%  and 
6,  I  don't  see  how  they  can  lend  it  at  8. 

Dr.  Lubin.  A  lot  had  mortgages  outstanding  at  a  per  cent  or  rate 
which  was  not  cut  and  they  are  still  outstanding? 

Mr.  Bodfish.  I  think  there  are  some  of  them  in  that  six  billion 
dollars,  but  I  doubt  if  there  is  a  great  deal,  because  an  intelligent 
borrower  can  refinance  his  mortgage,  that  is  one  thing  in  building  and 
loan  associations,  they  can  pay  off  their  mortgage  any  time  they 
want  to  without  penalty. 

Mr.  Arnold.  That,  again,  is  a  guess,  isn't  it? 

Mr.  Bodfish.  No;  it  is  a  statement  of  fact  which  you  cannot  say 
applies  exactly  to  4,000  institutions. 

Mr.  Arnold.  You  have  never  actually  made  a  statistical  study  of 
that  question,  have  you? 

Mr.  Bodfish.  I  have  not  made  a  statistical  study,  I  have  spent  ten 
years  traveling  and  working  among  them  and  doing  nothing  else. 

Mr.  Arnold.  That  is  a  general  impression  you  have  from  your 
observations? 
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Mr.  Bodfish.  General  information,  that  is  right. 

Dr.  Lubin.  Could  you  tell  us  how  many  of  your  organizations 
are  now  getting  9  percent  on  outstanding  mortgages? 

Mr.  Bodfish.  I  don't  think  there  are  any  myself.  1  don't  see 
how  they  could  lend  a  dollar. 

Dr.  Lubin.  You  think  there  are  some  getting  8? 

Mr.  Bodfish.  I  think  it  is  possible.  I  think  there  was  a  table  put 
in  the  record  the  other  day  which  I  considered  a  very  unfair  state- 
ment, although  it  came  from  an  official  publication,  in  which  a  survey 
was  made  of  lending  rates  and  was  not  weighted  in  any  way  by  the 
size  of  institution.1  If  you  had  a  small  institution  that  made  one 
7-percent  mortgage  and  a  million-dollar  institution  that  made  one  at 
5,  half  were  lending  at  7  percent  and  half  lending  at  5.  That  appeared 
in  the  Home  Loan  Bank  Review.  It  was  put  in  the  record  the  other 
day.  I  don't  see,  Dr.  Lubin,  how  an  institution  with  all  the  com- 
mercial banks  in  the  country  lending  money  under  the  F.  H.  A. 
guarantee  against  loss  by  the  Government — I  don't  see  how  a  com- 
munity institution,  a  building  and  loan,  can  be  lending  money  in  any 
volume  or  of  any  consequence  in  the  national  picture  at  rates  of  7  or 
8  percent.  There  is  no  question  there  were  rates  like  that  in  the 
twenties,  just  the  same  as  mortgages  were  made  by  bond  and  mort- 
gage companies  and  all  that  sort  of  thing,  at  higher  rates. 

Dr.  Lubin.  I  think  the  thing  that  should  be  brought  out  definitely 
is  that  there  is  a  distinction  between  a  nominal  rate  and  what  people 
pay  for  their  money.  People  believe  than  when  they  buy  an  auto- 
mobile and  they  are  paying  6  percent  interest,  they  are  paying  6 
percent  interest.  If  you  check  it,  you  will  find  they  are  not.  If  they 
are  paying  on.a  monthly  installment  basis,  they  are  paying  actually  12, 
if  they  have  12  payments  a  year.  I  wonder  how  significant  6  or  6% 
percent  is  as  a  nominal  rate,  if  you  take  in  all  of  '  hese  other  factors, 
plus  the  fact  that  there  are  still  outstanding  ir  .tgages  which  were 
written  when  interest  rates  were  relatively  high,  the  rates  on  which 
haven't  been  lowered.  After  all,  the  problem  of  housing  is  not  a 
problem  of  a  few  cities;  it  is  a  problem  for  the  Nation  as  a  whole.  It 
is  just  as  important  that  the  man  living  in  a  small  community  where 
he  has  to  pay  8  percent  or  7  percent  for  his  money  have  decent  housing 
as  it  is  in  a  large  city. 

Mr.  Bodfish.  Well,  I  feel  this  very  distinctly,  that  the  comparison 
as  to  mortgage  rates  should  be  accurate  and  honest.  I  think,  frankly, 
that  the  legitimate  private  lender  has  been  treated  very  unfairly  m 
recent  years  by  the  colossal  publicity  of  5  percent  F.  H.  A.  money. 
The  whole  country  was  just  deluged  with  5  percent  interest.  The 
cost  to  the  borrower  in  the  first  2%  years  of  that  operation  was  any- 
where from  6.3  to  6.7,  the  Title  I  stuff  was  9.7.  Even  now  we  still 
talk  about  5-percent  interest  rates  and  an  F.  H.  A.  costs  about  5%. 

Mr.  O'Connell.  Why  5%?  - 

Mr.  Bodfish.  Well,  three-tenths  of  1  percent  appraisal  paid  by  the 
borrower,  legal  costs,  and  the  like,  in  addition  to  the  5  percent  interest 
and  the  one-half  percent  premium. 

Mr.  O'Connell.  The  interest  rate  is  5. 

Mr.  Bodfish.  Interest  rate  to  the  institution,  and  three-tenths  of 
1-percent  appraisal,  insurance  and  the  legal  costs.  Our  rates  have  all 
fallen;  I  think  they  have  fallen  as  much  in  the  small  communities  as 

i  Referring  to  "Exhibit  No.  863,"  see  appendix,  p.  5485 


CONCENTRATION  OF  ECONOMIC  POWER  5HJ 

they  have  fallen  in  the  larger  communities.  Of  course,  with  10,000 
community  cooperative  institutions  I  think  probably  we  will  find  one 
or  two  that  are  charging  10  percent,  operating  on  the  old  dividend- 
plan  basis  of  paying  8-  or  9-percent  dividends  on  the  borrower's  share 
accumulations.  I  think  in  all  these  things,  when  you  discuss  the  banks 
of  the  country  or  the  building  and  loan  associations,  we  have  to  intel- 
ligently generalize  as  to  what  the  situation  is.  We  are  having  no 
trouble  meeting  F.  H.  A.  competition  as  to  rate.  We  can't  meet  it 
as  to  loan  percentages  at  times;  we  don't  care  to. 

Dr.  Thorp.  You  spoke  once  before  about  the  fact  that  banks  had 
different  rates  according  to  the  characteristics  of  the  loans.  Is  there 
any  generalization  that  you  can  make  with  regard  to  the  cost  of  money 
to  a  borrower  who  is  putting  up  a  small  house  as  against  a  borrower 
who  is  putting  up  a  larger  house?  Assuming,  let's  say,  a  50-percent 
loan  on  a  $5,000  house  as  against  a  50-percent  loan  on  a  $10,000  house, 
would  the  cost  of  money  vary? 

Mr.  Bodfish.  I  think  the  cost  of  money  doesn't  vary  so  much  with 
the  size  of  the  house  as  it  does  with  the  percentage  of  loan.  Hundreds 
of  our  institutions  have  adopted  the  policy  of  making,  let's  say,  a 
4K-  or  5-percent  rate  on  50-percent  loan  business,  but  when  you  move 
into  66%  or  on  up  to  75,  it  involves  greater  risks  and  will  result  in  a 
half  point  or  a  point  higher  rate  on  those  higher  risks.  I  think  the 
rate  has  turned  on  percentage  of  loan  much  more  than  it  has  on  size 
of  property.  Of  course,  one  of  the  problems  with  the  very  small 
property  is  that  the  title  charges  and  that  phase  of  the  machinery  are 
just  as  much  as  on  a  large  one  and  proportionately  it  makes  the  loan 
more  expensive  to  the  smaller  owner.  I  think  that  there  are  some 
areas  where  the  smaller  loans  are  more  expensive  because  you  go  into 
districts  where  the  risk  is  admittedly  greater,  where  the  banks  or  the 
F.  H.  A.  won't  go,  and  we  go  into  some  of  those  districts.  I  think 
you  will  find,  as  a  rule,  they  will  pay  a  1  percent  higher  rate  than  they 
pay  in  a  new  district  that  is  on  the  make  rather  than  one  that  is 
either  in  decline  or  on  the  road  to  decline. 

Dr.  Thorp.  -You  wouldn't  in  general  feel  that  the  small  house  was 
a  greater  risk  than  the  large  one,  would  you? 

Mr.  Bodfish.  I  think  the  small  house  is — well,  I  think  your  risk 
there  turns  on  what  your  equity  protection  is.  I  think  that  our 
experience  bears  out  that  in  the  terms  of  character — after  all,  it  is  the 
man  who  pays  back  the  loan  and  not  the  house;  the  small  fellow  pays 
much  better  than  the  chap  who  buys  a  large  house  out  on  the  country 
club  frontage  or  who  steps  beyond  his  means  a  little  bit. 

The  Chairman.  I  regret  to  interrupt  this  at  the  moment,  but  I 
think  we  are  just  about  obliged  to  take  a  recess.  Are  there  any 
members  of  the  committee  who  desire  to  question  Mr.  Bodfish  later? 
I  want  to  ask  Dr.  Lubin  if  he  has  secured  the  material  with  respect  to 
percentage  of  mortgage  loans  that  we  were  discussing  this  morning. 

Dr.  Lubin.  Mr.  Chairman,  the  urban  and  financial  survey,  which 
covered  the  years  1934-36,  showed  that  in  202  cities,  of  all  the  owner 
occupied  properties  in  those  202  cities,  56.6  percent  were  mortgaged.1 

The  Chairman.  Who  made  that  survey? 

Dr.  Lubin.  That  was  made  by  the  United  States  Government; 
Mr.  Wickens  was  in  charge  of  it. 

The  Chairman.  What  agency? 

•See  supra,  p.  5091. 
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Dr.  Thorp.  I  think  the  Department  of  Commerce  was  responsible 
for  the  project. 

The  Chairman.  When  was  it  made? 

Dr.  Lubin.  It  covered  the  years  1934-36. 

Mr.  Bodfish.  Mr.  Chairman,  might  I  make  one  respectful  request? 
In  response  to  the  letter  from  the  representative  of  the  committee,  I 
prepared  a  statement  answering  as  specifically  as  I  could  the  questions 
that  were  set  forth  in  the  letter  from  Mr.  Cheseldine. 

The  Chairman.  What  is  that? 

Mr.  Bodfish.  I  received  a  letter  from  the  committee  raising  a 
number  of  specific  questions.  I  prepared  a  statement  answering  those 
questions.  While  we  have  covered  some  of  them,  we  have  not  covered 
all  of  them.  If  not  inappropriate,  I  should  like  to  see  that  statement 
in  the  record.  I  submitted  it  to  Mr]  O'Connell  the  other  day  so  he 
knows  it  doesn't  have  a  great  deal  of  extraneous  .or  inappropriate 
matter  in  it. 

Mr.  O'Connell.  I  have  no  objection  to  its  being  included. 

The  Chairman.  Without  objection  'the  statement  may  be  entered 
in  the  record. 

(The  statement  referred  to  wps  marked  "Exhibit  No.  865"  and  is  in- 
cluded in  the  appendix  on  p.  5486.) 

The  Chairman.  The  committee  will  stand  in  recess  until  2:30.  this 
afternoon  for  a  public  hearing. 

(Whereupon,  at  12:45  p.  m.  the  committee  recessed  until  2:30  p.  m. 
of  the  same  day.) 

AFTERNOON  SESSION 

The  committee  resumed  at  2:40  p.  m.  on  the  expiration  of  the  recess, 
Representative  Williams  presiding. 

Acting  Chairman  Williams.  The  committee  will  be  in  order.  Mr. 
O'Connell,  you  may  proceed. 

Mr.  O'Connell.  The  first  witness  this  afternoon  will  be  Mr. 
Henry  Bruere. 

Acting  Chairman  Williams.  Do  you  solemnly  swear  the  testimony 
you  are  about  to  give  in  the  matter  now  pending  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Bruere.  I  do. 

TESTIMONY  OF  HENRY  BRUERE,  PRESIDENT,   BOWERY  SAVINGS 
BANK,  NEW  YORK,  N.  Y. 

SAVINGS  BANKS  PARTICIPATION  IN  MORTGAGE  FINANCING 

Mr.  O'Connell.  Mr.  Bruere,  will  you  give  your  name  and  address 
to  the  reporter,  please? 

Mr.  Bruere.  Henry  Bruere. 

Mr.  O'Connell.  Mr.  Bruere,  you  are,  as  I  understand  it,  the 
president  of  the  Bowery  Savings  Bank,  in  New  York  City;  is  that 
correct? 

Mr.  Bruere.  Yes,  sir. 

Mr.  O'Connell.  We  intend  discussing  with  you  to  some  extent  this 
afternoon  the  question  of  the  cost  of  finance  as  an  important  element 
in  the  cost  of  either  home  ownership,  or  rental  of  cTwelhng  accommoda- 
tions. Naturally,  our  discussion  will  probably  cover  some  other 
topics  too,  but  in  general  we  are  more  interested  in  the  finance  cost 
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than  anything  else.  First,  from  your  general  knowledge  of  the 
subject,  would  you  be  in  accord  with  the  view  that  has  been  previously 
expressed  by  witnesses  before  this  committee,  that  the  construction 
industry  is  not  at  the  present  time  supplying,  or  able  to  supply,  any 
substantial  amount  of  adequate  dwelling  accommodations  for  families 
having  an  income  of  less  than  $2,000  a  year? 

Mr.  Bruere.  I  think  that  is  substantially  true,  yes;  on  the  present 
rental  basis. 

Mr.  O'Connell.  In  your  opinion,  would  a  substantial  reduction  in 
the  cost  of  home  ownership,  or  in  rent,  result  in  increased  activity 
in  housing  for  this  group? 

Mr.  Bruere.  About  that  I  am  somewhat  doubtful,  because  of  the 
general  economic  situation.  There  are  so  many  factors  involved 
which  effect  the  cost  of  housing  and  which  effect  the  demand  for  it 
that  it  don't  think  a  categorical  answer  is  feasible  to  a  question  of 
that  sort. 

Mr.  O'Connell.  If  we  assume  that  there  is  a  mass  market,  so 
to  speak,  of  persons  having  an  income  of  between,  let  us  say,  $1,000 
and  $2,000  a  year,  and  if  we  also  assume,  as  your  answer  to  the  first 
question  indicated,  that  that  market  is  not  being  met  by  the  construc- 
tion industry  at  present  price  levels,  would  it  not  follow  that  a  sub- 
stantial reduction  in  some  or  all  of  the  elements  that  go  to  make  up 
the  cost  of  a  house,  would  result  in  tapping  that  at  present  untapped 
market? 

Mr.  Bruere.  I  think  there  are  one  or  two  assumptions  in  your 
question,  one  of  which  suggests  itself  to  me  at  once.  That  is  the  as- 
sumption as  to  the  availability  of  such  a  market,  with  persons  of  that 
level  of  income,  whether  a  purchase  of  a  house  on  the  basis  which  we 
now  expect  people  to  demand,  is  a  feasible  thing  for  them,  whether  that 
does  not  represent  very  largely,"  a  rental  clientele,  rather  than  ad 
ownership  clientele. 

Mr.  O'Connell.  That  interests  me.     Were  you  here  this  morning? 

Mr.  Bruere.  No,  sir. 

Mr.  O'Connell.  This  morning  we  had  quite  some  discussion  with 
the  previous  witness  on  the  question  of  rental  housing,  as  opposed  to 
home  ownership,  for  this  particular  group  of  people,  and  we  might  take 
a  moment  to  develop  what  your  view  is  as  to  that.  The  opinion  was 
expressed  by  some  members  of  the  committee,  and  others,  that  in  that 
lower  income  group  it  might  be  that  encouraging  home  ownership 
would  in  the  long  run  be  doing  a  disservice  to  the  people  in  that  lower 
income  group. 

The  opinion  expressed  by  the  witness  on  the  other  hand  was  to  the 
effect  that  he  believed  that  an  expansion  of  home  ownership,  even  in 
that  field,  was  desirable.     Have  you  any  views  on  that  subject? 

Mr.  Bruere.  I  think  generally  it  is  desirable  to  encourage,  home 
ownership  where  it  doesn't  place  too  large  a  burden  on  the  person  who 
undertakes  to  acquire  the  home,  and  it  ie  for  that  reason  in  the  eco- 
nomic levels  benefited  by  it  that  I  have  been  very  much  in  favor  of  the 
arrangement  recently  made  by  the  Government  to  insure  small  housing 
developments,  thereby  enabling  lenders  to  lend  a  larger  amount  on  the 
security  with  safety. 

Mr.  O'Connell.  Of  course,  that  doesn't  cover  the  equity  par- 
ticularly, does  it? 
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Mr.  Bruere.  Yes;  it  enables  him  to  escape  certain  charges,  enables 
him  to  take  a  longer  time  to  acquire  full  ownership  and  encourages 
him  to  make  the  beginning.  It  also  gives,  in  our  experience,  which  I 
must  tell  you  at  on£e  is  confined  to  one  locality  and  I  don't  pretend 
to  know  the  situation  as  a  whole — it  gives  him  a  better  product,  and 
I  think  that  we  have  felt  our  way  in  this  present  development  very 
satisfactorily.  The  supplying  of  houses  for  persons  of  incomes  of, 
let's  say,  two  thousand — Mr.  Lubin  would  know  and  I  wouldn't 
know  what  proportion  of  the  population,  say  of  New  York  City,  has 
an  income,  say  a  family  income  of  $2,000.  It  would  be  a  very  large 
proportion.     Would  you  know,  Mr.  Lubin? 

Dr.  Lubin.  I  would  sry  that  approximately  half  of  the  families 
come  within  that  group. 

Mr.  Bruere.  They  probably  would,  but  we  have  a  large  proportion 
of  them  on  relief.  We  are  now  making  housing  provision  through  the 
U.  S.  H.  A.  and  the  State  Housing  Authority,  and  enterprises  such  as 
the  Bronx  development  of  the  Metropolitan  Life  Insurance  Co.,1 
for  low  income  groups,  which  I  think)  if  one's  opinion  is  worth  any- 
thing, is  a  better  arrangement  in  a  city  of  that  character  for  persons 
whose  incomes  are  fifteen  hundred  to  eighteen  hundred  dollars  than 
the  risk  of  home  ownership,  unless  you  can  start  with  some  very  young 
person,  shortly  after  marriage,  where  income  has  the  prospect  of 
rising.  And  it  is  for  that  type  of  person,  where  perhaps  the  wife 
is  still  emp  .oyed  and  wherd  there  is  some  saving,  that  the  present 
arrangements  of  the  F.  H.  A.,  we  think,  from  observation  rather  than 
from  broad  statistical  study,  are  working  out  admirably. 

This  question  has  been  discussed  many  times,  it  is  much  on  our 
minds.  I  have  prepared  a  little  memorandum  which  doesn't  quite 
answer  what  you  say,  but  has  to  do  with  the  question  as  to  why 
both  equity  and  mortgage  money  do  not  seem  to  flow  into  the  building 
field  as  rapidly  as  we  should  like  to  have  it  in  an  ideal  economy. 
I  don't  want  to  bore  you  with  these  documents,  but  I  can  give  you  a 
copy. 

Mr.  O'Connell.  Let's  see  if  we  can't  develop  them  a  little  more 
piecemeal  and  if  when  we  get  through  we  haven't  developed  them  all, 
we  will  be  glad  to  have  you  supplement  them  at  that  point. 

You  made  reference  to  F.  H.  A.  as  an  organization  which  was 
meeting  an  income  group  which  was  probably  more  susceptible  to 
rental  development  than  anything  else,  and  you  also  mentioned  the 
Metropolitan  Life  Insurance  Co.  My  understanding  is  that  the  in- 
come group  to  be' met  by  F.  H.  A.  activities  generally  is  below  the 
income  group  to  which  we  have  been  referring. 

Mr.  Bruere.  The  U.  S.  H.  A. 

Mr.  O'Connell.  The  U.  S.  H.  A.  I  understand  in  New  York  the 
maximum  number  they  will  reach  in  terms  of  income  is  $1,300  a  year 
and  in  most  sections  of  the  country  even  below  a  thousand. 

Mr.  Bruere.  That  is  a  question  I  noticed  the  mayor  raised  at  the 
opening  of  the  Red  Hook  houses  yesterday  or  the  day  before. 

Mr.  O'Connell.  On  the  other  hand,  I  believe  Mr.  Ecker  is  going 
to  testify  later  as  to  the  groups  met  by  the  Metropolitan  housing 
development.  I  understand  that  income  group  in  all  probability 
will  be  above  $2,000,  so  what  I  am  interested  in  mainly  is  the  group 
between  those  two  extremes,  that  is  between  $1,000  and  $1,300,  and 
$2,000. 

1  See  infra,  p.  5134  et  seq. 
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Mr.  Bruere.  If  I  were  a  laborer  working  for  $1,400  or  $1,500  a  year, 
or  a  chauffeur,  with  a  wife  and  two  children,  how  can  I  acquire  a 
house? 

Mr.  O'Connell.  You  can't  live  in  a  U.  S.  H.  A.  housing  project. 

Mr.  Bruere.  I  can't  live  in  a  U.  S.  H.  A.  project  and  I  don't  want 
to  live  in  the  Bronx  or  some  other  place  where  rent  might  run  down 
to  eighteen  or  fifteen  dollars  a  room.  I  think  I  shall  have  to  be 
thrifty  for  a  while  and  give  up  my  motor  car  if  I  have  one. 

Mr.  O'Connell.  You  would  have  to  be  thrifty  to  own  a  home. 

Mr.  Bruere.  I  would  expect  my  wife  towork  and  I  could  not  afford 
too  many  children.  It  is  a  pretty  hard  job  for  anybody  in  that  income 
group  to  acquire  a  house  in  New  York,  although  I  was  looking  over 
recent  loans  we  have  made  on  F.  H.  A.  insured  loans,  and  many  of 
those  were  mortgages  running  from  three  to  five  thousand  on  six  to 
seven  thousand  dollar  houses. 

Mr.  O'Connell.  Boiling  this  down,  would  you  say  generally  it  is 
your  view  from  your  general  observation  that  for  persons  in  that 
so-called  middle  income  group  there  is  at  least  a  substantial  market 
for  rental  houses  as  distinguished  from  home  ownership?  Without 
attempting  to  say  we  should  or  should  not  encourage  home  owner- 
ship, it  seems  to  me  there  are  two  problems  involved.  One  is  the 
social  desirability  of  home  ownership  as  against  the  economic  feasibility 
of  it  for  persons  m  this  low-income  group,  and  the  witness  this  morning 
stressed  his  view  that  home  ownership  in  any  income  group  was  a 
desirable  thing,  and  I  just  wanted  you  to  develop  what  you  thought. 

Mr.  Bruere.  I  concur  in  that,  and  I  think  Mr.  Bodfish  in  thinking 
of  the  whole  country  would  have  a  better  view  than  I  who  see  it 
living  in  New  York  City  where  to  obtain  land  cheap  enough  to  pro- 
vide a  home  you  incur  transportation  inconvenience  or  expense  which 
might  offset  the  advantage  of  the  home.  But  certainly  we  are  all 
concerned  to  the  greatest  extent  possible  to  contribute  to  the  develop- 
ment of  individual  home  ownership. 

Mr.  O'Connell.  I  believe  there  is  no  dispute  about  that. 

Previous  witnesses  before  this  committee  have  stressed  the  import- 
ance of  what  are  generally  referred  to  as  annual  costs,  as  distinguished 
from- original  cost.  Could  you  agree  in  surveying  the  possibilities  of 
decreasing  costs  in  order  to  meet  the  purses  of  those  in  the  middle 
income  groups,  it  is  important  to  consider  annual  costs  as  well  as 
original  capital  costs? 

Mr.  Bruere.  It  means  carrying  charges. 

Mr.  O'Connell.  It  includes  carrying  charges,  repairs,  taxes. 
That  is  terribly  important,  is  it  not? 

Mr.  Bruere.  Yes;  there  is  no  question  about  that. 

Mr.  O'Connell.  Of  course,  that  is  where  the  finance  costs  come  in. 

Mr.  Bruere.  That  is  where  the  difficulties  arise,  because  persons 
who  have  the  fixed  charges  may  be  confronted  with  emergencies 
which  cause  them  embarrassment.  It  is  an  ordinary  human  proposi- 
tion.    We  have  all  experienced  it. 

Mr.  O'Connell.  Could  you  tell  us  something  about  the  extent  to 
which  the  Bowery  Savings  Bank  participates  in  housing  finance? 
First  you  make  direct  mortgage  loans  for  new  residential  construction? 

Mr.  Bruere.  Yes;  we  do  to  a  limited  extent  make  construction  loans. 

Mr.  O'Connell.  Primarily  you  go  into  the  field  of  the  completed 
dwelling. 
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Mr.  Bruere.  We  buy  the  mortgage  on  the  completed  construction. 

Mr.  O'Connell.  Do  you  ordinarily  deal  directly  with  the  mort- 
gagor or  do  you  deal  through  a  broker  or  middle  man? 

Mr.  Bruere.  Wherever  we  can  we  deal  with  the  individual  mort- 
gagor, but  presently  of  course  the  principal  activity  of  our  lending  is  in 
the  field  of  Federal  Housing  Administration  insured  mortgages  which 
are  arranged  through  builders.  The  individual  mortgage  is  made,  of 
course,  ultimately  with  the  owner,  the  individual  mortgagor.  We 
might  provide  for  the  construction  loans  on  a  certain  number  of 
houses,  but  when  they  are  finished  we  lend  the  money  to  John  Jones 
under  the  provisions  of  the  Federal  Housing  Administration. 

Mr.  O'Connell.  In  that  transaction  is  the  arrangement  usually 
direct  as  between  you  and  the  mortgagor? 

Mr.  Bruere.  Yes;  we  follow  it  through.  In  other  cases  we  buy 
from  concerns  that  have  done  the  financing. 

Mr.  O'Connell.  Would  you  have  any  information  as  to  your 
current  operations  as  to  how  your  new  mortgages  would  divide  up  as 
between  new  residential  construction  and  financing  existing  structure? 

Mr.  Bruere.  Ninety-nine  and  a  half  percent  new. 

Mr.  O'Connell.  Ninety-nine  and  a  half  percent  of  the  mortgages 
you  are  placing  involve  new  construction? 

Mr.  Bruere.  Yes. 

Mr.  O'Connell.  Can  you  tell  me  what  percentage  of  the  mortgages 
you  are  now  placing  involves  F.  H.  A.  insurance? 

Mr.  Bruere.  Pretty  nearly  all  of  them. 

Mr.  O'Connell.  Pretty  nearly  all? 

Mr.  Bruere.  Yes. 

Mr.  O'Connell.  You  also  buy  mortgages  for  investment,  of 
course,  through  the  middleman. 

Mr.  Bruere.  Well,  we  buy  some,  but  we  have  a  definite  limitation 
when  we  do.  We  have  in  the  last  year  and  a  half,  I  think,  bought 
about  3  millions  of  F.  H.  A.  insured  mortgages,  and  we  have  com- 
mitted about  3  millions  more  in  process,  and  we  would  like  to  have  our 
present  program  of  investment  about  $10,000,000.  That  will  all  be 
virtually  new  construction. 

Mr.  O'Connell.  Are  those  mortgages  that  you  are  placing  80 
percent  mortgages? 

Mr.  Bruere.  Originally;  they  have  gone  up  now,  some  of  them, 
of  course,  to  higher  percentages.  They  run  around  80  percent  because 
they  are  selected  mortgages.  . 

Mr.  O'Connell.  Outside  of  F.  H.  A.  insured  mortgages  is  there  a 
statutory  maximum? 

Mr.  Bruere.  Sixty-six  and  two-thirds  percent  on  the  appraised 
value. 

Mr.  O'Connell.  There  is  exemption  for  F.  H.  A.  insured  mort- 
gages? 

Mr.  Bruere.  The  F.  H.  A.  is  exempted;  anything  F.  H.  A.  will 
insure  is  eligible  for  investment  in  savings  bank  funds,  but  we  of 
course  try,  just  so  as  to  keep  our  hand  in,  and  to  make  a  contribution 
of  judgment,  to  look  at  these  loans  with  some  discrimination,  so  there 
is  some  selection.  We  don't  buy  indiscriminately  just  because  they 
are  insured  because  we  don't  think  that  that  is  a  proper  attitude  to 
take   toward  an  enterprise. 
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Mr.  O'Connell.  There  has  been  considerable  comment,  lately, 
in  many  circles  resulting  from  the  recent  policy  of  your  bank  to  make 
F.  H.  A.  insured  mortgage  loans  at  an  interest  rate  of  4'A  percent,  as 
I  understand  it;  the  maximum  F.  H.  A.  rate  is  5.    Is  that  correct? 

Mr.  Bruere.  The  maximum  permissible;  yes. 

Mr.  O'Connell.  Would  you  care  to  indicate  generally  to  the 
committee  what  motivated  your  company  in  reducing  the  F.  H.  A.  in 
reducing  the  effective  rate  on  insured  mortgages?  ^r 

Mr.  Bruere.  Well,  there  is  a  lot  of  money  to  be  invested  in  mort- 
gages, and  New  York,  despite  all  its  experience,  is  mortgage  minded. 
The  savings  banks  require  mortgages  to  take  care,  even  if  they  didn't, 
increase  their  deposits,  of  the  increments  in  deposits,  because  deposi- 
tors allow  the  interest  to  remain.  We  haven't  many  alternatives 
any  longer  for  investment.  We  buy  long-term  Government  bonds 
maturing  in  1960  or  1965,  yielding  about  2.30%.  Most  of  the  railroads 
which  were  heretofore  eligible  for  investment  by  savings  banks  are  no 
longer  eligible,  because,  as  you  know,  we  are  restricted  by  specific 
provisions  of  the  statute  regarding  the  type  of  investment  that  we 
make  of  our  funds.  We  may  still  invest  in  mortgages.  The  prin- 
cipal activity  of  mortgages,  in  the  mortgage  field  in  New  York  City, 
has  been  in  the  development  of  apartment  houses,  six-story  elevator 
apartment  houses,  and  in  the  F.  H.  A.  small-house  field.  We  have 
felt  that  the  investment  for  our  purposes  in  F.  H.  A.  insured  mort- 
gages in  small  houses  was  preferable.  Therefore,  we  sought  them. 
We  found  that  the  demand  was  so  great  that  we  didn't  get  them,  and 
we  felt  that  with  the  insurance,  that  with  proper  selection,  proper 
supervision  of  construction,  we  could  advisedly  take  them  at  a  4% 
percent  rate,  cutting  a  half  of  1  percent,  because  we  do  our  own  servic- 
ing, and  with  volume  we  thought  we  could  perhaps  make  up  a  part 
of  that  loss  through  economies  in  servicing.  We  didn't  intend  to  go 
too  far  into  that  field,  as  I  said,  limiting  it  perhaps  to  eight  or  ten 
millions  of  dollars,  and  therefore  we  offered  to  take  them  at  that  rate 
and  currently  we  are  taking  them  at  the  rate  of  about  one  hundred  and 
fifty  or  one  hundred  and  seventy-five  thousand  dollars  a  week,  but 
we  will  come  to  the  end  of  our  program,  perhaps  in  a  year  or  so. 

Mr.  O'Connell.  Does  that  current  rate  at  which  you  are  taking 
mortgages  represent  an  increase  over  the  amount  that  you  were 
getting  before  you  reduced? 

Mr.  Bruere.  Oh,  yes.  It  brought  us  loans.  It  helped  us  con- 
siderably, I  should  say. 

Mr.  O'Connell.  Do  you  think  that  represented  to  some  extent  an 
expansion  in  construction  activities  or  do  you  think  it  represented 
merely  getting  business  that  other  institutions  would  otherwise  have 
gotten? 

Mr.  Bruere.  I  think  we  came  a  little  late  in  the  field  to  stimulate 
expansion.     I  think  we  just  took  loans  that  others  no  longer  wished 
t  that  rate. 

Of  course  all  of  these  generalizations  I  am  making  are  based  on 
impression  and  hearsay,  very  largely,  and  observations.  They  may 
not  be  statistically  sound. 

I  don't  want  in  the  presence  of  Dr.  Lubin  to  make  any  positive 
statements  which  can't  be  statistically  verified.  My  impression  is 
that  we  did  not  much  stimulate,  although  some  builders  resumed 
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because-  they  thought  there  was  a  chance  to  widen  the  margin  a  little 
bit. 

Mr.  O'Connell.  Would  you  think  a  general  decrease  would  have 
that  stimulating  effect? 

Mr.  Bruere.  I  think,  as  you  know,  you  have  a  definite  limitation 
there.  I  believe  there  is  a  definite  limit  on  the  number  of  persons  that 
can  be  sold  houses  at  the  present  time.  We  have  a  lot  of  persons  who 
are  uncertain  as  to  their  income  or  haven't  any  income  and  we  have  a 
lot  of  development  that  has  been  going  on.  The  market  tends  to 
stiffen  up,  it  has  decidedly  stiffened  in  the  last  few  months.  I  couldn't 
say  honestly  that  I  believe  by  slashing  the  interest  rate  you  would 
widen  very  much  the  demand,  because  the  interest  rate  is  a  relatively 
unimportant  factor  in  the  long-term  cost  of  housing. 
"  Mr.  O'Connell.  It  is  quite  an  important  factor  in  the  monthly 
cost. 

Mr.  Bruere.  Yes;  but  you  have  maintenance  costs  and  so  forth. 
That  isn't  the  determining  factor  to  a  purchaser,  as  to  whether  it  is  26 
years  at  4  percent.  He  doesn't  sit  down  and  figure  it  out  to  a  nicety. 
His  problem  is  whether  he  has  $500,  or  $600,  or  $700  to  lay  down  for 
his  first  payment.  Is  he  reasonably  sure  of  his  job,  and  can  he  pass 
all  of  the  tests  that  are  very  properly  applied  to  his  dependability  as 
a  purchaser  by  the  F.  H.  A.?  Their  judgment  would  be  very  much 
better  than  mine,  but  I  wouldn't  offhand  think  that  you  would  widely 
increase  the  demand  by  reducing  your  interest  rates  within  reason- 
able limits.  You  can't  revise  it  too  far,  because  then  money  won't 
be  supplied. 

Mr.  O'Connell.  Of  course,  I  agree  there  probably  isn't  one  de- 
termining factor,  but  it  seems  to  me  all  the  factors  which  go  to  make 
up  the  determination  of  whether  or  not  a  man  builds,  and  whether 
somebody  else  builds  an  apartment  house  for  him  to  rent,  all  those 
factors  involve  costs.  In  other  words,  all  of  the  deterrents  I  have 
heard  of  are  things  that  represent  a  cost  element,  labor  cost,  material 
cost,  finance  cost,  and  while  admittedly  reduction  in  interest  cost  of 
one-half  or  three-quarters  of  any  particular  percentage  would  make 
only  a  comparatively  small  reduction,  let  me  say,  in  the  monthly  cost, 
if  we  were  to  outline  the  field  of  the  various  elements  of  cost  and  were 
to  be  able  to  effectuate  a  reduction  in  some  of  the  major  elements 
that  enter  into  the  total  cost,  I  gather,  I  should  think  that  the  stimu- 
lating effect  would  be  really  substantial. 

Mr.  Bruere.  Well,  that  is  a  matter  of  judgment.  Qn  a  $5,000 
house,  1  percent  is  $50  a  year  interest. 

Mr.  O'Connell.  That  wouldn't  be  $5  a  month. 

Mr.  Bruere.  That  is  $12.50  a  quarter.  One  dollar  and  twenty- 
five  cents  a  month  may  make  some  difference,  the  $1.25  looking  ahead 
5  or  6  years  doesn't  look  as  big  as  the  amounts  you  have  to  put 
down  for  your  10  percent  payment. 

Mr.  O'Connell.  I  think  he  has  to  get  over  the  hurdle  of  the  20 
percent. 

Mr.  Bruere.  I  think  that  is  so.  After  a  while,  he  gets  along  and 
he  feels  perhaps  he  could  save  a  little  money  by  reducing  the  principal 
and  securing  a  reduction  in  the  interest  rate.  We  have  found  that  to 
be  true  with  persons  who  were  able  to  make  a  reduction  in  the  principal 
of  the  mortgage,  for  which  they  desired  an  offset  reduction  in  interest 
rate.     They  said,  "I'll  give  up  the  $500  or  $1,000  if  I  can  save  half  or 
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three-quarters  of  1  percent,  for  instance."  He  is  well  on  his  wav. 
He  is  the  owner  of  the  house  and  begins  to  see  how  the  monthly 
expenses  run.  Perhaps  he  has  a  prudent  and  thrifty  wife  who  thinks 
$1.25  is  a  lot  of  money  and  he  tries  to  get  it  adjusted.  At  the  begin- 
ning he  is  putting  his  hands  in  all  his  pockets  and  she  is  looking  in  her 
purse  and  savings-bank  account  as  to  where  the  $700  down  payment 
is  going  to  come  from.  That  is  the  deterrent.  If  you  could  do  some- 
thing about  that,  or  the  question  which  we  have  all  discussed  that 
you  probably  all  know  infinitely  more  about  than  I  do,  namely  how 
can  you  reduce  the  total  cost  of  construction? 

Mr.  O'Connell.  That  brings  me  to  a  general  question  that  I 
think  perhaps  you  are  thinking  about.  In  the  light  of  your  experience, 
what  would  you  say  as  to  the  possibility  for  stimulating  residential 
construction  through  removing  of  the  deterrents  of  whatever  sort 
seem  to  you  to  be  of  the  most  importance?  You  mentioned  construc- 
tion costs  and  other  things. 

Mr.  Bruere.  Yes;  that  is  it.  We  haven't  found  the  answer  yet 
to  mass  production  of  houses,  even  if  we  did  believe  we  had  a  mass 
market.  To  a  certain  extent  the  builder  of  groups  of  houses  has  cut 
costs  by  wholesale  purchasing  of  materials,  but  we  have  this  problem 
of  the  seasonal  demand  for  labor  and  the  necessity  of  paying  higher 
wages  which  are  demanded  because  of  the  short  duration  of  em- 
ployment. Nobody  has  yet  worked  out,  due  very  largely  to  climatic 
conditions,  the  means  of  reducing  the  costs  of  dwellings  by  mass 
production.  A  lot  of  people  have  been  trying  it,  as  you  know.  It  may 
eventually  come. 

Another  trouble,  I  think,  which  exists  there  is  that  houses  are  im- 
mobile. You  can  say,  "We  can  achieve  mass  production,"  but  the 
customer  may  not  like  the  location  you  choose.  You  have  to  go 
through  the  process  of  individual  selection,  and  we  know  also  there  is 
a  great  deal  of  individual  taste.  We  have  got  past  that  in  modern 
industry.  People  like  to  buy  cars  like  someone  else's  car.  They  pre- 
fer to  hve  in  houses  unlike  anyone  else's  house.  For  that  reason. we 
now  arrange  so  this  house  has  a  pink  bathtub  and  the  next  a  purple 
one  and  the  next  a  white  one,  and  so  on.  You  can't  very  well  get 
complete  standardization  because  you  haven't  complete  standardiza- 
tion of  taste.    . 

Mr.  O'Connell.  Isn't  it  more  available  as  a  possibility  when  you 
think  of  it  in  terms  of  large-scale  manufacture? 

Mr.  Bruere.  Yes;  I  think  it  is  one  of  the  major  questions..  It 
isn't  a  problem  which  can  be  handled  entirely  by  the  institutional 
lenders  of  funds.  Through  joint  studies  by  the  construction  inductry 
and  if  we  found  some  way  of  getting  cooperation  from  the  labor  groups, 
if  there  were  a  feasible  way — I  don't  pretend  to  know  one — and  the 
Government,  we  might  be  able  to  say  that  under  reasonable  conditions 
houses  could  be  supplied  in  500  or  1,000  lots  at  5,  10,  or  15  percent 
cheaper  than  they  would  be  built  in  lots  of  20  or  30  or  15. 

Mr.  O'Connell.  I  was  thinking  again  in  terms  of  your  suggestion 
that  reasonably  small  reduction  in  interest  rates  would  not  mean  a 
very  great  reduction  in  annual  cost.  There  was  testimony  presented 
here  last  week  to  the  effect  that  a  20-percent  reduction  in  labor  costs 
on  a  typical  one-family  residence  would  have  amounted  to  about  5 
percent  reduction  only  in  the  cost  of  home  ownership  in  terms  of 
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annual  cost.     So  there,  again,  it  is  an  item  which  taken  by  itself 
does  not  indicate  any  answer. 

Mr.  Bruere.  I  have  a  lot  of  theories  on  the  subject  which  are  in 
a  state  of  development  and  probably  a  lot  of  them  unsound.  I  think 
the  major  question  is  a  question  of  the  organization  of  communities 
in  which  we  live.  We  have  created  a  community  and  then  we  have 
abandoned  it.  There  is  no  system  of  development.  We  allow  people 
to  take  one  area  and  develop  it  without  relation  to  another.  We  have 
to  provide  new  facilities,  sewers,  and  streets,  lighting,  and  whatnot, 
without  realizing  the  ultimate  cost  which  will  come  and  reflect  itself 
in  taxes  and  perhaps  assessments.  We  are  just  beginning.  Certainly 
it  is  true  in  New  York.  We  are  just  beginning  to  get  the  idea  of 
planning  the  town.  We  also  are  still  in  the  stage  of  developing  ade- 
quate transportation 'facilities.  We  build  an  area  where  transporta- 
tion facilities  aren't  adequate  because  we  seek  cheaper  land.  Then 
we  build  transportation  facilities  and  we  find  the  cost  increases  there 
by  taxation.  All  of  those  things  affect  home  building  in  a  complicated 
community  such  as  any  one  of  our  American  cities  is.  I  think  we  are 
beginning  to  see  now  that  we  have  to  plan  areas  and  by  setting  up 
certain  standards,  I  think  the  most  desirable  of  which  are  those  which 
have  been  erected  by  the  Federal  Housing  Administration,  the  Gov- 
ernment has  made  a  very  significant  contribution  within  that  field. 
If  we  all  put  our  heads  together,  perhaps  we  can  reduce  costs.  I 
think  it  is  going  to  be  a  questoin  of  slow  development.  Certainly  it 
is  nothing  we  can  do  if  we  should  say,  "For  improvement";  you  prob- 
ably wouldn't  think  it  an  improvement  for  us  to  suggest,  "we  will 
lend  money  for  26  years  at  a  rate  which  is  considerably  below  what  is 
the  going  rate  to  stimulate  savings."  We  would  find  that  it  would 
have  very  little  effect  on  the  ultimate  demand  for  houses,  because  of 
these  other  conditions  to  which  I  have  referred.  But  I  don't  want  to 
say  nothing  has  been  done.  I  think  we  are  making  slow  progress. 
I  add  and  repeat  that  the  most  significant  process,  I  think,  has  been 
in  the  last  few  years  when  we  have  begun  to  erect  the  standards  which 
are  the  basis  of  joint  judgment  such  as  those  which  were  set  up  by  the 
supervision  of  the  Federal  Housing  Administration,  to  which  we  will 
look  for  good  merchandise.  If  we  can  get  the  public  to  believe  that 
we  are  building  good  merchandise,  it  is  worth  while  to  save  for  this 
type  of  house,  the  house  insured  by  F.  H.  A.,  the  house  that  you  are 
not  going  to  find  you  have  to  replace  the  material  in  in  a  very  short 
time,  then  gradually  we  will  get  a  growing  demand  for  that  type  of 
thing  for  which  people  will  save  and  make  plans,  and  then  builders 
probably  can  go  into  the  field  on  a  larger  scale  and  the  city  will  say, 
"This  will  be  a  development  exclusively  for  the  small-home  owner  and 
the  arrangements  for  financing  will  be  made  in  advance  of  the  actual 
construction  of  the  total  area." 

Mr.  O'Connell.  A  great  deal  of  what  you  have  said  would  seen, 
to  indicate  there  was  great  hope  for  the  large-scale  development. 

Mr.  Bruere.  Yes;  I  think  that  is  so.  To  a  certain  extent,  the 
English- housing  has  gone  along  that  line.  They  have  taken  certain 
localities  and  they  have  ribbons  of  houses  that  run  through  zones 
where  they  are  all  standardized  and  where  arrangements  have  been 
made  somewhat  in  advance  of  the  acquisition  of  the  land,  and  it  is 
known  progressively  building  will  be  put  up  on  them.  Only  recently 
has  there  been  a  tendency  to  do  that,  as  far  as  I  know,  in  New  York. 
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(Dr.  Lubin  assumed  the  chair.) 

Mr.  O'Connell.  Have  you  any  other  things? 

Mr.  Bruere.  I  have  discussed  a  number  of  points  that  I  want  to 
perhaps  emphasize  on  this  question  of  finance.  We  have  been  talking 
about  the  small  house.  The  cost  of  interest  in  the  multiple  dwelling, 
for  example — we  have  taken  here  a  total  of  196  buildings  of  which  188 
were  mortgaged.  These  are  all  located  in  New  York,  they  are  all  new 
buildings  all  in  one  area  of  New  York,  six-story  elevator  apartments. 
The  total  mortgages  represented  $28,000,000,  the  average  rent  per 
room  at  the  opening  of  the  houses  was  $20.39.  The  gross  annual 
rent  was  $7,300,000.  The  annual  mortgage  interest  was  $1,347,000 
and  it  represents  exactly  18%  percent  of  the  gross  income.  Now  this 
percentage  we  find  almost  uniform  in  different  types  of  houses,  multi- 
ple dwellings.     The  cost  of  financing 

Mr.  O'Connell  (interposing).  That  is  the  cost  of  interest  on  a 
large  scale? 

Mr.  Bruere.  Yes;  in  relation  to  the  total  rental  income,  and  there- 
fore you  can  see  that  while  it  is  important,  it  isn't  the  predominant 
feature  by  any  means. 

Mr.  O'Connell.  Do  you  know  of  any  other  single  items  that  are 
more  important? 

Mr.  Bruere.  No;  except  the  service  aspects  of  it  and,  of  course, 
operations.  If  you  reduce,  say  you  reduce  the  interest  one-sixth  or 
one-seventh,  it  would  have  a  relatively  small  effect  on  the  total  per- 
centage of  the  income  which  was  allocated  to  financing. 

Mr.  O'Connell.  My  point  is  I  think  that  same  thing  can  be  said 
about  almost  any  item  you  take.  It  just  happens  in  the  thing  we 
started  with,  finance,  was  one  of  the  elements  in  the  cost  of  home 
ownership.  I  am  sure  as  we  continue  that  every  other  element  of 
the  cost  of  home  ownership,  all  of  which  combined  makes  the  cost 
of    ownership    too    high,    is    subject    to    the    same    thing. 

Mr.  Bruere.  We  have  certainly  brought  down  the  cost  of  owner- 
ship and  will  bring  it  down.  We  have  brought  it  down  on  an  average 
by  insurance.  You  have  estimated  your  second-mortgage  charges, 
you  have  removed  your  uncertainty  as  to  the  ultimate  security,  and 
that  has  affected  the  average  rate  considerably.  Now,  the  next  thing 
is  to  proceed  toward  whatever  standardization  we  can  achieve, 
might  be  impudent  enough  to  say  that  if  I  were  on  this  committee  I 
would  find  out  what  such  organizations  such  as  the  Bureau  of  Stand- 
ards and  the  construction  groups  that  are  technically  equipped  could 
suggest  by  way  of  a  proposal  for  discussion  on  this  question  of  costs. 
I  think  it  is  worthy  of  a  considerable  amount  of  study  and  I  think  you 
would  probably  find  that  both  the  local  housing  authorities  and  the 
Federal  Housing  Administration  are  accumulating  some  very  import- 
ant data.  I  trunk  you  will  find  everywhere  to  the  extent  of  their 
capacity  lending  institutions  which  are  using  other  people's  money 
will  be  glad  to  cooperate  because  it  is  obviously  of  very  great  import- 
ance to  us.  We  would  like  to  have  inaugurated  a  continuous  process 
of  study  of  these  questions. 

Our  ideal  country  would  be  to  have  people  we"1  employed,  saying 
their  money,  buying  homes,  living  decently  with  all  the  amenities 
that  make  life  worth  while.  Otherwise,  we  don't  gain  anything 
by  what  we  are  seeking  to  accomplish  socially.  I  would  like  to 
see  the  Bureau  of  Standards  or  a  sort  of  Brookings  Institution  set 
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up  by  the  Government  to  look  into  that  question.  I  wouldn't 
want  to  suggest  anything  implying  any  point  of  view,  but  you  will 
find,  I  think,  no  major  devil  in  this  picture.  There  isn't  any  hocus- 
pocus  that  is  being  worked  but  we  are  dealing  with  an  industry  which 
grew  up.  You  and  I  both  know  how  the  private  house  was  originally 
built,  how  it  was  mostly  built  by  the  carpenter,  or  the  little  builder 
building  two  or  three  houses  a  year.  We  just  don't  know  how  to  pro- 
vide individual  houses  on  a  large  scale.  As  I  say,  the  attitude  of  the 
individual  buyer  enters  in.  We  all  lament  the  awful  rows  of  houses 
that  look  alike  where  people  may  be  uncertain  of  the  doorway  they 
are  entering  on  a  dark  night,  except  that  the  lock  is  different.  So 
we  seek  for  variety.  I  think  it  can  be  done  in  time.  I  assure  you 
that  to  the  extent  that  the  relatively  small  amount  of  money  the 
'Bowery  Savings  Bank  has  at  its  disoosal,  it  will  cooperate  in  every 
way  to  find  the  answer. 

Mr.  O'Connell.  Referring  again,  just  to  be  perfectly  clear  and  so 
that  I  understand  you,  have  you  any  thought  as  to  whether  taking 
the  cost  of  finance  as  one  of  the  major  elements  in  the  cost  of  home 
ownership — whether  there  is  any  reasonable  possibility  in  view  of  the 
substantial  sums  of  money  that  are  available  awaiting  investment  of 
a  substantial  reduction  in  that  cost? 

Mr.  Bruere.  May  I  give  you  an  answer  which  is  some  figures? 
A  little  midnight  oil  has  been  burned  here.  I  thought  you  were  going 
to  ask  more  questions  I  couldn't  answer,  so  I  had  the  answers  all 
written  out  nicely. 

Mr.  O'Connell.  And  now  I  haven't  asked  the  questions.  '         f 

Mr.  Brttere.  I  haven't  found  that.  I  think  you  have  a  lot  of 
them.  I  have  done  the  best  I  could.  Here  on  the  question  of  mort- 
gage charges,  which  I  imagine  is  what  you  are  interested  in,  Mr. 
O'Connell,  these  are  charges  which  are  made  against  borrowers  in 
making  ordinary  mortgage  loans,  say,  to  any  one  of  us  here.  *We 
come  in  and  we  say  we  live  out  some  place  on  Long  Island.  For  the 
purpose  of  comparison,  we  have  taken  all  in  one  locality.  Here  is  a 
house  for  $3,000,  say  you  would  buy  a  house  for  $3,000.  Your 
mortgage  tax  would  be  $15.  It  would: cost  you  $72  to  have  your  title 
insured. 

Mr.  O'Connell.  Would  I  have  to  have  my  title  insured? 

Mr.  Bruere.  Yes;  we  would  want  it  insured. 

Mr.  O'Connell.  You  would  want  it  insured,  all  right. 

Mr.  Bruere.  I  suppose  there  is  a  way  of  getting  around  that,  but 
we  have  to  take  the  title  risk;  the  F.  H.  A.  wants  it  insured. 

Mr.  O'Connell.  Does  F.  H.  A.  require  it? 

Mr.  Bruere.  I  don't  know  that  they  require  it.  It  is  better  for 
us  to  have  it  so,  because  we  have  to  deliver  the  title  in  case  of  fore- 
closure.    They  want  us  to  insure  it  if  we  have  the" insurance. 

Mr.  O'Connell.  That  is  a  reasonable  requirement. 

Mr.  Bruere.  Yes;  in  case  the  mortgage  is  foreclosed.  The 
attorney's  fee  is  $15;  recording  fee,  that  is  a  statutory  charge  of 
$8.25  based  upon  the  number  of  words  in  the* document.  There  we 
have  on  a  $3,000  mortgage  charges  of  $120  which  represents  4  percent 
precisely  to  get  the  mortgage  started. 

Mr.  O'Connell.  In  terms  of  the  borrower,  I  take  it  the  man  who 
is  trying  to  buy  the  house  would  have  that  4  percent  added  to  the 
amount  of  his  down  payment. 
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Mr.  Bruere.  Yes.  We  don't  absorb  any  of  those  particular 
charges.  Sometimes  the  builder  will.  On  $6,000,  the  cost  is  $161, 
and  the  rate  was  then  2.68.  So  on  the  average  house  between  $3,000 
and  $6,000  in  our  locality,  the  rate  would  be  something  around 
Z%  to  4  percent;  on  $10,000,  of  course,  it  comes  down  lower.  It  is 
slightly  less,  of  course,  if  uninsured,  because  we  do  not  have  the 
inspection  charge  of  the  F.  H.  A.  That  is  all.  Those  are  not  stagger- 
ing charges  for  a  new  enterprise  and  we  have  tried  to  get  them  down 
as  low  as  we  can  for  the  purpose  of  inviting  the  use  of  our  lending 
facilities  by  contractors  and  others  who  can  direct  borrowers  to  us. 

Mr.  O'Connell.  Those  are  costs  over  and  above  the  interest  rate 
borne  by  the  purchaser? 

Mr.  Bruere.  Yes.  They  are  beyond  our  control.  They  are  reve- 
nues for  the  Government  as  well  as  the  State;  the  mortgage  tax  and 
recording  tax,  which  is,  of  course,  a  municipal  charge;  the  lawyer's 
fee  for  drawing  papers  and  supervising  it  and  seeing  that  it  is  all  in 
order;  and  the  title  insurance  is  at  our  option,  of  course. 

Mr.  O'Connell.  Those  items,  particularly  when  spread  out  over 
the  term  of  the  mortgage,  represent  very  great  increase. 

Mr.  Bruere.  No,  they  are  not  deterrents  especially.  It  is  lack  of 
funds  and  the  inability  to  reduce  costs  by  mass  production.  We  just 
haven't  found  the  answer  yet. 

Mr.  O'Connell.  But  it  would  be  so,  would  it  not,  that  an  equiva- 
lent reduction  in  the  finance  costs,  whether  it  be  by  reduction  in  the 
interest  rate  or  lengthening,  let  us  say,  of  the  period  of  amortization, 
would  have  exactly  the  same  effect  as  comparable  reduction  in  capital 
cost? 

Mr.  Bruere.  I  think  so,  yes;  yes,  of  course.  May  I  say  this,  that 
I  have  been  giving  the  impression  perhaps  in  our  discussion  that  there 
hasn't  been  a  good  deal  of  building  in  the  New  York  area.  As  a 
matter  of  fact,  there, has  been  a  considerable  amount  of  it.  We  have 
in  New  York,  among  the  savings  banks,  the  trust  companies,  some 
of  the  life-insurance  companies,  an  organization  which  statistically 
studies  what  goes  on  and  they  inform  me  that  in  the  past  3  years  the 
additional  faculties  have  provided  accommodations  for  60,000  people ; 
but  that,  of  cpurse,  is  very  much  lower  than  was  the  case  in  other 
years,  but  still  it  is  substantial. 

Mr.  O'Connell.  I  think  it  is  an  improvement  over  recent  years. 

Mr.  Bruere.  It  is  an  improvement  over  recent  yeai^.  Take  in 
the  five  boroughs  1933  to  1939,  inclusive,  there  has  been  a  marked 
growth  in  the  amount  of  square  feet  of  construction.  In  1933  the 
total  residential  was  6%  million;  in  1934  8  million;  in  1935,  1%  million; 
in  1936  29  millions;  in  1937  it  dropped  to  28  million;  in  1938  36 
million  again,  and  in  1939,  the  first  5  months,  21  millions, 

In  1928  those  figures  by  comparison  look  very  small  because  then 
(1928)  there  were  150,000,000  square  feet  added.  That  is  now,  of 
course,  an  unbelievable  situation;  mythological. 

Mr.  O'Connell.  I  would  like  to  ask  one  question  referring  to 
interest  rates.  Are  substantially  all  of  the  mortgages  you  are  taking 
now  with  F.  H.  A.  insurance  at  4^-percent  interest? 

Mr.  Bruere.  We  think  costs  have  gone  up  a  little  too  high  and 
there  has  been  too  much  competition  on  apartment  houses.  We 
don't  want  to  take  them  at  the  present  level — as  a  matter  of  fact,  we 
would  like  to  get  mortgages  where  a  fellow  has  40  or  50  percent  in 
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his  property  and  those  we  would  take  without  insurance.  But,  as  a 
matter  of  fact,  the  bulk  of  the  business  we  are  now  doing  is  in  purchase 
of  F.  H.  A.  mortgages. 

Mr.  O'Connell.  On  a  4%-percent  basis? 

Mr.  Bruere.  Yes,  4%,  and  we  have  taken  when  sometimes  it  is 
necessary  to  do  so,  a  little  less,  say  4  percent,  where  mortgages  are 
bought  from  other  originators.  We  pay  a  little  premium  on  them  and 
a  service  charge,  so  that  it  nets  us  perhaps  3.55  percent  or  3.60  percent. 

Mr.  O'Connell.  And  the  exceptions,  the  cases  you  refer  to,  where 
a  man  might  have  40-  or  50-percent  equity,  would  be  exceptions 
which  would  result  in  a  lower  rate? 

Mr.  Bruere.  Where  he  has  40%  equity  we  would  loan  him  without 
insurance  F.  H.  A.  4%  I  think  is  what  we  have  been  getting  for  that 
type  of  loan. 

Mr.  O'Connell.  So  that  4lA  of  course  would  represent  4%  to  the 
borrower,  whereas  4%  on  F.  H.  A.  would  be 

Mr.  Bruere  (interposing).  Your  question  was  that  the  cost  to  the 
borrower  is  A}{  percent,  as  against  the  cost  to  the  borrower  at  4%,  and 
the  difference  is  you  might  say  the  valuation  that  we  place  upon  the 
insurance.     It  has  value,  naturally. 

Mr. '  O'Connell.  In  other  words,  generally  speaking,  it  is  the 
position  of  your  company  that  selected  mortgages  with  F.  H.  A. 
insurance  are  good  investments  to  you,  with  4K-percent  return? 

Mr.  Bruere.  At  the  present  time,  up  to  a  certain  amount  of  money, 
if  we  have  about  eight  or  nine  millions  to  invest  on  that  basis.  Munic- 
ipal and  utility  bonds  of  comparable  quality  are  longer  in  term  and 
higher  in  price. 

Mr.  O'Connell.  When  you  say  utility  bonds,  municipal  bonds, 
are  high,  you  mean  the  yield  to  you  is  low? 

Mr.  Bruere.  Yes;  lower  yield  than  the  long  term,  and  a  low  interest 
rate. 

Mr.  O'Connell.  Would  you  say  that  the  current  loans  you  are 
making  on  F.  H.  A.  insured  mortgages  would  yield  you  a  better  return 
than  other  types  of  securities  in  your  portfolio? 

Mr.  Bruere.  Yes;  mortgages  always  yield  a  little  bit  above,  of 
course,  the  average  bond  rate,  1  percent  at  least. 

Mr.  O'Connell.  Why  should  an  F.  H.  A.  mortgage  have  a  1  per- 
cent higher  yield  than  a  utility  bond? 

Mr.  Bruere.  Why  should  it?  In  the  first  place,  the  idea  is  that 
you  have  a  certain  lack  of  marketability,  which  is  perhaps  No.  1. 
You  have  an  investment  which  is  subject  to  deterioration,  you  have 
certain  risks,  which  are  minimized,  but  still  exist,  with  respect  to 
foreclosure,  and  delivery  of  this  particular  security  in  good  condition 
to  the  F.  H.  A.  for  recoupment. 

Mr.  O'Connell.  Now  let  us  take  the  first  one 

Mr.  Bruere  (interposing).  Then  you  have  a  narrower  demand  for 
it,  perhaps. 

Mr.  O'Connell.  That  goes  back  to  your  question  of  marketability. 
I  was  under  the  impression  that  F.  H.  A.  insured  morrgages  were 
quite  liquid,  quite  marketable;  that  there  was  a  wide  market  for 
them. 

Mr.  Bruere.  They  are  a  made  market.  Mr.  Jones,  of  the  Recon- 
struction Finance  Corporation,  made  them  liquid,  in  a  sense,  in  the 
beginning,  by  offering  to  buy  them  when  we  were  all  very  timid  about 
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them  at  the  beginning,  you  know.  They  have  since  become  more 
liquid,  but,  of  course,  they  are  not  as  liquid  in  the  sense  that  a  listed 
and  prime  security  is  by  any  means. 

Mr.  O'Connell.  You  mean  they  are  not  traded  on  the  exchange? 

Mr.  Bruere.  No  ;  and  they  are  not  known.  People  are  still  sensitive 
about  buying  what  they  can  see. 

Mr.  O'Connell.  As  the  value  of  the  F.  H.  A.  insurance  becomes 
better  known,  don't  you  think  that  would  be  reflected  in  lower  interest? 

Mr.  Bruere.  There  again  your  guess,  of  course,  would  be  as  good 
as  mine.  There  are  a  lot  of  conditions  which  may  affect  the  interest 
rate,  but  undoubtedly  the  insurance  is  a  value-giving  quality,  and  it 
has  to  be  reckoned  as  such,  and  I  regard  the  insurance  perhaps  as  only 
a  part  of  the  value  contributed  by  the  F.  H.  A.,  assuming  that  its 
work  is  well  done.  I  think  it  has  been  increasingly  well  done  in  our 
observation.  The  inspection  and  selection  of  the  risk  is  a  very  im- 
portant factor,  we  find. 

I  don't  want  to  give  the  impression  that  there  are  not  limits.  I 
think  we  must  be  aware  that  you  can't  escape  saturating  the  economy 
with  any  particular  kind  of  new  development  merely  because  the 
Government  puts  a  velvet  dress  on  it,  so  to  speak.  You  have  to 
have  an  economy  able  to  absorb  the  commodity  itself.  The  Govern- 
ment might  conceivably  build  motorcars  so  that  you  could  sell  them 
for  $275,  but  still  there  would  be  a  limit  to  what  people  would  be  able 
to  buy.     The  same  thing  is  true  of  housing. 

Mr.  O'Connell.  We  will  agree,  will  we  not,  that  from  the  point  of 
view  of  your  company  up  to  a  limited  sum,  you  concede  that  the 
F.  H.  A.  insurance  is  of  such  value  behind  mortgages  that  it  makes 
F.  H.  A.  insured  mortgages  a  good  investment  at  4%  percent? 

Mr.  Bruere.  For  the  time  being,  in  a  limited  amount,  and  I  say 
in  good  locations  that  we  know  all  about,  and  with  good  risks,  we  call 
them  a  good  pattern  rating  which  the  F.  H.  A.  gives,  that  at  a  4%-per- 
cent  rate  they  would  seem  satisfactory  to  us.  Now,  it  may  not  seem 
satisfactory  to  others.  We  certainly  felt  so,  otherwise  we  would  not 
have  taken  them. 

Mr.  O'Connell.  I  have  no  further  questions. 

Acting  Chairman  Lubin.  Mr-  Bruere,  I  was  very  much  interested 
in  the  statement  you  made  about  the  interest  rate  that  was  necessary 
to  stimulate  savings.  Would  the  experience  of  your  bank  lead  you  to 
believe  that  if  you  paid  higher  rates  on  deposit  now  you  would  have 
more  deposits? 

Mr.  Bruere.  I  would  answer  this  way.  We  have  found  it  de- 
sirable, for  reasons  which  I  think  are  clear  to  anyone,  to  limit  the 
amount  of  savings  that  we  accept  in  any  one  particular  time  because 
we  are  virtually  operating  our  bank  on  a  basis  which  enables  anyone, 
to  secure  interest  after  3  months  of  deposit,  and  at  a  2  percent  rate, 
which  is  now  paid,  it  is  a  very  attractive  opportunity  for  anyone  to 
invest  short-term  money.  We  have,  therefore,  restricted  our  deposits 
to  what  we  regard  as  a  reasonable  savings  amount,  $500  a  quarter. 
We  already  do  not  accept  at  that  rate  the  amount  that  is  offered  to  us. 
We  would  make  that  situation  worse  if  we  were  in  position  to  pay  a 
higher  rate.  I  don't  think  that  we  would  increase  the  amount  of  true 
savings.  I  think  the  people  who  actually  save  because  they  say, 
"Well,  I  will  put  this  money  away  for  some  purpose  next  year  or  next 
summer,"  may  have  the  idea  of  saving  virtually  now  all  they  can,  and 
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it  is  only  those  who  have  idle  sums  of  larger  funds  that  use  these 
facilities  with  the  restrictions  placed  upon  them.  You  would  have 
therefore,  more  money  immediately  available  for  this  year,  but  it  is 
subject  to  a  more  rapid  withdrawal. 

Acting  Chairman  Lubin.  Is  it  fair  to  conclude  from  what  you  have 
said,  that,  by  and  large,  the  mass  of  the  savings  in  this  country  is  in  a 
sense  automatic  and  leadf!  to  the  extent  that  a  rise  in  the  interest  rate 
— and  by  a  rise  I  mean  within  reason,  not  a  doubling  overnight— does 
not  necessarily  increase  by  any  appreciable  amount  the  amount  that 
is  saved? 

Mr.  Bruere.  I  think  that  you  will  find  that  a  modest  rise  in  the 
interest  rate  does  not  increase  rapidly  the  amount  of  true  savings 
actually  set  aside  in  the  form  with  which  I  am  familiar.  Of  course, 
that  is  a  question  that  ought  to  be  borne  out  by  statistics  rather  than 
impression. 

Acting  Chairman  Lubin.  Do  you  find  any  trend  at  the  present 
time  toward  an  increase  in  investment  in  real  estate  for  investment 
purposes  as  such?  Are  people  buying  houses  or  apartments  for  rental 
in  any  increase  in  quantity  as  compared  with  last  year? 

Mr.  Bruere.     Not  in  our  locality. 

May  I  say  something  about  the  other  question  to  which  I  made  an 
answer  somewhat  incomplete.  The  stimulation  to  savings  in  response 
to  increased  rate  of  return  must  be  governed  and  affected  by  the 
duration  of  the  investment.  I  am  familiar  with  the  viewpoint  of  the 
building  and  loan  associations.  I  think  if  we  assume  that  those 
investments  are  long-term  investments,  that  you  probably,  by  in- 
creasing the  rate,  do  secure  from  other  forms  of  saving  larger  available 
-funds.  If  we,  for  example,  would  do  as  the  British  savings  banks  do, 
the  trustee  savings  banks,  have  a  differential  rate  on  long-term 
savings,  I  think  we  would,  by  increasing  the  rate,  increase  the  amount 
available  for  long-term  investment. 

Acting  Chairman  Lubin.  That  doesn't  mean  that  you  have  in- 
creased the  gross  amount  of  savings  as  such. 

Mr.  Bruere.  I  would  not  think  so.  I  would  like  to  near  what  you 
have  to  say  about  that  because  you  know  a  great  deal  more  than  I  do 
about  it. 

Acting  Chairman  Lubin.  At  least  such  evidences  as  are  available 
show  that  during  this  period  of  at  least  5  years  of  falling  interest  rate, 
savings  have  not  decreased  in  amount;  in  other  words,  despite  the 
fact  that  interest  rates  are  going  down,  those  people  who  do  save 
apparently  are  not  cutting  down  on  the  amount  of  savings. 

Mr.  Bruere.  I  think  there  is  a  certain  group  of  prudent  people  who 
habitually  save  and  therefore  go  on  doing  it,  hoping  that  the  interest 
rate  may  improve,  but  at  all  events  are  mostly  concerned  with  the 
availability  of  their  principal  funds.  That  is  what  we  find.  Having 
by  the  law  of  averages  been  able  to  develop  virtually  demand  deposit 
banks  on  long-time  investments  because  of  the  continual  replenish- 
ment of  funds  shows  that  there  is  a  large  proportion  at  least  of  the 
people  who  habitually  save  if  they  are  employed.  It  is  a  habit  which 
has  been  engendered.  It  is  not  much  stimulated  over  short  periods 
by  adjustments  in  the  interest  rate. 

'  Mr.  O'Connell.  There  is  one  other  question  I  would  like  to  ask 
you.  Does  your  bank  have  a  substantial  smount  of  what  is  referred 
to  as  unwillingly  held  property,  property  that  is  foreclosed? 
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Mr.  Bruere.  We  hold  about  5  percent  of  our  total  assets  on  fore- 
closed property. 

Mr.  O'Connell.  Have  you  any  feeling  as  to  whether  the  amount 
of  unwillingly  held  property  held  by  institutional  lenders  is  a  sub- 
stantial deterrent  to  expansion  in  new  construction,  and  what  should 
be  done  about  liquidating  those  holdings,  what  is  being  done? 

Mr.  Bruere.  Yes.  Our  view  is  that  it  naturally  has  a  material 
effect  upon  the  point  of  view  of  investors  if  they  know  that  all  over 
the  market  there  is  a  lot  of  property  held  temporarily  in  unwilling 
hands,  institutional  investors.  For  that  reason,  we  have  adopted  a 
policy  of  classifying  those  properties.  Those  that  we  think,  in  all  the 
laws  of  reasonable  probability,  may  appreciate  in  value  again  with 
increased  demand,  or  which  are  currently  income-producing,  we  are 
attempting  to  keep  off  the  market,  unless  we  get  too  tempting  an 
offer,  which  doesn't  happen  too  often,  and  those  that  are  deteriorating 
or  old  we  are  reducing  so  as  to  bring  to  the  market  level.  All  of  us 
are  doing  that,  and  therefore  the  number  of  buyers  available  is 
strictly  limited.  But  it  is  also  true  that  where  there  is  a  large  amount 
of  foreclosed  real  estate  held  and  on  the  market  as  against  the  areas 
where  not  so  much  is  held,  the  volume  of  trading  isn't  apparently 
greatly  affected.  If  a  man  could  find  a  proposition  on  which  he  could 
make  or  hopes  to  make  a  profit  through  increment  or  make  a  reason- 
able and  substantial  return  on  his  investment,  he  will  buy  it  irrespec- 
tive of  whether  or  not  in  some  other  locality  in  which  he  is  not  inter- 
ested there  is  cheap  property  available  upon  which  he  can't  make  a 
good  return.  I  think  while  it  is  important,  it  isn't  a  controlling 
factor.  The  dominating  thing  is  that  people  are  not  in  the  market 
for  this  type  of  investment.  They  have  seen  deterioration  in  value; 
they  know  that  taxes  are  high;  the  situation  hasn't  cleared  up  enough 
to  make  them  enthusiastic  buyers.  The  rich  don't  want  to  tie  up 
their  funds  in  nonliquid  investments.  They  are  troubled  by  the 
inheritance  tax.  During  the  last  few  years,  with  readjustment  in 
values,  we  have  been  experiencing  social  changes  which  have  affected 
the  point  of  view  toward  these  investments.  For  a  while  there  were 
going  to  be  a  lot  of  fellows  come  over  from  England  and  buy,  but  they 
didn't  show  up.  There  are  a  few  persons  of  courage  who  go  along 
and  buy,  who  have  a  sense  of  values,  who  are  a  little  shrewder  than 
the  rest  of  us  and  make  a  little  money  on  it,  but  the  general  optimism 
and  enthusiasm  that  you  can  buy  today  and  sell  tomorrow  and  go  to 
Europe  on  the  proceeds  no  longer  exist. 

Acting  Chairman  Lubin.  Mr.  Bruere,  you  raised  a  very  significant 
point  in  that  last  sentence  which  I  think  is  something  that  should  be 
clarified,  namely,  you  give  the  impression,  which  is  the  impression 
that  I  have  had,  that  most  people  who  invest  in  real  estate  don't 
invest,  by  and  large,  for  investment  purposes ;  they  invest  for  trading 
purposes  on  the  theory  that  they  are  going  to  buy  today  and  sell 
tomorrow. 

Mr.  Bruere.  I  think  that  was  true  in  the  heyday,  but  I  don't 
think  it  is  so  true  now,  because  there  are  relatively  few  investors  to 
whom  the  speculative  builder  can  sell.  The  speculative  builder 
more  or  less  gave  up  because  he  didn't  see  an  investor's  market  for 
his  product.  In  the  old  days  I  think  a  large  proportion  of  people 
built  to  sell. 
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Acting  Chairman  Lubin.  That  raises  another  question  as  to 
whether  or  not  there  is  need  in  the  United  States  for  some  sort  of 
institution  of  an  investment  character  where  people  can  invest  in 
real  estate  as  an  investment.  Of  course  you  do  that  through  buying 
mortgages,  but  apparently  there  is  no  machinery  whereby  people 
either  through  corporations  or  other  places  go  out  and  actually  build 
on  the  theory  that  thi^  is  an  investment  they  are  going  to  maintain 
indefinitely. 

Mr.  Bruere.  Of  course  there  has  been  such  development.  A  num- 
ber of  organizations  and  corporations  have  gone  into  the  building 
business  with  the  idea  of  permanent  ownership.  Several  occur  to 
me  at  once  in  New  York  City. 

Acting  Chairman  Lubin.  There  is  one  large  one  right  outside  of 
Washington. 

(Representative  Williams  assumed  the  chair.) 

Mr.  Bruere.  Yes;  one  that  was  recently  developed,  and  the  Queens- 
boro  Corporation  on  Long  Island,  early  developed  with  the  idea  of 
permanent  ownership.  There  are  other  groups  and  certain  estates 
that  continue  to  build  to  rehabilitate  and  to  own,  and  we  all  are 
familiar  with  certain  individual  owners  who  have  had  great  confidence 
in  their  properties.  A  number  are  still  existing  in  New  York  which 
everyone  knows  about,  but  at  the  moment  they  are  not  developing  in 
large  numbers,  for  the  same  reason  that  other  types  of  investment 
haven't  developed,  because  of  the  uncertainty  of  the  market,  but  I 
think  that  will  come.  We  are  very  hopeful  that  it  will  come  in- 
creasingly as  we  get  these  various  conditions  of  transportation,  city 
planning,  and  what-not  worked  out. 

Mr.  O'Connell.  Your  bank  is  not  legally  empowered  to -invest 
in 

Mr.  Bruere  (interposing).  No;  we  can't  buy  equities. 

Mr.  O'Connell.  Have  you  any  opinion  as  to  the  advisability  of 
institutions  such  as  yours,  or  rather  large  institutional  holders  of 
savings,  on  that  point? 

Mr.  Bruere.  I  think  our  problem  is,  we  can't  get  too  far  afield. 
We  have  got  to  stay  somewhat  in  the  realm  of  liquidity.  We  have 
now  about  30  percent  of  our  assets  invested  in  United  States  Govern- 
ment securities  with  the  idea  that  those  are  liquid,  and  we  would  have 
to  regard  the  fact  that  our  deposits  are  on  demand.  A  life-insurance 
company  has  a  longer  viewpoint,  perhaps,  and  therefore  it  would  seem 
to  me  it  would  be  more  prudent  for  life-insurance  companies  to  make 
the  experiment  which  they  are  now  doing,  one  or  two  of  them,  but 
eventually  if  we  get  stabilized  it  might  be  a  very  good  thing'  to  do  for 
a  certain  portion  of  our  funds.  I  think  the  Birmingham  Municipal 
Savings  Bank,  in  England,  has  invested  in  houses  of  that  type  where 
they  thought  the  community  was  more  stable  than  some  of  ours,  but 
for  the  present  we  don't  think  it  is  desirable. 

Would  you  permit  me  to  leave  this  document  with  you  for  whatever 
merit  it  may  have?  It  covers,  I  think,  perhaps  more  explicitly  those 
points  which  you  have  raised. 

I  would  like  to  call  attention  to  one  item  which  perhaps  has  already 
come  to  your  notice,  which  I  think  is  a  very  significant  piece  of  work. 
It  was  a  study  made  by  the  group  of  experts  for  the  Federal  Housing 
Administration  in  cooperation  with  some  life-insurance  companies, 
three  of  them,  and  three  savings  banks  in  New  York,  of  which  the 
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Bowery  was  not  one,  of  the  potential  demand  for  new  housing  of  a 
multiple-dwelling  type  in  New  York  City.  I  have  never  seen  an 
attempt  to  look  at  the  whole  picture  of  the  commune  :  so  well  devel- 
oped as  this  particular  report,  and  if  your  experts  in  this  inquiry  have 
not  seen  it,  I  would  like  to  call  it  to  your  attention.  It  is  called 
"The  Housing  Demand  of  Workers  in  Manhattan,  an  Income  Analysis 
of  the  Workers  in  Manhattan  to  Determine  Rent  Levels  for  New 
Apartments  in  the  Lower  East  Side  and  Other  New  York  Areas,"  by 
Homer  Hoyt  and  L.  Durward  Badgley. 

Mr.  O'Connell.  Thank  you,  I  will  get  a  copy  of  that  and  make  it 
available  to  the  committee. 

Acting  Chairman  Williams.  Thank  you,  Mr.  Bruere. 

(The  witness,  Mr.  Bruere,  was  excused.) 

Mr.  O'Connell.  I  should  like  to  call  Mr.  Ecker.  Mr.  Frederic 
Ecker. 

Acting  Chairman  Williams.  Do  you  solemnly  swear  the  testimony 
you  are  about  to  give  in  the  matter  now  pending  will  be  the  truth, 
the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Eckek.  I  do. 

TESTIMONY  OF  F.  W.  ECKER,  VICE  PRESIDENT,  METROPOLITAN 
LIFE  INSURANCE  CO.,  NEW  YORK,  N.  Y. 

insurance  company  investments  in  housing 

Mr.  O'Connell.  Mr.  Ecker,  will  you  please  give  your  name  and 
address  to  the  reporter? 

Mr.  Ecker.  My  name  is  F.  W.  Ecker,  vice  president  of  the  Metro- 
politan Life  Insurance  Co.,  address,  1  Madison  Avenue,  New  York 
City.        - 

Mr.  O'Connell.  I  should  like  to  explain  to  the  committee  that  Mr. 
Ecker  has  been  called  at  this  time  to  pursue  a  somewhat  different 
topic  than  has  been  pursued  by  the  three  previous  witnesses.  Several 
times  throughout  the  hearing  reference  has  been  made  to  the  experi- 
ence of  the  Metropolitan  Life  Insurance  Co.  in  constructing  wholly 
owned  large-scale  rental  housing  projects.  We  thought  it  advisable 
to  ask  Mr.  Ecker  to  come  here  and  answer  a  few  questions  that  would 
give  the  committee  a  general  view  of  the  experience  of  that  company 
in  the  large-scale  rental  housing  field. 

Mr.  Ecker,  I  should  like  to  ask  you  a  few  questions  along  this  line. 
I  take  it  that  the  Metropolitan  Life  Insurance  Co.  is  authorized  to 
engage  in  direct  ownership  of  real  estate. 

Mr.  Ecker.  Yes,  sir. 

Mr.  O'Connell.  Is  that  by  virtue  of  a  recent  law? 

Mr.  Ecker.  There  are  two  situations.  One  amendment  to  the  law 
was  passed  in  1922,  at  which  time  we  were  permitted  for  a  limited 
period  of  time  to  invest  in  low-cost  housing  enterprises  which  would 
rent  at  $9  per  month  per  room,  as  a  demonstration  to  see  whether 
that  type  of  dwelling  could  be  built  by  private  capital,  and  then  more 
recently  in  April  of  last  year,  the  law  was  amended  again,  which  per- 
mitted us  for  a  period  of  5  years  to  invest  up  to  10  percent  of  our 
assets  in  the  development  of  housing  for  the  middle-  and  lower-income 
groups. 

Mr.  O'Connell.  Referring  particularly  to  the  early  legislation,  I 
take  it  that  under  that  early  legislation  you  constructed  a  large-scale 
housing  project  on  Long  Island? 
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Mr.  Ecker.  Yes,  we  did. 

Mr.  O'Connell.  When  was  that  project  built? 

Mr.  Ecker.  That  project  was  undertaken  in  J 922  and  completed 
in  1924. 

Mr.  O'Connell.  And  as  I  understand  it,  that  was  built  under 
special  legislation. 

Mr.  Ecker.  Yes;  that  was  at  a  period  when  there  was  a  consid- 
erable shortage  in  suitable  housing  facilities  for  the  lower-income 
groups.  In  New  York  State  in  1919  a  committee  known  as  the 
Lockwood  committee  of  the  New  York  State  Legislature  made  an 
investigation  of  this  subject  and  reported  that  for  some  period  of 
time  no  dwelling  had  been  built  to  be  rented  for  less  than  $20  per 
month  per  room  and  most  of  them  had  been  built  to  rent  at  $25  and 
more  per  month  per  room,  and  their  counsel  at  that  time  came  to  our 
company,  or  at  least  in  1922  came  to  our  company,  and  asked  us  if 
we  would  undertake  the  development  of  such  a  project  which,  as  I 
said,  was  to  be  rented  at  $9  per  month  per  room  as  a  demonstration 
that  this  could  be  done  by  private  capital.  We  thereupon,  after 
further  study  of  the  situation,  did  go  into  it  and  we  selected  a  site 
or  at  least  several  sites  on  Long  Island  within  about  15  or  20  minutes 
of  mid-Manhattan  and  built  54  individual  apartment  houses.  These 
were  all  5-story  buildings  with  apartments  ranging  from  2  to  6  rooms 
to  an  apartment. 

Mr.  O'Connell.  You  referred  to  the  rent  of  $9  a  room.  Was  that 
the  maximum  fixed  in  the  legislature  authorizing  you  to  .undertake 
the  development? 

Mr.  Ecker  Yes,  it  was,  but  I  should  add  that  at  the  same  time 
a -New  York  City  statute  was  passed  which  for  a  limited  period  of 
time  gave  us  tax  exemption  as  far  as  the  building  was  concerned. 
The  land  has  been  taxable  throughout.  The  building  was  tax-exempt 
for  a  period  of  10  years  up  until  1932  and  full  tax*"=  have  been  assessed 
since  that  time. 

Mr.  O'Connell.  In  the  construction  of  this  project  how  did  the 
company  undertake  that?  Was  that  constructed  by  a  contract  with 
a  general  contractor? 

Mr.  Ecker.  In  that  particular  case  we  took  bids  on  a  unit  basis 
and  the  low  bid  was  Henry  C.  Irons  &  Co.  and  they  received  the 
contract. 

Mr.  O'Connell.  Can  you.  give  us  any  figures  showing  the  total 
cost  of  the  project  and  the  cost  per  dwelling  unit  and  room? 

Mr.  Ecker.  Yes,  sir.  The  total  cost  was  $7,478,000  in  round 
figures.  This  figures  out  a  cost  per  apartment  of  about  $3,519,  and 
a  cost  per  room  of  $787. 

Mr.  O'Connell.  Apparently  each  apartment  averaged  about 
five,  rooms,  then. 

Mr.  Ecker.  Yes,  the  apartments  ranged  from  two  to  six,  as  I  say, 
with  most  of  them  four  and  five. 

Mr.  O'Connell.  And  the  rent  averages  not  more  than  $9  per  room, 
is  that  correct? 

Mr.  Ecker.  That  is  correct. 

Mr.  O'Connell.  Does  the  Metropolitan"  furnish,  any  service  in 
addition  to  shelter  for  this  rent? 

Mr.  Ecker.  -Yes,  the  customery  service  of  heat  and  janitor  service 
and  so' forth/ 
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Mr.  O'Connell.  Have  you  a  rent  schedule  of  the  present  rents? 

Mr.  Ecker.  Yes,  the  rent  schedule  at  present  is  somewhat  below 
$9  a  room  on  the  average.  The  present  average  is  $8.37,  I  believe 
it  figures  out.  The  schedule  is  as  follows:  Two-room  apartments, 
$18.12;  three-room  apartments,  $27.09;  three-room  and  dinette, 
$34.13;  four-room  and  dinette,  $37.62;  four-room  converted  apart- 
ments, $43.25-;  five-room  apartments,  $41.63;  five-room  and  dinette, 
$43 ;  and  six-room  apartments,  $49.52  a  month. 

Mr.  O'Connell.  Taking  the  year  1938,  have  you  any  figures  you 
could  give  us  as  to  the  potential  rent  that  might  have  been  lost 
through  vacancies? 

Mr.  Ecker.  Yes,  in  1938  about  5.12  percent  of  the  potential  income 
was  in  vacancies. 

Mr.  O'Connell.  Was  a  substantial  amount,  or  any  amount,  lost 
through  noncollection  of  rent? 

Mr.  Ecker.  In  1938  about  0.42  percent. 

Mr.  O'Connell.  Have  you  any  figures  showing  the  average  per- 
centage of  loss  through  vacancies  over  the  entire  period  of  operations? 

Mr.  Ecker.  Yes,  in  vacancies  over  the  entire  period  it  was  a  little 
over  8  percent — 8.12.  Of  course,  that  was  a  poor  period  in  there. 
For  the  first  6  years  I  would  say  it  was  practically  full  almost  all  the 
time,  and  then  the  period  of  the  depression  it  went  off.  Subsequently 
it  has  increased  again,  and  at  the  present  time  it  runs  around  2  percent, 
I  think.     It  is  better  than  it  was  last  year. 

Dr.  Lubin.  Mr.  Ecker,  do  you  know  what  your  real-estate  depart- 
ment figures  should  be  the  maximum  vacancy  allowable  in  deter- 
mining the  income  of  property  for  mortgage  purposes? 

Mr.  Ecker.  We  customarily  use,  I  would  say,  10  percent,  but  on 
this  type  of  undertaking  we  expect  the  vacancies  will  not  be  as  large 
as  that. 

Mr.  O'Connell.  In  other  words,  in  effect,  you  are. customarily 
below  what  you  expect? 

Mr.  Ecker.  Yes,  sir;  that  is  right,  sir.  Wait  a  minute.  I  would 
not  say  at  the  peak,  I  would  say  at  the  average. 

Dr.  Lubin.  When  I  say  at  the  peak  I  mean  at  the  peak  of  vacancies, 
the  percentage  of  vacancies  was  less  than  what  you  figure  as  the 
average  on  other  properties. 

Mr.  Ecker.  No;  I  say  over  the  average  of  the  years  we  have  had 
this  investment  it  has  averaged  less  than  10  percent,  it  has  averaged 
8  percent. 

Mr.  O'Connell.  Have  you  any  figures  showing  operating  expenses 
for  the  year  1938? 

Mr.  Ecker.  Yes.     The  operating  expenses  in  '38  totaled  $566,700. 

Mr.  O'Connell.  Can  you  break  them  down  roughly? 

Mr.  Ecker.  A  brief  break-down  would  indicate  water,  $21,346; 
fuel,  $74,450;  repairs  and  maintenance,  $153,789; 'other  operating 
expenses,  $167,240;  a  total  of  $416,826,  to  which  should  be  added  real- 
estate  taxes  of  $149,874. 

Mr.  O'Connell.  Do  those  expenses  include  setting  up  reserves 
for  replacement? 

Mr.  Ecker.  No,  sir;  they  do  not. 

Mr.  O'Connell.  Just  ordinary  repairs? 

Mr.  Ecker.  That  is  right. 

124491 — 40— pt.  11 rl4 
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Mr.  O'Connell.  Have  you  any  figures  that  would  indicate  how 
much  you  have  charged  off  for  depreciation  over  a  period  of  years, 
or  in  '38? 

Mr.  Ecker.  Our  procedure  has  been  that  this  undertaking  was 
built,  you  will  recall,  back  in  1922,  and  the  purpose  of  the  demon- 
stration was  to  see  if  a  6-percent  return  could  be  obtained  on  capital 
in  an  undertaking  of  this  type,  so  that  it  was  set  up  on  the  basis  that 
all  income  in  excess  of  6  percent  would  be  used  to  write  down  the 
investment  on  the  books  of  the  company. 

Now,  in  that  manner,  about  $1,750,000  was  written  off.  In  19,36, 
things  had  not  been  going  too  well,  consequently  we  thought  it  would 
be  conservative  to  make  an  additional  write-down,  so  about  $200,000 
was  written  off  in  addition  at  that  time — I  should  say  about  $300,000 
at  that  time,  so  the  total  decrease  over  the  period  has  been  $2,050,000. 

Mr.  O'Connell.  Two  million,  fifty  thousand  has  been  written  off 
for  depreciation  sine  1934? 

Mr.  Ecker.  Yes,  sir. 

Mr.  O'Connell.  Have  you  any  figures  showing  the  assessed 
valuation  of  the  property  in  1938? 

Mr.  Ecker.  Yes;  the  assessed  value  is  just  under  $5,000,000. 

Mr.  O'Connell.  Just  under  $5,000,000? 

Mr.  Ecker.  Yes;  $4,980,000. 

Mr.  O'Connell.  And  the  total  construction  $7,000,000? 

Mr.  Ecker.  Yes. 

Mr.  O'Connell.  Have  you  a  figure  indicating  how  much  was  paid 
for  the  lands? 

Mr.- Ecker.  About  $470,000  is  my  recollection,  a  little  under  half 
a  million' dollars,  was  paid  for  the  land.  I  am  mistaken.  It  is 
$567,000  that  was  paid  for  the  land,  a  little  over  half  a  million. 

Mr. . O'Connell.  So  that  the  land  plus  building  would  be  in  the 
neighborhood  of  about  eight  million? 

Mr.  Ecker.  No,  sir;  the  figure  of  $7,477,000  included  the  land. 

Mr.  O'Connell.  I  beg  your  pardon.  Have  you  any  figures 
showing  what  your  profits  were  in  1938  and  how  they  were  figured? 

Mr.  Ecker.  I  would  not  term  this  figure  as  profit. 

Mr.  O'Connell.  I  see. 

Mr.  Eqker.  Before  depreciation  and  amortization,  the  1938  net 
income  was  $346,000,  and  that  was  6.33  percent  on  the  then  book 
value,  the  depreciated  book  value. 

Mr.  O'Connell.  And  on  your  method  of  handling  this,  I  take  it 
the  6  percent  would  have  been  considered  as  return  on  capital  and  the 
0.33  of  1  percent  would  be  depreciation? 

Mr.  Ecker.  That  is  right. 

Mr.  O'Connell.  Have  you  any  information  as  to  the  income 
level  of  the  tenants  who  occupy  that  property  now? 

Mr.  Ecker.  Well,  we  would  say  that  they  probably  ranged  from 
$1,500  up  to  about  $3,000.  I  haven't  any  definite  figures  on  that, 
biit  I  will  put  it  this  way,  that  in  general  we  do  not  rent  to  anybody 
with  an  income  in  excess  of  $60  a  week,  and  on  the  other  side  of  the 
picture,  we  will  not  rent  to  them  an  apartment  the  monthly  rent  of 
which  is  more  than  their  income  for  1  week,  in  other  words,  four  times, 
approximately  speaking.     That,  in  general,  is  the  basis. 

Mr.  O'Connell.  And  your  policy  is  not  to  rent  to  people  who  make 
more  than  $60  a  week? 
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Mr.  Ecker.  That  is  our  general  policy.  I  wouldn't  say  there 
isn't  an  exception  here  and  there,  but  that  is  our  general  policy;  yes. 

Mr.  O'Connell.  And  you  haven't  any  definite  or  detailed  figures 
indicating  how  the  income  level  would  be  broken  down? 

Mr.  Ecker.  No.  I  haven't  seen  any  figures  on  that.  We  have 
some  figures  that  were  made  of  a  study  some  little  time  ago,  giving 
the*  occupations  of  the  various  individuals  that  were  there,  and  you 
can  see  from  their  occupations  that  they  were  in  the  middle-  and  lower- 
income  groups,  so  to  speak.  If  you  are  interested  in  that,  I  will  be 
glad  to  present  it. 

Mr.  O'Connell.  I  don't  know  that  it  is  necessary,  but,  in  general, 
the  minimum  would  be  $1,500? 

Mr.  Ecker.  Well,  possibly  some  under  that.  I  would  say  there 
might  be  some;  yes,  under  that  in  this  undertaking,  because  you  see 
a  two-room  apartment,  $18  a  month,  they  might  well  be  under  $1,500; 
yes. 

Mr.  O'Connell.  Yes;  that  could  be  done  as  low  as  $1,000,  couldn't 
it? 

Mr.  Ecker.  Very  readily.  Of  course,  the  bulk  of  these  apartments 
are  3,  4,  and  5  rooms.     I  don't  want  to  mislead  you. 

Mr.  O'Connell.  As  a  matter  of  fact,  I  think  the  figures  probably 
indicate  the  average  would  be  nearer  five. 

Mr.  Ecker.  Of  course  on  these  rOom  figures  you  have  to  know 
whether  you  are  dealing  with  half  rooms  or  quarter  rooms,  and  so 
forth. 

I  take  it  that  this  committee  is  entirely  familiar  with  that  method 
of  figuring  apartment  rentals  in  the  low-cos>t  housing  developments. 

Mr.  O'Connell.  I  for  one  am  not  entirely  familiar  with  it. 

Mr.  Ecker.  It  is  merely  this,  that  in  most  of  these  situations  that 
are  spoken  of,  as  renting  for  so  much  a  room,  there'is  added  cost,  may- 
be a  half-room  cost  for  a  bathroom,  in  a  three-room  apartment  and 
under,  for  instance,  and  over  that  at  times  there  is  an  extra  charge  of 
a  half  room  for  a  dinette,  or  something  of  that  sort.  So  that  a  three- 
room  apartment,  or  a  four-room  apartment  would  not  rent  necessarily 
for  four  times  the  rental  figures  for  one  room.  It  might  be  four  and  a 
half  times.  In' a  good  many  situations,  a  rule  of  thumb  might  be  that 
you  could  add  one-seventh.  Most  of  the  type  of  apartments  are  three 
or  four-room ,  and'when  you  add  a  half  room  to  each  one  of  those,  you 
will  have  one  additional  room  for  every  seven  rooms.  You  count  the 
bathrooms  as  a  half  room  in  figuring  the  rent. 

Of  course,  it  is  obvious  that  when  you  build  a  two-room  apartment, 
for  instance,  and  supply  a  bath,  the  cost  of  that  apartment  is  going  to 
be  more  per  room  than  to  build  a  five-room  apartment  and  supply  a 
bath.  This  is  a  method  of  compensating  for  that.  I  believe  it  is  a 
quite  general  practice. 

Mr.  O'Connell.  I  think  that  is  sufficient  explanation.  Can  you 
tell  me  generally  if  your  experience  with  this  particular  inyestment 
from  the  time  of  its  inception  in  1922  has  been  a  fortunate  experience 
for  the  company? 

Mr.  Ecker.  We  consider  it  entirely  satisfactory;  yes,  sir. 

Mr.  O'Connell.  Has  the  average  return  to  the  capital  invested 
exceeded  the  6  percent  that  you  hoped  for? 

Mr.  Ecker.  It  was  originally  set  up  at  6  percent,  with  the  expecta- 
tion that  there  would  be  2  to  4  additional  for  amortization.     Since  so 
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large  a  portion  of  the  particular  life  of  this  property  has  been  in  a 
very  depressed  period,  we  have  not  realized  as  much  as  anticipated 
on  that  basis.  But  at  the  same  time  we  have  a  substantial  lowering 
in  interest  rates,  and  I  would  consider  the  return  entirely  satisfactory 
from  a  financial  standpoint. 

Mr.  O'Connell.  Going  back  to  what  you  indicated  earlier  about 
the  $9  per  room  maximum,  is  that  a  maximum  in  the  legislation  which 
will  continue  to  regulate  the  rates  that  you  charge  for  rooms? 

Mr.  Ecker.  Oh,  no;  that  was  in  section  20-A  of  the  law,  and  was 
for  a  limited  period  of  time.  We  could  no  longer  build  under  that 
particular  authorization.  We  now  are  undertaking  a  newer  develop- 
ment in  the  Bronx  under  section  20-B,  which  is  a  different  section  of 
the  law. 

Mr.  O'Connell.  Are  you  right  now  limited  by  law  to  $9  a  room 
on  the  Long  Island  property? 

Mr.  Ecker.  I  think  that  is  a  legal  question  that  I  would  rather  not 
answer.  The  law  specifically  gives  us  the  right  to  sell,  for  example, 
and  somebody  else  would  not  be  bound  by  it.  Whether  we  are  bound 
by  it  after  our  tax  exemption  ihas  "expired  or  not,  I  am  not  clear,  but 
we  have  no  intention  at  the  present  time  of  disposing  of  it,  and  we  are 
able  to  undertake  this,  or  at  least  we  are  able  to  operate  at  $9  or  less, 
and  that  is  the  purpose  for  which  this  undertaking  was  built  and  we 
are  continuing  to  do  it. 

Mr.  O'Connell.  I  wanted  to  know  if  you  happened  to  know  what 
the  legal  situation  was.  There  is  in  New  York  legislation  which  pro- 
vides for  limited  dividend  housing  corporations  or  projects  under  the 
supervision  of  the  State  housing  authority,  and  in  return  for  tax- 
. exempt  privilege,  I  believe  they  are  limited  in  the  return  they  can 
make,  which  in  turn,  of  course,  would  operate  as  an  upper  limit  on  the 
rents  they  can  charge,  but  you  are  not  entirely  clear  whether  in  this 
particular  project  you  are  so  limited  legally.  Your  tax  exemption 
was  a  limited  privilege,  only  for  a  period  of  years. 

Mr.  Ecker.  That  was  a  limited  period  of  time.  That  tax  exemp- 
tion has  expired.  If  I  were  to  guess,  I  should  say  we  could  raise  the 
rents. 

Mr.  O'Connell.  I  would  like  to  ask  you  a  few  questions  about  the 
more  recent  project  in  the  Bronx.  That  project  as  I  understood  you 
to  say  was  undertaken  pursuant  to  much  more  recent  legislation  than 
the  legislation  referred  to  in  1922. 

Mr.  Ecker.  Yes.  We  had  been  giving  consideration  to  this  type 
of  undertaking  for  some  little  time  and  we  felt  that  there  was  a  need 
in  this  lower-  and  middle-income  group  which  we  could  fulfill  in  this 
manner,  and  thereby  provide  a  sound  investment. 

Mr.  O'Connell.  Referring  again  to  the  legislation,  as  I  understand 
it,  the  legislation  authorized  life-insurance  companies  to  invest  up  to 
10  percent  of  their  assets  in  housing  projects,  is  that  the  substance  of  it? 
Mr.  Ecker.  Yes;  life-insurance  companies  licensed  to  do  business 
in  New  York  State,  is  my  recollection.  I  would  like  to  refresh  my 
memory  on  just  how  that  law  reads.  I  have  a  copy  of  it  here  some 
place.     (The  witness  failed  to  locate  a  copy  of  the  law.) 

Mr.  O'Connell.  I  don't  think  it  is  important.     In  any  event,  the 
Metropolitan  is  authorized  to  invest  up  to  10  percent  of  its  assets  in  a 
development  of  that  kind. 
Mr.  Ecker.  That  is  correct. 
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Mr.  O'Connell.  And  that  is  a  limited  period  of  5  years? 
Mr.  Ecker.  That  is  limited  to  1943. 

Mr.  O'Connell.  And  pursuant  to  that  legislation  you  determined 
to  build  that  housing  development  in  the  Bronx.  Can  you  tell  me 
what  determined  the  location  of  the  project  in  general? 

Mr.  Ecker.  We  made  a  considerable  study  of  all  possible  locations 
in  that  section.  In  the  first  place,  we  picked  generally  New  York 
because  of  an  existing  condition  there,  and  also  because  I  presume  it 
was  a  relatively  new  undertaking  and  we  could  thereby  give  it  closer 
supervision. 

I  recall  that  we  studied  particularly  some  25  different  sites  and  found 
that  this  particular  site  was  for  our  purposes  the  most  desirable. 
We  chose  a  site  formerly  owned  by  the  Catholic  Protectory,  property 
on  Fordham  Road,  adjoining  the  One  Hundred  and  Seventy-seventh 
Street  Station  of  the  Interborough  Rapid  Transit.  It  was  particularly 
desirable  because  in  one  ownership  was  125  acres  of  this  land,  and,  in 
addition  to  that,  because  this  ownership  had  been  in  one  place  for  a 
great  many  years,  the  titles  were  relatively  clear,  no  rights  of  streets 
had  been  given  to  the  city,  and,  oh,  various  considerations  of  that  sort. 

Mr.  O'Connell.  Is  that  the  approximate  area  of  your  develop- 
ment, 125  acres? 

Mr.  Ecker.  It  is  somewhat  larger  than  that — 129K  acres.  In  order 
to  round  out  the  undertaking  we  had  to  buy  a  few  acres  more  around 
the  edges. 

Mr.  O'Connell.  How  many  families  do  you  estimate  will  be  ulti- 
mately housed  in  this  development? 

Mr.  Ecker.  About  twelve  thousand  two  hundred  and  sixty-odd 
families. 

Mr.  O'Connell.  Could  you  tell  me  what  the  estimated  total  cost 
of  the  project  is,  and  how  much  of  the  total  cost  would  be  attributable 
to  land?  - 

Mr.  Ecker.  There  is  some  $4,705,000  in  land.  We  estimate  the 
cost  in  the  neighborhood  of  45  million.  We  anticipate  and  hope  that 
it  will  be  at  a  lower  figure  than  this. 

Mr.  O'Connell.  Is  that  being  constructed  by  a  contractor  or  on 
the  same  basis  as  the  other  project? 

Mr.  Ecker.  No;  in  this  instance  the  builder  is  the  firm  Starrett 
Bros.  &  Eken  who  are  undertaking  this  work  at  a  percentage  fee,  but 
a  fixed  upset  limit  to  that  fee,  phis  cost  of  construction.  In  under- 
taking this  work,  we  conceived  that  the  best  manner  in  which  to  go 
about  it  was  to  put  together  what  we  termed  a  ''board  of  design." 
We  went  out  to  obtain  those  individuals  whom  we  felt  were  available 
to  us  who  had  the  best  knowledge  of  this  type  of  undertaking.  This 
board  of  design  was  headed  by  Mr.  Richmond  H.  Shreve,  architect, 
of  the  firm  of  Shreve,  Lamb  &  Harmon.  In  addition  to  the  architect, 
the  builder,  Mr.  Andrew  J.  Eken,  president  of  Starrett  Bros.  &  Eken, 
is  on  the  board. 

Then  a  city  planner,  Mr.  Gilmore  D.  Clark,  city  planning  and 
landscape  engineer,  whom  you  probably  know,  is  a  third  member  of 
the  board.  Irwin  Clavan  is  associate  architect.  Both  Mr.  Clavan 
and  Mr.  Shreve  had  had  considerable  experience  in  the  Williamsburg 
Housing  Development,  as  had  also  Mr.  Eken. 

Our  own  representative  who  came  with  our  company  to  undertake 
this  work  is  Mr.  George  Gove.    Mr.  Gove  has  been  the  executive  sec- 
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retary  of  the  New  York  State  Board  of  Housing  for  a  number  of  years. 
The  last  member  of  the  boaYd  was  Mr.  Henry  C.  Meyer,  Jr.,  of  the 
firm  Meyer,  Strong  &  Jones,  as  engineer. 

So  we  endeavored  to  put  together  there  a  group  of  men,  each  one 
of  them  outstanding  in  his  particular  field  and  could  give  us  the 
most  efficient  assistance  in  this  undertaking. 

Mr.  O'Connell.  What  exactly  was  the  function  of  the  board? 

Mr.  Ecker.  The  board  of  design  planned  this  whole  undertaking 
and  supervised  its  construction,  of  course  under  the  direction  and  re- 
porting to  our  company  officials.  It  is  unfortunate  that  the  Chairman 
of  our. Board,  my  father,  is  not  here  at  this  time,  because  this  partic- 
ular field  of  housing  and  all  its  ramifications  has  been  a  particular 
study  of  his  for  a  number  of  years. 

Mr.  O'Connell.  Mr.  Eken  who  is  a  member  of  the  board  is  also 
in  direct  charge,  or  his  company  is  in  direct  charge  of  the  construc- 
tion ;  is  that  true? 

Mr.  Ecker.  That  is  correct. 

Mr.  O'Connell.  Is  it  an  advisory  board?  I  don't  quite  understand 
the  function  of  it  yet. 

Mr.  Ecker.  The  board  of  design  has  planned  and  is  supervising  the 
construction  of  this  undertaking.  They  study  the  thousands  of  differ- 
ent questions  that  come  up  in  connection  with  the  most  efficient  plan- 
ning and  operation  of  an  undertaking  of  this  type. 

Mr.  O'Connell.  This  board,  then,  is  made  up  of  persons — were 
they  employed  by  the  company? 

Mr.  Ecker.  They  are  employed  on  a  fee  basis;  yes,  sir. 

Mr.  O'Connell.  Is  Mr.  Shreve  a  member  of  the  firm  of  architects 
that  did  the  actual  designing? 

Mr.  Ecker.  Under  Mr.  Shreve  and  his  associate,  Mr.  Clavan,-our 
own  architectual  force  was  set  up  to  do  this  particular  piece  of  work. 

Mr.  O'Connell.  Could  you  tell  me  how  far  along  the  construction 
•is  at  the  present  time- — how  long  it  will  take  to  complete  it? 

Mr.  Ecfer.  Most  of  the  purchasing  has  been  done.  The  actual 
construction  is  in  the  neighborhood  of  20  percent  completed.  We 
anticipate  by  January  of  next  year  the  first  quadrant  will  be  open  for 
rental. 

Mr.  O'Connell.  It  will  be  opened  progressively;  some  units  fol- 
lowing others? 

Mr.  Ecker.  Yes,  it  is  designed  to  be  built  over  a  period  of  3  years. 

Mr.  O'Connell.  In  view  of  the  large  amount  of  building  and  labor 
involved  in  such  a  project,  was  any  attempt  made  to  work  out  any 
special  arrangement  with  labor? 

Mr.  Ecker.  We  gave  considerable  thought  to  this  subject  at  the 
time  this  work  was  started,  but  we  did  not  find  that  it  was  feasible  of 
accomplishment,  so  that  the  building  is  being  built  with  all  union 
labor  at  union  wage  scale.  We  haven't  had  any  difficulties  of  that 
sort  and  we  don't' anticipate  any. 

Mr.  O'Connell.  Did  you  make  any  attempts,  or  how  do  you  pur- 
chase, or  how  had  the  materials  been  purchased  which  are  undoubtedly 
being  used  in  large  quantities?  Are  they  being  purchased  from  manu- 
facturers or  the  middlemen  in  New  York,  or  do  you  happen  to  know? 

Mr.  Ecker.  The  purchases  are  made  in  practically  all  instances 
under  competitive  bidding.  There  may  be  a  few  small  items  where 
that  doesn't  apply. 
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Mr.  O'Connell.  I  was  merely  trying  to  bring  out  for  my  own  in- 
formation whether  or  not  there  were  any  substantial  economies  in 
construction  cost  through  labor  savings  or  material  savings  in  terms 
of  the  bargaining  power  of  your  agency  as  against  the  small-scale 
individual  home. 

Mr.  Ecker.  Now  of  course  in  buying  in  bulk,  in  large  quantities, 
there  is  some  saving  in  cost,  because  "the  manufacturer  naturally  is 
willing  to  sharpen  his  pencil  more,  he  can  give  employment  to  his 
people,  he  can  cover  his  overhead  for  a  longer  period  of  time,  and 
particularly  in  a  period  such  as  we  have  been  going  through,  un- 
doubtedly they  have  sharpened  their  pencils  on  th:t.  But  where  the 
bulk  of  the  saving  is  involved  in  an  undertaking  of  this  sort,  it  seems 
to  us,  is  not  so  much  in  that  field  as  it  is  in  what  we  have  been  able  to 
accomplish  through  this  board  of  design  in  the  planning  of  this  under- 
taking, and  all  of  the  advantages  of  having  a  large-scale  operation  of 
this  sort.  You  see,  in  the  first  place,  there  is  the  advantage  of  having 
control  of  a  neighborhood,  and  so  by  this  means  we  can  maintain  the 
character  of  that  neighborhood.  It  is  not  subject  to  deterioration 
because  of  outside  influences.  Secondly,  there  are  the  subsidiary 
advantages  of  an  undertaking  of  this  size  in  that  we  have  stores  and 
theaters  and  garages  and  other  business  enterprises  of  that  sort  located 
right  on  the  property.  Thereby,  any  income  from  these  subsidiary 
sources  accrues  to  us  or  accrues  to  this  particular  undertaking  and 
thereby  permits  you  to  reduce  the  rents  accordingly.  In  addition, 
I  spoke  of  the  advantage  of  bringing  together  a  group  of  men  of  this 
character,  each  one  outstanding  in  his  particular  field,  and  with  special 
experience  along  this  line.  In  the  planning  which  we  attribute,  of 
course,  to  this  board  of  design,  they  have — well,  one  indication,  for 
example,  of  planning  is  that  in  this  development  the  buildings  only 
occupy  27.4  percent  of  the  total  land  area,  whereas  in  the  ordinary 
gridiron  layout  it  is  at  least  32  percent.  The  streets  only  occupy 
21.2  percent,  whereas  ordinarily  up  to  47.  I  have  got  those  figures 
reversed  that  I  just  read  to  you. 

The  landscape  and  recreation  in  this  undertaking,  51.4  percent, 
whereas  ordinarily,  only  20. 

In  its  design  I  think  it  would  be  well  that  we  produce  some  of  these 
pictures  that  we  have  right  here  which  will  give  you  a  concept  of  this 
thing.  It  is  pretty  hard  to  visualize  in  talking  only  statistics,  but 
you  will  see,  for  example,  this  is  the  layout-out  here,  with  two 
streets  going  through  this  way  and  the  buildings  so  located  that  they 
get  the  maximum  amount  of  light  and  air  and  never  any  closer  than 
60  feet  between  any  building,  or  at  least  any  windows  of  any  building, 
and  the  bulk  of  them  a  great  deal  larger  distances  than  that.  There 
are  some  five  different  areas  that  might  be  considered  as  parks  and 
garages  around  the  exterior,  two  theaters,  a  business  section  over  in 
here.  This  gives  an  architect's  drawing  of  an  airplane  view,  so  to 
speak,  of  what  it  will  look  like  when  completed.  This  gives  probably 
a  better  conception  of  what  we  are  shooting  at. 

Acting  Chairman  Williams.  Right  in  that  connection,  how  many 
of  those  buildings  are  there? 

Mr.  Ecker.  There  will  be  51  buildings  but  171  units.  I  have  a 
floor  plan  here  and  you  can  get  a  better  idea  of  what  I  mean  by  that. 
That  is  a  unit,  but  we  quite  frequently,  as  you  will  see  from  the 
design,  will  hook  two  or  three  or  four  units  together.     In  the  design 
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of  these  buildings,  our  board  has  constantly  had  in  mind  producing 
the  maximum  amount  of  usable  area  for  the  minimum  amount  of  con- 
struction necessary,  by  designing  largely  in  the  form  of  a  square,  for 
example.  This  is  just  one  little  indication.  A  square  gives  you  the 
smallest  perimeter  which  will  surround  a  given  number  of  square  feet, 
and  you  will  notice  that  the  bulk  of  these  units  have  been  designed  in 
squares. 

The  core  of  the  building  is  in  tne  center  of  each  unit,  you  will 
see,  and  then  the  apartments  added  around  that,  so  that  four 
apartments  lead  to  each  stair  and  elevator  entrance.  In  standardiza- 
tion of  the  various  types  of  wings  whicn  are  to  be  fitted  onto  the  core 
and  onto  each  other,  of  course,  there  are  savings  in  price  and  materials 
because  of  the  volume  that  can  be  bought  in  that  manner. 

Indicating  other  mutters  which  they  have  had  in  mind,  all  of  the 
fill  in  this  entire  development  approximately  balances .  all  of  the 
excavation. 

Mr.  O'Connell.  Mr.  Ecker,  could  you  tell  me  what  the  estimated 
rents  are  to  be,  or  what  you  estimate  they  will  be? 

Mr.  Ecker.  The  rents  have  not  been  definitely  set.  As  I  told 
you,  we- will  not  open  up  until  the  first  of  next  year,  and  they  have 
not  been  set,  but  we  estimate  that  the  two  rooms  will  range  between 
$32  and  $34  a  month;  three  rooms  $40  to  $51 ;  four  rooms,  $52  to  $60, 
and  five  rooms,  $63  to  $69.  Included  in  these  rents  will  be  gas  and 
electricity,  no  extra  charge  for  gas  and  electricity,  also  no  extra  charge 
for  bathrooms  as  half  rooms,  or  dinettes  or  anything  of  that  sort, 
as  we  were  talking  about  before. 

Mr.  O'Connell.  Have  you  made  any  calculation  as  to  what  in- 
come group  you  think  this  project  will  serve? 

Mr.  Ecker.  Yes;  we  expect  that  an  undertaking  of  this  sort 
will  serve  the  income  groups,  say,  from  $1,500  to  $4,000. 

Mr.  O'Connell.  Very  few  in  the  $1,500  group,  don't  you  think? 

Mr.  Ecker.  Well,  by  comparison,  yes,  I  think  very  few.  I  would 
say  largely  from  $2,000  to  $3,000  will  be  the  bulk  of  it,  in  through 
there.     But  there  will  be  some  probably  at  these  rents. 

Dr.  Lubin.  You  figure  about  $12  to  $15  a  room,  roughly,  the 
range  running  from  $12  to  $15  a  room,  roughly? 

Mr.  Ecker.  On  a  comparable  basis  with  other  undertakings.  Yes, 
somewhere  in  there;  I  would  say  under  $15.  Twelve  or  $lt  would 
be  closer  for  comparative  purposes. 

Mr.  O'Connell.  If  your  smallest  apartments  rent  for  $32  'a 
month 

Mr.  Ecker  (interposing).  Yes;  but  you  have,  to  take  off  gas  and 
electricity  for  one  thing. 

Mr.  O'Connell.  How  much  do  you  take  off  for  that;  a  couple 
of  dollars  a  month? 

Mr.  Ecker.  Yes,  $2.50,  something  of  the  sort,  probably. 

Mr.  O'Connell.  Taking  your  formula  of  1  week's  salary  for  1 
month's  rent,  I  take  it  that  the  person  with  an  income  of  $1,560 
would  probably  be  able  to  rent  a  two-room  apartment;  that  is  about 
the  bottom  of  the  group. 

Mr.  Ecker.  We  said  thirty-two  to  thirty-five.  Take  thirty- 
three  and  cut  it  down  $2.50. 

Mr.  O'Connel:    T  took  thirty. 
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Mr.  Ecker.  That  is  $360.  You  are  multiplying  that  by  what — 
five? 

Mr.  O'Connell.  You  can  multiply  it  by  four. 

Mr.  Ecker.  All  right;  $1,440,  yes. 

Mr.  O'Connell.  I  did  it  a  little  bit  differently.  I  took  1  month's 
rent  as  the  equivalent  of  1  week's  salary — $30  a  week,  50  weeks  a 
year,  giving  $1,500  which  would  be  as  low  as  you  can  conceivably 
get;  isn't  that  so? 

Mr.  Ecker.  I  don't  anticipate  that  there  will  be  very  many  people 
with  a  $1,500  income  in  this  development.  We  are  not  building 
for  that  group,  but  in  a  group  above  that. 

Mr.  O'Connell.  That  is  what  I  was  trying  to  get  at.  Generally 
speaking,  this  committee  has  been  discussing  the  possibility  of  en- 
couraging construction  to  meet  an  income  group  which  isn't  being 
served  at  the  present  time,  and  while  it  is  an  approximation,  we  had 
used  a  group  of  $1,000  to  $1,750  to  $2,000  a  year,  and  just  speaking 
generally  this  development  will  serve  a  group  which  is  above  the 
group  that  we  have  been  discussing. 

Mr.  Ecker.  That  is  correct. 

Mr.  O'Connell.  Do  you  anticipate  that  you  will  have  any  par- 
ticular device  for  determining  who  your  tenants  will  be  comparable 
to  the  one  used  in  Long  Island? 

Mr.  Ecker.  Yes.  We  expect  to  go  into  that  very  carefully.  I 
have  here  a  form  of  the  type  that  we  expect  to  use  for  the  application, 
which  will  inquire  as  to  the  present  address,  how  long  the  individual 
has  Uvien  there,  previous  landlord,  number  of  persons  to  occupy  the 
apartment,  the  names,  and  so  forth,  of  the  individuals  in  the  family, 
the  name  and  address  of  the  employer,  any  |bank  references,  and 
other  items  of  that  sort,  in  addition  to  which  it  is  our  expectation 
to  make  an  investigation  right  back  at  the  home  of  these  individuals 
who  make  applications  for  apartments. 

Mr.  O'Connell.  Generally  speaking,  the  things  that  you  have 
indicated  would  be  for  the  purpose  of  determining  their  acceptability 
as  tenants  and  as  to  their  adequacy  of  income.  What  I  was  interested 
in  was  the  upper  group,  the  top. 

Mr.  Ecker.  I  think  I  failed  to  state  that  also  in  this  form  we 
require  a  statement  as  to  the  amount  of  income. 

Mr.  O'Connell.  But  what  I  was  thinking  of,  generally,  was,  Do 
you  anticipate  that  you  will  make  an  attempt  to  limit  occupancy  to 
persons  whose  income  is  not  in  excess  of  a  certain  sum? 

Mr.  Ecker.  In  general;  yes. 

Mr.  O'Connell.  Have  you  made  any  calculations  as  to  what  you 
estimate  your  return  on  your  investment  will  be  accoraing  to  your 
tentative  schedule  of  rates? 

Mr.  Ecker.  We  are  anticipating  a  return  of  A}{  percent. 

Mr.  O'Connell.  And  what  period  of  amortization  do  you  figure  for 
your  capital  investment? 

Mr.  Ecker.  In  the  neighborhood  of  30  to  33  years. 

Mr.  O'Connell.  Thirty  to  33  years. 

Mr.  Ecker.  Yes. 

Mr.  O'Connell.  That  is  probably  not  nearly  the  useful  life  of  the 
project. 

Mr.  Ecker.  It  is  not  the  useful  life,,  probably.  We  can  build  today 
to  50  years  or  75  years  or  maybe  100  years,  but  obsolescence  takes 
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place  and  it  is  a  pretty  difficult  thing  to  be  sure  of  guarding  against,  so 
it  is  entirely  conceivable  that  at  the  end  of  30  or  35  years  the  income 
obtainable  would  not  be  in  excess  of  the  operating  expenses. 

Mr.  O'Connell.  That  is  true.  I  didn't  indicate  there  was  any- 
thing wrong  with  using  that  amortization  period.  I  wanted  to  be  sure 
there  was  no  real  connection  between  the  physical  life  of  the  property 
and  the  amortization  period.  You  have  other  factors  to  take  into 
consideration.  I  also  take  it  that  you  have  minimized  the  risk  of 
what  was  referred  to  as  neighborhood  obsolescence  by  having  built 
your  own  neighborhood. 

Mr.  Ecker.  That  is  what  we  believe.  That  is  why  we  believe  this 
type  of  thing  is  a  safe  investment  for  us  to  put  our  funds  into. 

Mr.  O'Connell.  The  legal  limitation  on  the  Metropolitan  engaging 
in  direct  housing  construction  is  that  it  may  not  invest  more  than  10 
percent  of  its  assets. 

Mr.  Ecker.  That  is  correct. 

Mr.  O'Connell.  It  isn't  necessary  to  go  into  that,  and  that  only 
for  a  period  of  5  years. 

Mr.  Ecker.  Only  for  a  period  of  5  years,  but  in  that  period  of  time 
it  may  possibly  be  extended  under  legislation. 

Mr.  O'Connell.  There  is  no  tax  exemption? 

Mr.  Ecker.  No  tax  exemption  whatsoever. 

Mr.  O'Connell.  Would  you  care  to  state  whether  or  not  in  your 
opinion  the  sort  of  enterprise  that  is  evidenced  here  is  a  thing  which 
holds  hopeful  outlook  for  substantial  expansion  in  the  future  for 
institutions  such  as  yours? 

Mr.  Ecker.  Well,  I  don't  feel  I  can  express  any  opinion  as  to  other 
people's  point  of  view  on  these  things.     It  is  their  responsibility. 

Mr.  O'Connell.  Just  express  your  point  of  view. 

Mr.  Ecker.  As  far  as  we  are  concerned  we  naturally  having  gone 
into  this  thing  believe  it  is  a  safe  and  sound  thing  to  do. 

Mr.  O'Connell.  I  think  that  probably  was  an  unfair  question. 

Representative  Williams.  Have  any  other  institutions  undertaken 
it? 

Mr.  Ecker.  The  Prudential  has  built  some  low-cost  housing.  I 
don't  believe  it  has  been  done  on  a  very  large  scale  as  yet. 

Representative  Williams.  Do  you  know  what  their  success  has 
been? 

Mr.  Ecker.  They  are  watching  us,  I  suppose. 

Representative  Williams.  And  you  are  watching  them.  Do  you 
know  what  their  success  has  been? 

Mr.  Ecker.  It  is  my  impression  that  it  has  been  entirely  satis- 
factory, but  I  am  not  familiar  with  just  what  their  experience  has  been. 
*  Mr.  O'Connell.  Mr.  Rogers  testified  the  other  day  very  briefly 
about  the  experience  of  the  Prudential  with  building  a  low-cost 
housing  project  in  Newark,  I  believe,  or  Jersey  City,  and  he  expressed 
it  as  having  been  a  little  less  favorable  than  Mr.  Ecker.  He  said 
that  the  Prudential  had  undertaken  it  as  a  semiphilanthropic  move 
under  special  legislation  that  permitted  that  particular  development, 
and  that  is  the  Prudential  experience,  I  believe.1 

Representative  Williams.  What  is  your  tax-assessment  percentage 
rate? 

Mr.  Ecker.  Around  3  percent. 

i  Supra,  p.  5081. 
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Representative  Williams.  That  is  your  rate,  and  what  is  the  assess- 
ment? 

Mr.  Ecker.  In  this  situation  it  is  about  3  percent,  my  recollection 
is. 

Representative  Williams.  What  is  your  assessed  valuation? 

Mr.  Ecker.  I  gave  that  for  the  record. 

Representative  Williams.  I  don't  mean  your  particular  one.  I 
mean  what  is  the  percentage  of  the  market  value  or  true  value  of  the 
property? 

Mr.  Ecker.  Well,  in  New  York  City  they  attempt  to  assess  at  true 
value. 

Representative  Williams.  At  real  value  of  the  property. 

Mr.  Ecker.  Yes. 

Mr.  O'Connell.  I  have  here  the  tax  rate  for  various  counties  or 
boroughs  in  New  York  City  in  1938,  and  the  rate  was  2.93  in  Man- 
hattan, 2.92  in  the  Bronx,  2.94  in  Kings,  and  3.04  in  Queens.  My 
understanding  is  that  the  law  of  New  York  forbids  the  assessment  to 
be  in  excess  of  the  fair  market  value,  and  whether  or  not  the  assess- 
ment actually  reflects  the  fair  market  value  I  think  would  be  very 
difficult  to  say.  The  law  says  that  it  shall  not  be  more.  In  the  case 
of  the  Long  Island  project,  as  I  recall  the  figures,  the  cost  of  the 
project,  land  and  buildings,  was  something  over  $7,000,000,  and  the 
assessment  was  something  slightly  over  five.     Am  I  correct? 

Mr.  Ecker.  That  is  at  the  time.    The  property  has  depreciated. 

Mr.  O'Connell.  And  you  have  ta~ken  about  $2,000,000  in  depre- 
ciation during  that  period. 

Acting  Chairman  Lubin.  Mr.  Ecker,  what  do  you  estimate  to  be 
the  actual  construction  costs  of  the  new  project,  leaving  out  such  costs 
as  utilities,  sewers,  roads,  streets,  landscaping,  and  so  forth,  the  actual 
cost  of  construction  of  the  building? 

Mr.  Ecker.  I  am  sorry,  Dr.  Lubin,  but  I  cannot  answer  that  at 
this  time.  After  we  have  completed  it  we  shall  be  very  happy  to  give 
you  any  information. 

Acting  Chairman  Lubin.  May  I  ask  another  question?  liow  many 
dwelling  units  will  there  be  in  all? 

Mr.  Ecker.  Forty-two — no,  12,000.     Forty-two  thousand  rooms. 

Acting  Chairman  Lubin.  Which  means  you  are  going  to  buy  12,000 
bathtubs  and  12,000  toilets  and  12^)00  lavatories,  and  so  forth. 

Mr.  Ecker.  Yes. 

Acting  ^Chairman  Lubin.  I  take  it  you  have  already  placed  orders 
for  some  of  those. 

Mr.  Ecker.  That  is  correct. 

Acting  Chairman  Lubin.  Do  you  know  how  much  cheaper  you  are 
buying  them  than  the  average  builder  of  a  single  house  would  have  to 
pay  for  the  same  product? 

Mr.  Ecker.  No;  but  I  think  it  would  vary  very  materially  in 
different  undertakings.  -: 

Acting  Chairman  Lubin.  You  say  you  get  them  under  bid,  but  are 
you  getting  these  bids  from  retail  distributors  or  from  the  manu- 
facturers direct? 

Mr.  Ecker.  I  have  to  ask  for  help  on  that. 

Mr.  Eken.1  We  really  bought  that  stuff  direct  in  this  way:  We  in- 
sisted upon  carrying  on  negotiations  in  the  case  of  the  manufacturer, 

'  Andrew  J.  Eken,  president,  Starrett  Bros.  &  Eken,  New  York  City. 
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in  the  case  of  bathtubs  with  Kohler  direct,  but  the  order  was  finally 
placed  with  the  plumbing  contractor. 

Acting  Chairman  Lubin.  May  I  ask  another  question.  Were  there 
any  materials  at  all  that  you  were  unable  to  purchase  through  direct 
negotiation  with  the  manufacturer? 

Mr.  Eken.  No.  There  were  some  cases  where  we  didn't  buy 
material  direct,  where  the  subcontractor  bought  it,  but  we  had  no 
difficulty  buying  direct  in  any  case  where  we  saw  fit  to  do  so. 

Acting  Chairman  Lubin.  Would  Mr.  Eken  know  what  the  relative 
price  of  bathroom  fixtures  was  that  you  paid  as  compared  to  the 
going  rate  in  New  York  for  similar  Kohler  products? 

Mr.  Eken.  As  a  matter  of  fact  we  didn't  pay  a  great  deal  of 
attention  to  the  going  rate.  We  had  in  mind  certain  standards  that 
we  tried  to  buy  to.  I  think  there  is  a  great  deal  of  misconception  on 
this  thing.  I  think  a  lot  of  people  have  the  wrong  idea  as  to  what 
comes  out  of  this  question.  I  think  that  you  get  great  economies 
when  you  are  buying  up  to  a  certain  point.  I  think  after  you  buy  to  a 
certain  point  there  is  very  little  economy  beyond  that.  That  has  been 
our  experience  in  many  large  operations.  W  e  have  built  a  great  many 
— I  won't  say  a  great  many,  we  built  the  biggest  of  privately  owned 
operations  and  we  built  the  biggest  of  the  Government's,  and  it  has 
been  our  experience  that  up  to  a  certain  point  we  get  these  economies 
and  beyond  that  the  thing  flattens  out  and  there  isn't  a  great  deal 
maintained  by  additional. 

Acting  Chairman  Lubin.  A  contractor  who  testified  here  recently 
when  asked  why  he  didn't  go  to  Kohler,  said  Kohler  wouldn't  let 
him  on  his  property ;  he  had  to  work  through  a  subcontractor  who  had 
to  purchase  at  retail.1 

Mr.  Eken.  You  know,  of  course,  that  in  the  city  of  New  York 
you  can't  buy  a  bathtub  and  put  it  in;  it  has  to  be  bought  through  a 
plumber,  and  that  was  so  in  our  case,  but  we  made  it  our  point  to  do 
the  negotiation  and  finally  bring  it  to  the  place  where  the  plumber 
bought  it. 

Acting  Chairman  Lubin.  But  at  a  price  negotiated  between  you 
and  the  manufacturer. 

Mr.  Eken.  Yes ;  we  negotiated  it. 

(The  witness,  Mr.  Ecker,  was  excused.) 

Acting  Chairman  Lubin.  The  committee  will  be  in  recess  until 
10:30  tomorrow  morning. 

(Whereupon,  at  4:40  p.  m.,  the  committee  recessed  until  10:30  a.  m., 
Friday,  July  7,  1939.) 

1  Supra,  p.  5009. 


INVESTIGATION  OF  CONCENTKATION  OF  ECONOMIC  POWEE 


FRIDAY,  JULY  7,   1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:45  a.  m.,  pursuant  to  adjournment  on 
Thursday,  July  6,  1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Representative  B.  Carroll  Reece  presiding. 

Present:  Representative  Reece  (presiding),  Messrs.  Davis,  Berge, 
Arnold,  O'Connell,  Lubin,  and  Brackett. 

Present  also:  Messrs.  Lowell  J.  Chawner,  Department  of  Com- 
merce; Gordon  Dean,  Department-  of  Justice;  William  T.  Kelley, 
Federal  Trade  Commission;  Hardwick  Stires,  Department  of  Com- 
merce; Gerhard  A.  Gesell,  Securities  and  Exchange  Commission;  and 
Peter  A.  Stone,  coordinator  of  construction  studies  for  the  committee. 

Acting  Chairman  Reece.  The  committee  will  come  to  order,  olease. 

Are  you  ready  to  proceed,  Mr.  O'Connell? 

Mr.  O'Connell.  I  am,  Mr.  Chairman.  I  should  like  to  make  a 
very  brief  statement  before  we  hear  from  the  first  witness.  Today 
the  committee  will  hear  testimony  relative  to  other  major  factors  in 
the  cost  of  housing  and  the  possibility  of  effecting  substantial  reduc- 
tions in  costs  there.  I  refer  more  particularly  to  the  cost  of  labor  and 
materials  employed  in  the  construction  of  dwelling  accommodations. 
I  think  it  appropriate  to  explain  at  this  time  that  the  treatment  to 
be  given  this  matter  of  labor  and  material  costs  insofar  as  this  presen- 
tation before  the  committee  is  concerned,  will  differ  substantially  from 
that  given  finance  costs.  This  is  so  for  two  reasons:  First,  to  make 
the  type  of  investigation  necessary  to  acquaint  the  committee  with 
the  nature  and  extent  as  well  as  the  effect  of  the  deterrents  to  con- 
struction that  are  generally  held  to  prevail  in  this  field,  and  to  do  so 
in  anything  but  the  broadest  of  general  terms  would  have  involved 
time  in  both  preparation  and  presentation  not  presently  available  to 
the  committee.  Secondly,  the  Department  of  Justice  has  been  for 
some  months  past  and  is  at  present  engaged  in  making  a  broad 
investigation  in  this  field  as  a  part  of  the  regular  duties  of  its  antitrust 
division.  This  work,  about  which  you  will  hear  more  shortly,  has 
not  been  completed  and  to  anticipate  its  results  would  be  untimely,  as 
would  an  attempt  on  the  part  of  the  committee  to  duplicate  it  be 
inadvisable. 

It  is  true  that  the  restrictive  practices  in  this  field  have  already  been 
referred  to  briefly  before  this  committee,  and  it  is  also  quite  probable 
that  the  testimony  of  subsequent  witnesses  will  include  further  dis- 
cussions along  this  line.  However,  it  is  our  belief  that  the  testimony 
of  the  next  witness  will  operate  not  only  to  indicate  generally  the 
nature  and  extent  of  the  practices  to  which  I  refer,  and  the  scope  of 
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the  program  which  the  Department  of  Justice  now  has  under  way  in 
connection  with  them,  but  also  to  make  clear  the  considerations  which 
made  it  necessary  that  the  committee  examine,  this  area  only -in  a 
general  way  at  this  time. 

I  should  like  to  call  the  first  witness  this  morning,  Mr.  Thurman 
Arnold,  Assistant  Attorney  General  in  Charge  of  the  Anti-Trust  De- 
partment, and  a  member  of  this  committee. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  in  this  proceeding  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God. 

Mr.  Arnold.  I  do. 

STATEMENT  OF  THURMAN  W.  ARNOLD,  ASSISTANT  ATTORNEY 
GENERAL  OF  THE  UNITED  STATES,  WASHINGTON,  Ds.  C. 

Mr.  Arnold.  I  am  going  to  impose  on  the  committee  and  read  my 
statement  rather  than  to  take  the  longer  way  of  presenting  it  orally. 
The  reason  I  do  that  is  that  this  statement  representing  future  activi- 
ties of  the  Department  of  Justice  in  connection  with  the  buildmg  in- 
dustry necessarily  deals  in  expectations;  they  are  expectations  which 
have  to  be  weighed  by  the  committee  in  determining  remedial  legis- 
lation, but  since  it  is  connected  with  possible  cases  I  think  that  great 
care  is  necessary  in  the  statement  and  therefore  I  will  read  it. 

Acting  Chairman  Reece.  The  committee  will  be  very  glad  to  have 
you  proceed  as  you  have  stated. 

Mr.  Arnold.  The  central  problem  in  the  building  industry  was 
sharply  outlined  by  Dr.  Lubin  when  he  said  that  we  needed  525,000 
housing  units  per  year  for  10  years  in  order  to  maintain  even  our 
present  inadequate  isvel  of  housing  in  this  country.  It  appears  from 
the  testimony  already  given  that  we  have  no  chance  of  getting  these 
units  under  present  conditions.  My  testimony  today  will  deal  with 
the  functions  which  antitrust  enforcement  can  perform  in  solving  this 
problem  provided  it  operates  on  a  broad  scale  in  coordination  with 
other  Government  agencies  and  with  private  capital. 

As  a  preliminary  summary  of  the  matter  I  am  about  to  present  I 
shall  make  a  few  general  observations: 

1.  Unreasonable  restraints  of  trade,  nearly  all  of  which  are  prob- 
able violations  of  the  law,  are,  in  my  opinion,  the  most  conspicuous 
reasons  for  high  construction  costs.  They  appear,  today,  at  every 
level  of  the  building  industry. 

2.  The  effect  of  these  restraints  is  not  only  to  maintain  prices  at  a 
high  level  but  also  to  increase  them  when  volume  increases.  The 
result  is  the  ridiculous  spectacle  of  a  rise  of  buildmg  costs  amounting 
in  some  cities  to  nearly  25  percent  which  choked  off  the  building  boom 
of  1936  and  1937. 

3.  The  combinations  which  cause  these  price  rises  in  the  face  of 
increased  volume  have  prevented  even  State  and  Federal  subsidies 
from  giving  adequate  stimulus  to  private  housing.  .       ..  - 

4.  The  building  industry  does  not  seem  capable  of  curing  itself. 
Operating  alone,  without  Government  protection  from  the  aggression 
of  others,  a  single  heavy  industry,  or  the  distributors  of  its  products, 
or  the  contractors  which  install  them,  or  the  labor  which  works  on 
them,  only  handicap  themselves  to  the  advantage  of  others  when  they 
prevent  price  competition. 
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5.  The  most  effective  tools  at  present  available  to  attack  these 
restraints  are  the  antitrust  laws. 

Sooner  or  later  it  will  become  the  duty  of  this  committee  to  consider 
remedial  legislation,  and  the  antitrust  laws  do  not  fill  the  entire  pic- 
ture. Financing,  the  development  of  more  efficient  organizations, 
plans  to  reduce  seasonality  and  to  abandon  wasteful  practices  in  a 
coordinated  fashion,  land  costs,  local  taxes  and  fees,  all  require  affirm- 
ative action  which  goes  beyond  mere  prosecution.  However,  any 
study  of  affirmative  action  by  new  legislation  must  be  preceded  by  a 
careful  examination  of  the  remedies  available  under  present  laws. 
Such  an  examination  necessarily  deals  with  the  future  and  not  with 
provable  facts.  However,  an  estimate  of  the  probability  of  success 
of  the  Department's  efforts  under  present  laws  is  an  important  factor 
in  determining  whether  additional  legislation  is  required. 

I  shall  begin  with  a  summary  of  the  high  points  in  the  Department's 
prosecution  program.  These  points  together  constitute  a  method 
of  coordinating  the  activities  of  the  Department  of  Justice  with  other 
Government  agencies  and  with  business,  with  the  hope  of  getting 
more  homes  for  Americans.  The  purpose  is  to  achieve  this  objective 
with  the  utmost  reliance  on  competitive  private  initiative: 

1.  The. objective  of  antitrust  enforcement  should  be  to  establish  a 
free  and  independent  economy  in  the  building  industry — not  Govern- 
ment controlled  or  dominated.  Legal  procedures  should  be  utilized 
in  a  reasonable  way  to  get  constructive  results.  Trust  busting 
should  not  be  considered  an  end  in  itself. 

2.  To  accomplish  such  an  objective  an  antitrust  program  in  the 
building  industry  requires  simultaneous  action  on  a  Nationwide  scale 
against  all  the  restraints  which  affect  the  price  of  the  final  product — 
the  completed  house.  This  is  essential  so  that  by  attacking  one 
group  we  shall  not  handicap  them  in  the  total  situation.  It  is  als6 
essential  in  order  to  show  the  effect  on  interstate  commerce  of  re- 
strictions which  might  otherwise  appear  to  be  local,  and  finally,  it  is 
essential  in  order  to  permit  development  over  a  broad  area  of  experi- 
ments in  mass  .production  of  housing. 

3.  Such  a  program  should  be  coordinated  if  possible  with  voluntary 
allocation  of  funds  by  State  and  Federal  financing  agencies  to  the 
localities  which  are  first  freed  from  the  paralyzing  effects  of  price- 
fixing  combinations.  In  this  way  increasing  volume  should  lead, to 
lower  prices  instead  of  higher. 

4.  Such  an  enforcement  program  should  be  coordinated  if  possible 
with  the  efforts  of  private  organizations  interested  in-  cheaper  houses, 
which  are  now  forced  to  compromise  with  various  aggressive  combina- 
tions for  the  privilege  of  constructing  homes. 

This  program  has  been  made  possible,  for  the  first  time  in  the  his- 
tory of  antitrust  enforcement,  by  appropriations  of  Congress. which 
have  more  than  doubled  the  personnel  of  the  Antitrust  Division  since 
I  came  into  office.  With  this  program  all  of  the  individual  members 
of  the  committee  are,  of  course,  familiar.  Indeed,  it  is  one  of  the 
important  products  of  these  hearings. 

As  evidence  of  that  I  point  to  the  fact  that  from  1890  to  the  forma- 
tion of  this  committee  no  attempt  was  made  to  form  an  organization 
adequate  for  the  enforcement  of  the  antitrust  laws.  In  the  trust- 
busting  campaign  of  Theodore  Roosevelt  there  were  only  5  lawyers 
and  4  stenographers  engaged.     At  the  beginning  of  this  administration 
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there  were  only  18  in  the  Antitrust  Division.  Today  we  have  140 
lawyers  and  with  the  present  appropriation  will  be  able  to  increase  our 
staff  to  over  200.  For  the. first  time  antitrust  enforcement  on  a  Na- 
tion-wide scale  is  a  possibility.  The  present  possibility  of  actual  en- 
forcement is  due,  I  believe,  to  the  interest  in  the  monopoly  problem 
created  by  these  committee  hearings.  The  Department  acts  only  on 
complaints  of  businessmen.  Since  the  hearings  of  this  committee 
began  such  complaints  have  increased  enormously.  In  my  opinion 
this  is  due  to  the  fact  that  through  the  activities  of  this  committee 
for  the  first  time  in  many  years  businessmen  harassed  by  aggressive 
combinations  have  had  reason  to  hope  that  their  difficulties  were  being 
given  consideration. 

So  much  for  the  general  picture.  I  shall  now  attempt  to  develop 
these  observations  in  more  detail. 

THE    ECONOMIC    PURPOSE    OF    ANTITRUST    ENFORCEMENT    IN    REMOVING 
RESTRAINTS    OF    TRADE    IN    BUILDING 

Mr.  Arnold.  "By  a  wise,  judicial  construction,  so  long  settled  that 
it  is  removed  from  the  possibility  of  argument,  the  Sherman  Act 
prohibits  only  those  restraints  of  trade  which  are  unreasonable.  It 
is,  therefore,  not  designed  to  break  combinations  simply  to  celebrate 
the  moral  value  of  trust  busting. 

Broadly  sneaking,  combinations  which  are  necessary  in  a  machine 
age  to  creat'  efficient  mass  production  or  distribution,  and  which  pass 
the  savings  onto  consumers,  are  not  unreasonable  under  the  antitrust 
laws.  This  is  not  true  where  complete  monopoly  is  the  result,  but 
that  problem  seldom  arises  in  the  building  trades.  Therefore,  the 
problem  of  unreasonable  restraints  in  the  building  industry  today  is 
not  primarily  whether  a  concern  is  big  or  little.  It  is  as  unreasonable 
for  a  small  organization  to  prevent  the  use  of  standardized  products, 
which  can  only  be  produced  on  a  large  scale,  as  it  is  for  a  large  organiza- 
tion to  eliminate  the  competition  of  small  units  which  offer  lower  prices. 
Indeed,  the  boycott  of  standardized  materials  is  one  of  the  principal 
restraints  of  trade  today  in  the  building  industry.  .The  stoppage  of 
the  flow  of  competing  materials  and  services  in  commerce  is  equally 
illegal  whether  it  be  done  by  vertical  combinations,  by  manufac- 
turers, by  contractors,  by  labor,  or  by  municipal  ordinances  and 
State  laws,  many  of  which  in  reality  are  not  building  regulations,  but 
protective  tariffs  against  other  parts  of  the  Nation. 

Therefore,  I  believe  the  principles  of  the  antitrust  laws  are  adequate 
to  accomplish  an  economic  purpose  in  the  building  industry.  The 
main  problem  is  the  development  of  an  effective  procedure  and  an 
adequate  organization. 

I  am  aware  of  the  fact  it  is  impossible  to  employ  a  rigid  formula  or 
rule  of  thumb  in  defining  restraints  of  trade.  This  bothers  those  who 
search  for  definite  and  certain  plans.  Nevertheless  it  is  one  of  the 
outstanding  advantages  of  the  antitrust  laws.  Practically  applied,  it 
means  that  we  can  take  up  one  industry  at  a  time  in  the  light  of  its 
particular  facts.  This  practical  case-by-case  approach  is  the  best 
guaranty  of  economic  freedom.  It  does  not  lead  to  certainty.  Yet, 
broadly  speaking,  there  are  only  two  ways  by  which  government  may 
exercise  supervision  over  industry.  One  is  to  appoint  an  adminis- 
trator to  run  the  industrial  organization  like  a  parade.     Such   an 
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administrator  can  tell  businessmen  what  to  do  in  advance.  He  can 
command  them  to  execute  "squads  right"  and  "squads  left"  and  there 
is  no  uncertainty  in  that  process.  The  competitive  way  is  to  put  the 
courts  in  the  position  of  an  umpire  in  a  baseball  game.  A  player 
who  runs  from  second  to  third  base  under  that  system  cannot  expect 
the  umpire  to  tell  him  in  advance  whether  he  will  be  safe.  He  must 
take  his  chance  on  being  called  "Out"  That  process  has  its  hazards, 
but  they  are  the  hazards  of  economic  freedom.  That  is  the  procedure 
in  the  antitrust  laws,  by  way  of  a  rough  analogy.  The  only  alterna- 
tive in  the  long  run  is  regimentation. 

This  does  not  mean  that  certain  "toll  bridges"  over  which  every- 
one must  pass  can  be  operated  without  strict  government  control. 
The  main  channels  of  trade  can  still  be  free  only  if  the  necessary  toll 
bridges  and  public  utilities  are  properly  located  and  controlled. 
The  advantage  of  the  antitrust  laws  is  that  they  permit  us  to  de- 
termine where  those  necessary  toll  bridges  must  exist  through  the 
method  of  examining  the  problems  of  each  industry  separately. 
They  permit  us  to  take  up  the  building  industry  as  a  separate  prob- 
lem.   And  that,  I  assert,  is  the  only  practical  way  to  do  it. 

SUMMARY  OF  THE   PRINCIPAL  RESTRAINTS  OF  TRADE  IN  THE   BUILDING 

INDUSTRY 

Mr.  Arnold.  About  a  week  ago  Senator  King  asked  if  this  series 
of  hearings  upon  the  building  industry  would  take  up  the  question  of 
agreements  and  "restraints  which  had  the  effect  of  increasing  building 
costs.  Thus  far  relatively  little  has  come  into  the  hearings  on  this 
subject.  I  should  like  to  make  clear  for  the  record  that  the  absence 
of  any  detailed  study  of  such  restraints  during  these  hearings  is  due 
to  the  committee's  deference  to  a  request  made  by.the  Department  of 
Justice.  The  Department  now  has  under  way  a  Nation-wide  investi- 
gation of  violations  of  the  antitrust  laws  in  the  housing  field.  This 
investigation  contemplates  legal  proceedings  wherever  the  facts 
warrant.  It  is  obviously  unwise  to  use  the  present  hearings  in  a  way 
which  would  warn  violators  of  the  law  that  their  particular  practices 
are  under  investigation  or  to  give  such  violators  a  chance  to  claim 
immunity  as  a  condition  of  testifying  .before  this  committee.  It  also 
would  be  obviously  unfair  in  this  preliminary  stage  of  our  investiga- 
tion to  hale  before  the  committee,  upon  partial  evidence,  individuals 
or  groups  whom  we  might  later  find  to  be  innocent.  Hence,  it  was 
decided  to  limit  the  discussion  of  restraints  of  trade  in  housing  to  a 
general  summary  of  the  extent,  character,  and  significance  of  such 
restraints.     I  have  been  asked  to  present  this  summary. 

Restraints^  of  trade  are  not  scarce  in  the  housing  field.  They  are 
so  prevalent  and  their  aggregate  effect  so  important  that  the  situa- 
tion is  no  longer  tolerable.  Throughout  the  history  of  the  Antitrust 
Division  about  25  percent  of  the  cases  instituted  have  dealt  with 
manufacturers  and  distributors  of  building  materials  or  with  building- 
trades  contractors  or  building  trades  labor.  I  offer  the  committee  as 
an  exhibit  a  list  of  these  cases,  showing  the  name  of  each  case,  the 
year  in  which  it  was  instituted,  the  character  of  the  offense  charged, 
and  the  action  which  was  finally  taken. 

Mr.  O'Connell.  We  offer  these  for  the  record. 

Acting  Chairman  Reece.  They  may  be  admitted. 

124491 — 40— pt.  11 15 
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(The  document  referred  to  was  marked  "Exhibit  No.  866"  and  is  on 
file  with  the  committee.) 

Mr.  Arnold.  The  Federal  Trade  Commission,  too,  has  conducted 
many  proceedings  in  the  building  field.  Through  the  courtesy  of  the 
Commission,  I  am  offering  as  an  exhibit  a  copy  of  each  complaint 
and  order  concerning  building  issued  by  the  Commission  in  the  last 
4  years.  These  include  actions  for  price  fixing  against  such  important 
manufacturing  industries  as  cement,  window  glass,  and  building  wire, 
and  against  such  important  distributing  groups  as  Nation-wide  asso- 
ciations of  material  dealers,  regional  associations  of  lumber  dealers, 
and  regional  groups  of  organized  contractors. 

Mr.  OConnell.  Was  it  your  intention  to  offer  these  for  the  record 
to  be  filed? 

Mr.  Arnold.  Both  of  these  are  to  be  filed. 

Mr.  O'Connell.  Not  to  be  printed  in  the  record? 

Mr.  Arnold.  I  see  no  reason  why  they  should  be  printed. 

Acting  Chairman  Reece.  They  may  be  so  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  867"  and  is  on 
file  with  the  committee.) 

Mr.  Arnold.  In  spite  of  the  sustained  activity  of  the  Federal 
agencies  enforcing  the  laws  against  monopolistic  combinations  and 
unfair  competition,  the  restraints  in  the  building  field  have  scarcely 
yet  been  checked.  The  scope  and  vigor  of  the  complaints  which 
have  come  to  the  Antitrust  Division  during  the  last  few  months  are 
evidence  of  that.  Most  of  these  complaints  are  by  businessmen,  con- 
tractors, building-material  dealers,  manufacturers,  and  architects, 
who  want  help  against  the  gangs  which  are  trying  to  force  them  into 
agreements  or  out  of  the  market.  The  Attorney  General's  announce- 
ment of  our  intention  to  proceed  on  a  broad  front  against  these 
restraints  has  been  greeted  by  a  general  approval  both  within  the 
construction  industries  and  outside  them  such  as  I  have  never  en- 
countered in  any  other  field  in  which  the  Antitrust  Division  has 
been  at  work.  Many  groups  concerned  with  building  are  so  anxious 
to  end  an  intolerable  situation  that  they  will  willingly  run  the  risk  of 
being  themselves  involved  in  our  prosecutions. 

Unreasonable  restraints  of  trade  appear  at  every  level  of  the  build- 
ing industry.  To  give  a  picture  of  the  problem  I  shall  repeat  a  list 
I  have  utilized  before  of  typical  practices  which  have  been  found 
in  recent  Government  proceedings  or  investigations  or  alleged  in 
substantial  complaints  to  the  Antitrust  Division. 

PRODUCERS   OF    BUILDING    MATERIALS 

Mr.  Arnold.  Producers  of  building  materials  have  fixed  prices 
either  by  private  arrangement  or  as  the  principal  activity  of  trade 
associations.  Owners  of  patents  on  building  materials  have  used 
them  to  establish  restrictive  structures  or  price  control,  control  of 
sales  methods,  and  limits  upon  the  quantities  sold,  in  direct  contra- 
diction of  the  broad  intent  of  the  patent  laws  to  encourage,  through 
inventions,  the  development  and  spread  of  new  productive  methods. 
Some  of  these  patent  holders  have  taken  advantage  of  their  control 
over  patented  products  to  require  their  licensees  to  give  them  control 
over  unpatented  products  also.  By  the  use  of  basing  point  systems, 
and  zone  price  systems,  various  building-materials  industries  have 
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established  by  formula  a  rigid  structure  of  uniform  prices  throughout 
the  country;  and  in  some  of  these  industries  such  price  formulas 
have  encouraged  the  wasteful  location  of  industrial  plants  and  the 
wasteful  shipment  of  products  to  great  distances. 

The  use  of  joint  selling  agencies  has  been  another  means  by  which 
some  of  these  groups  have  undertaken  to  Antain  their  prices.  In 
some  groups  the  various  producers  have  subscribed  to  the  theory  that 
every  member  of  the  industry  should  have  a  definite  share  of  whatever 
business  there  is  to  be  done,  and  that  no  concern  should  try  to  get 
more  than  its  share  by  price  competition. 

Supplementing  these  various'  devices  for  keeping .  the  prices  of- 
buildmg  materials  high  have  been  a  series  of  other  devices  used  to 
discipline  competitors  who  are  unwilling  to  play  ball.  In  one  industry 
the  means  is  cutting  off  the  supply  of  raw  materials.  In  another  it 
is  starting  a  series  of  harassing  lawsuits.  In  a  third  it  is  the  harass- 
ment of  distributors  by  selling  through  the  seller's  own  factory 
branches  at  prices  lower  than  those  at  which  the  distributor  is  permitted 
to  resell.  In  a  fourth  it  is  the  maintenance  of  orthodox  channels  of 
distribution  by  concerted  refusal  to  sell  to  groups  representing  new 
methods  of  sale  or  new  price  policies. 

Overlying  this  mass  of  practices,  often  as  a  result  of  the  pressure 
placed  upon  the  weaker  and  smaller  competitors,  there  is  a  growing 
concentration  of  control  in  many  of  these  industries.  For  the  most 
part  the  increase  in  the  size  of  the  business  unit  has  not  been  the 
necessary  result  of  more  expensive  machinery  and  bigger  plants;  it 
has  come  about  by  the  merger  of  competing  enterprises  which  con- 
tinued after  their  union  to  produce  in  very  much  the  same  way  as 
before.  Its  chief  significance  has  been  an  increase  in  the  power  of 
the. particular  business  unit  and  a  greater  ease  in  reaching  an  under- 
standing with  the  two  or  three  other  large  concerns  in  the  industry. 

DISTRIBUTION    OF    BUILDING   MATERIALS 

Mr.  Arnold.  Various  groups  of  distributors  of  building  materials 
engage  in  two  kinds  of  restrictive  practice;  First,  they  try  to  raise 
the  price  of  their  services  by  establishing  a  fixed  mark-up  between  the 
price  they  pay  the  manufacturer  and  the  price  at  which  they  resell. 
For  this  purpose  they  collusively  determine  their  mapk-up  or  their 
selling  price,  and  sometimes  agree  among  themselves  to  boycott  manu- 
facturers who  will  not  cut  off  supplies  from  price-cutting  distributors. 
Sometimes  they  conspire  with  manufacturers'  groups  to  "establish  a 
joint  price  control  binding  upon  the  manufacturers'  and  the  dis- 
tributors' organizations  alike. 

The  second  type  of  restraint  by  distributors  arises  from  the  effort 
to  see  to  it  that  all  business  passes  through  their  hands  and  that  no 
new  methods  of  distribution  are  introduced  which  wall  dispense  with 
their  services.  The  great  weapon  in  this  field  is  the  boycott.  Groups 
of  wholesale  distributors  may  boycott  those  who  sell  direct  to  retailers. 
Groups  of  retailers  may  boycott  those  who  sell  direct  to  mail-order 
nouses  or  direct  to  the  ultimate  consumers .  Sometimes  the  members 
of  a  distributors'  organization  will  boycott  any  manufacturer  who 
sells  in  their  territory  to  nonmembers.  To  secure  freedom  in  methods 
of  distribution,  some  manufacturers  have  found  it  necessary0  to  pay 
the  distributor,  a  commission  on  sales  even  when  the  customer  and  the 


5150        CONCENTRATION  OF  ECONOMIC  POWER 

manufacturer  have  dealt  direct  and  the  distributor  has  had  no  part 
in  the  transaction. 

CONTRACTORS 

Mr.  Arnold.  Contractors  who  erect  buildings  add  their  own  sys- 
tems of  restraint.  Many  contracting  groups  maintain  bid  depositories 
in  which  copies  of  all  bids  and  estimates  are  supposed  to  be  filed  prior 
to  the  award  of  the  contract.  In  some  of  these  depositories  the  bids 
are  opened  before  the  contract  is  let  and  the  information  thus  obtained 
is 'used  to  coerce  low  bidders  to  withdraw  or  raise  their  bids.  Other 
contractor  groups  maintain  central  estimating  bureaus  which  calcu- 
late the  cost  of  the  job  and  supply  the  various  contractors  with  the 
bids  they  are  to  make.  In  still  other  groups  a  central  bureau  deter- 
mines the  specifications  for  materials  and  labor  to  be  included  in  the 
bid,  and  the  contractor  is  expected  to  apply  standard*  prices  and  labor 
rates  to  these  specifications  and  thereby  to  arrive  at  the  same  bid 
as  everyone  else.  Some  bidding  rings  determine  in  advance  which 
contractor  is  to  get  the  job  and  arrange  their  bids  so  that  everyone  else 
bids  higher  than  he. 

In  addition  to  these  efforts  to  control  their  charges  for  service, 
many  of  these  groups  set  up  little  closed  markets  from  which  they 
exclude  outside  contractors  or  new  types  of  services.  They  may  try 
to  keep  all  the  contracting  work  for  local  contractors  or  for  contractors 
who  are  members  of  the  association.  They  may  refuse  to  use  mate- 
rials which  have  been  bought  from  any  source  of  supply  other  than 
themselves.  They  may  insist  that  prefabricated  products  not  be  used 
in  the  buildings  they  work  in.  They  may  cooperate  with  contractors 
interested  in  other  materials,  so  that  no  contracting  group  will  work 
on  a  building  if  a  product  assembled  at  the  factory  is  used  contrary 
to  the  wishes  of  some  other  group. 

LABOR 

Mr.  Arnold.  The  building-trades  unions  often  participate  in  these 
policies  of  restraint  and  add  new  restraints  of  their  own.  In  recent 
years  they  have  frequently  been  used  as  the  strong-arm  squads  for 
collusive  agreements  among  contractors,  refusing  to  supply  labor 
where  the  contractors'  ring  wishes  labor  withheld.  In  other  cases  the 
unions  themselves  have  refused  to  permit  the  use  of  new  products 
or  new  processes  because  of  their  fear  that  the  new  method  might 
make  it  possible  to  erect  a  house  with  fewer  hours  of  labor  than  the  old. 

LEGISLATIVE    RESTRAINTS    ON   TRADE 

Mr.  Arnold.  Such  practices  as  I  have  just  described  crystallize 
and  lead  to  legislative  restraints  on  trade.  Many  building  regulations 
are,  in  reality,  protective  tariffs.  The  licensing  and  registration  of 
contractors  by  boards  of  contractors  affords  a  means  of  discipline 
over  contractors.  In  one  State  a  contractor  who  must  take  out  a 
license  is  one  who  undertakes  "to  construct,  alter,  repair,  add  to, 
subtract  from,  improve,  move,  wreck,  or  demolish  any  building,  high- 
way, road,  railroad,  excavation,  or  other  structure,  project,  develop- 
ment, or  improvement,  or  to  do  any  part  thereof,  including  the  erection 
of  any  scaffolding  or  other  structure  or  works  in  connection  therewith." 
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In  other  words,  if  you  drive  a  nail  to  put  up  a  shelf  in  the  house,  the 
contractor  is  offended. 

To  this  broad  class  of  work,  which  includes  practically  everything, 
the  statute  applies  a  method  of  rating  bidders  according  to  vague 
standards  interpreted  by  the  contractors  themselves.  It  then  puts 
handicaps  on  out-of-State  contractors  and  out-of-State  products. 
This  is  not  an  isolated  example. 

On  top  of  legislative  restrictions  are  added  municipal  ordinances 
designed  to  restrain  competition.  They  start  out  from  the  fact  that 
there  must  be  protection  from  fire  and  safeguards  of  minimum  health 
requirements.  They  develop  into  legally  established  boycotts,  partic- 
ularly relating  to  walls,  roofs,  electrical  work,  and  plumbing.  I  am 
reliably  informed  that  plumbing  which  is  good  enough  for  the  magnifi- 
cent Department  of  Justice  building  cannot  be  used  in  private  homes 
in  many  cities. 

I  do  not  need  to  elaborate  the  significance  of  these  restraints.  Most 
of  them  are  intended  to  raise  or  maintain  prices  and  have  been  suc- 
cessful in  doing  so.  Although  the  decline  in  the  volume  of  construc- 
tion was  conspicuously  greater  than  that  of  most  other  industries 
during  the  depression  which  began  in  1929,  the  level  of  building  mate- 
rials prices  and  of  building  costs  fell  less  than  other  prices.  When 
building  recovery  began,  the  effect  was  just  the  reverse.  By  1936  the 
volume  of  construction,  including  public  work,  had  recovered  from 
the  $4,000,000,000  of  1933  to  about  $8,000,000,000.  From  1936  to 
1937  it  rose  less  than  half  a  billion  dollars,  and  in  the  latter  year 
totaled  not  quite  $8,500,000,000,  a  little  less  than  two-thirds  of  the 
volume  to  be  expected  at  prosperity  levels.  Urban  residential 
construction  rose  about  27  percent  during  the  year,  but  was  still  only 
40  percent  of  the  1929  level. 

Nevertheless,  during  that  year  the  cost  of  constructing  a  small 
house  rose  more  than  10  percent  throughout  the  United  States  and 
in  some  large  cities  rose  more  than  25  percent.  Building  costs  have 
moved  flexible  upward  but  not  downward;  and  the  aggregate  effect 
of  the  restraints  in  the  building  industry  appears  to  be  a  gigantic 
stairway  of  prices  and  costs  in  which  the  level  attained  during  the 
period  of  rising  prices  becomes  the  taking-off  point  for  the  next  period. 
The  significance  of  this  kind  of  behavior  in  building  has  already  been 
brought  out  before  this  committee.  Figures  presented  on  the  open- 
ing day  of  these  hearings  showed  that  more  than  half  of  the  families 
of  the  country  cannot  afford  to  occupy  houses  costing  more  than 
$4,000  to  build.  At  present  levels  of  cost  this  means  that  the  com- 
mercial building  industries  have  priced  themselves  out  of  half  the 
market  and  have  left  the  need  to  be  met,  if  at  all,  by  various  forms 
of  public  subsidy. 

^COI,~iiiC    EFFECT    OF    REMOVAL    OF    RESTRAINTS    IN    THE    BUILDING 

INDUSTRY 

Mr.  Arnold.  Here,  of  course,  I  am  talking  in  terms  of  expectation. 
Of  course,  I  do  not  suggest  to  the  committee  that  unlawful  restraints 
are  the  only  source  of  high  construction  costs.  Credit  faculties  offer 
one  of  the  outstanding  means  of  reducing  ultimate  costs.  Land  values 
are  often  high.  Fees  and  charges  are  imposed  on  everything  from 
the  building  permit  to  the  recording  of  the  title  deed.     Rem^es 
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must  be  found  to  supplement  the  removal  of  restraints  by  antitrust 
enforcement.  Such  remedies,  however,  are  not  within  the  scope  of 
this  report. 

The  economic  effect  of  restraints  of  trade  in  building  may  be  divided 
into  five  categories: 

1.  They  have  kept  prices  from  dropping  when  purchasing  power 
dropped;  and  when  purchasing  power  rose,  they  have  raised  prices 
still  faster. 

2.  They  have  harrassed,  boycotted,  and  eliminated  competitors 
able  and  willing  to  reduce  prices. 

3.  They  have  kept  the  industry  horizontally  split  into  groups  whose 
separate  contributions  to  the  final  product  are  so  limited  that  no  single 
group  can  get  increased  volume  by  lowering  prices.  Thus  they  have 
created  a  situation  where  the  incentive  of  each  group  is  to  raise  prices 
to  obtain  for  itself  the  greatest  share  of  any  new  money  available  for 
housing. 

4.  They  have  handicapped  the  use  of  prefabricated  materials  and 
thwarted  the  development  of  methods  of  mass  production  in  the 
industry.  < 

5.  Finally,  and  most  important,  these  practices  have  prevented 
experiment  m  housing  design,  materials,  and  methods  of  construction. 

The  competitive  system  should  give  freedom  to  the  man  with  a  new 
idea  to  try  it  out,  even  if  he  goes  broke  in  the  process.  The  advant- 
ages of  such  experimentation  are  to  be  measured  by  the  inventive 
genius  of  the  American  people  and  they  can't  be  measured  by  cost 
accounting.  The  housing  industry  is  full  of  new  ideas.  At  present 
the  execution  of  such  ideas  must  be  a  compromise  with  existing  gangs. 
Hence,  no  one  knows  how  a  house  ought  to  be  built,  what  materials 
are  most  economical,  nor  how  they  should  be  distributed. 

It  is  as  impossible  to  put  a  dollars-and-cents  value  to  the  economies 
that  can  come  from  free  competitive  experimentation  as  it  would 
have  been  to  predict  the  development  of  the  modern  automobile  at 
the  time  when  Henry  Ford  first  broke  through  the  combination  which 
was  keeping  him  out  of  manufacturing  under  the  pretext  of  stabilizing 
the  capital  structure  and  profits  of  the  older  automobile  companies. 

PROCEDURES    NOW    AVAILABLE    TO    ATTACK    RESTRAINTS    OF    TR\DE    UN 
'      THE    BUILDING   INDUSTRY 

Mr.  Arnold.  The  key  to  effective  enforcement  o*.  the  antitrust 
laws  is  to  attack  simultaneously  all  of  the  restraints  which  interfere 
with  .the  distribution  of  the  final  product  to  the  consumer.  Combi- 
nations exist  at  every  stage  of  every  industrial  process.  Businessmen 
caught  in  such  a  situation  are  unable  by  themselves  to  change  the 
pattern.  They  have  to  violate  the  law  in  order  to  survive  against 
aggressive  combinations  which  are  attacking  them.  If,  therefore,  we 
pursue  single  corporations  or  individuals  and  leave  others  alone,  or 
prosecute  them  at  a  later  time,  we  simply  give  an  advantage  to  the 
-violators  who  do  not  happen  to  be  under  investigation.  We  must 
take  up  at  one  time  all  combinations  which  affect  a  final  product  in 
order  to  get  results. 

This  is  true  in  general,  but  it  is  particularly  true  of  building.  In 
the  pastjve  have  spent  most  of  our  energy  m  pursuing  complaints 
against^particular  concerns  scattered  all  over  the  country. 


CONCENTRATION  OF  ECONOMIC  POWER        5153 

A  house  is  the  product  of  a  tangle  of  goods  and  services.  There- 
fore, such  helter-skelter  activity  has  had  little  effect.  No  one  who 
furnishes  any  single  element  which  goes  into  the  completed  product 
can  greatly  raise  or  lower  the  cost  of  the  whole  product.  No  major 
economic  purpose  can  be  attained  by  pursuing  in  an  uncoordinated 
fashion  a  labor  union  in  Los  Angeles,  a  group  of  contractors  in  Chicago, 
and  a  heavy  industry  in  New  York  for  antitrust  violations  in  the 
building  field.  Of  course,  I  must  add  it  is  our  duty  to  prosecute  com- 
plaints, and  isolated  prosecutions  may  protect  particular  competitors 
from  injury.  But  the  economic  results  in  housing  can  only  be  accom- 
plished by  prosecuting  on  a  Nation-wide  scale,  and  simultaneously, 
the  various  combinations  which  are  creating  the  log  jam  in  the  building 
industry. 

This  procedure  involves  the  simultaneous  investigation  and  prose- 
cution of  all  restraints  affecting  the  building  trade  in  typical  cities  all 
over  the  United  States.     It  has  the  following  advantages: 

1.  It  will  make  it  easier  to  show  that  particular  building  restraints 
which  by  themselves  appear  local  are  actually  affecting  interstate 
commerce  substantially  and  on  a  broad  scale.  In  a  coordinated  pro- 
gram one  prosecution  will  throw  light  on  another.  This  is  already 
being  demonstrated  in  our  investigation. 

2.  The  home  builders  in  one  city  by  a  coordinated  Nation-wide 
program  may  become  aware  of  how  restraints  in  their  home  towns 
are  affecting  them  in  comparison  with  practices  in  other  cities. 

3.  The  constructive  purpose  of  the  antitrust  laws  will  be  empha- 
sized. Enforcement  will  not  appear  to  be  an  attack  on  any  individuals 
for  the  purpose  of  enforcement  of  the  law  as  an  end  in  itself. 

4.  A  Nation-wide  enforcement  may  be  coordinated  with  State  and 
Federal  agencies  which  subsidize  housing.  Local  enforcement  cannot 
be  so  coordinated.  For  example,  it  is  not  unreasonable  to  expect  that 
out  of  a  number  of  prosecutions  a  break  in  building  prices  will  result 
in  particular  cities.  With  that  evidence  that  the  underbrush  has  been 
cleared  away,  funds  from  State  and  Federal  agencies  may  be  put  to 
work  in  those  cities  to  increase  volume  of  construction.  Thus  the 
spectacle  of  Government  or  State  money  being  spent  where  the  ex- 
penditures result  in  a  price  increase  may  be  avoided.  Public  funds 
will  have  an  increased  purchasing  power.  That  increased  purchasing 
power  may  be  reflected  in  the  increased  purchasing  power  of  private 
investment. 

5.  A  coordinated  program  therefore,  may  pave  the  way  to  price 
decreases.  Here  I  am  going  to  give  a  mere  hypothetical  assumption. 
Assume  that  a  drop  in  the  prices  of  the  industries  which  produce 
building  materials  would  lead  to  a  substantial  increase  of  volume.  I 
have  talked  with  some  of  the  leaders  in  those  industries  about  the 
possibility.  They  were  afraid  that  any  decrease  in  price  would  be 
absorbed  elsewhere  in  contractors'  profits  or  in  labor's  reward.  One 
large  manufacturer  said,  "I  am  at  the  mercy  of  my  dealers."  Simi- 
larly, building-trades  labor  thinks  that  to  reduce  labor  costs  is  not  to 
create  more  employment,  but  to  enhance  the  contractor's  profit;  and 
contractors  see  no  profit  in  reducing  their  own  charges  when  labor  and 
materials  can  take  up  the  slack.  If  we  proceed  on  a  broad  front,  we 
can  protect  those  who  see  the  necessity  of  j  price  drop.  We  can  open 
the  door  for  substantial  price  reductions  in  the  heavy  industries.  We 
can  carry  on  the  effect  of  that  drop  by  liberating  the  real  competing 
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contractor.  And  finally,  we  can  say  to  labor,  "You  can  get  the  same 
thing  that  the  heavy  industries  are  getting;  a  greater  annual  income, 
based  upon  having  more  work  to  do  during  the  year,  without  need  to 
stretch  the  hours  of  work  and  the  rate  of  pay  on  each  particular  job." 
Without  such  assurance  it  is  certainly  nor  fair  to  expect  labor  to  take 
the  brunt.  It  is  neither  fair  nor  practical  to  deal  with  any  element  of 
the  situation  without  dealing  with  all  of  them. 

THE    USB    OF   THE    CIVIL    PROCEDURE 

Mr.  Arnold.  I  am  going  to  speak  of  the  use  of  the  civil  procedure 
because,  in  general,  this  has  been  connected  with  the  preventive 
measures  which  the  antitrust  provisions  contain.  For  prosecution 
designed  to  clear  away  restraints  is  only  the  first  step  in  what  must 
be  done.  The  development  of  a  more  efficient  organization  for  the 
building  industry  will,  no  doubt,  require  at  some  points  affirmative 
action  to  reduce  seasonality,  to  develop  new  materials  and  processes, 
and  to  abandon  in  a  coordinated  fashion  wasteful  practices  which 
cannot  be  tenninated  by  mere  prosecution. 

The  equity  suit  and  the  civil  decree  are  available  as  means  of  meeting 
these  needs.  The  door  is  open  for  any  group  which  wishes  to  propose 
a  constructive  solution  for  the  problems  of  its  industry  to  submit  its 
proposals.  The  cooperation  of  the  Department  of  Commerce  is 
available  to  us  in  considering  them.  If  we  think  that  they  offer  the 
user  of  the  product  not  only  the  removal  of  unlawful  restraints  but 
further  advantages  which  cannot  be  achieved  by  prosecution,  we  are 
prepared  to  submit  them  to  a  court  with  a  recommendation  that  the 
court  adopt  them  as  its  decree  in  the  case.  The  final 'decision  by  a 
Federal  court  affords  a  safeguard  against  arbitrary  administrative 
action  on  our  part  and  against  the  acceptance  of  illusory  remedies 
which  may  be  offered. 

I  want  to  be  particularly  clear  on  this  point.  The  Department  will 
not  recommend  the  court's  approval  (and  I  trust  no  court  would 
accept)  any  decree  which  is  in  violation  of  the  antitrust  laws.  It  will 
not,  except  in  cases  where  past  acquiescence  or  other  equitable  con- 
siderations make  prosecution  impossible,  recommend  a  decree  which 
goes  no  further  than  the  discontinuance  of  unlawful  practices  without 
penalty  for  past  action.  We  do  not  conceive  the  consent  decree  as  a 
device  for  smuggling  unlawful  cartels  into  American  economic  life, 
nor  for  freeing  offenders  from  penalties.  We  shall  be  glad  to  use  it 
where  it  accomplishes  not  only  the  purpose  of  ending  violations  of 
the  law  but  also  the  further  purpose  of  providing  safeguards  for  the 
public  interest  which  could  not  otherwise  be  provided. 

COOPERATION   WITH    PRIVATE    INDUSTRY 

Mr.  Arnold.  The  procedure  outlined  offers  a  constructive  oppor- 
tunity for  private  industry  which  is  devising  new  methods  or  using 
new  materials.  It  is  hoped  that  houses  designed  to  be  safe  from  fire 
hazards  and  safe  according  to  health  standards  may  be  simultaneously 
offered  by  private  contractors  in  a  large  number  of  cities  at  once. 
There  are  ahtsady  organizations  in  the  field  devoted  to  experiments 
with  this  kind  of  private  housing.  They  are  now  hampered  at  every 
turn.  Such  an  organization  would  prove  a  testing  ground  for  un- 
reasonable restraints,  particularly  those  of  a  legislative  character.     If 
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in  a  State  or  city  it  is  impossible  for  private  industry  to  build  a  house 
of  this  kind  which  is  healthful,  safe,  and  also  cheap,  it  becomes  the 
immediate  duty  of  the  Department  to  find  out  why.  Unnecessary 
construction  luxuries  must  not  be  forced  on  those  unable  to  afford 
them,  such  as,  expensive  plumbing,  roofing,  and  walls.  Local  building 
regulations  or  practices  which  do  this,  or  which  in  reality  are  local 
protective  tariffs,  should  appear  clearly  in  their  true  character  against 
such  a  background.  Thus  the  Antitrust  Division  may  cooperate 
with  and  encourage  Nation-wide  experimental  activity  of  this  char- 
acter. It  may  clarify  the  problem  for  the  courts  by  furnishing  them 
concrete  examples  of  experimental  housing  which  is  being  restrained. 
Such  a  coordinated  effort  should  bring  home  to  the  public  the  cost 
of  a  system  of  domestic  protective  tariffs.  This  plan  to  protect  safe 
and  cheap  housing  experiments  on  a  Nation-wide  scale  is  as  yet  in 
pure  embryo  form.  My  only  justification  in  giving  the  idea  public 
circulation  at  this  time  is  to  interest  builders  in  it.  Several  of  them 
have  already  started  to  investigate  its  possibilities,  but  I  wish  to 
point  out  and  make  perfectly  clear  that  the  initiative  must  come  from 
private  industry.  It  cannot  come  from  the  Antitrust  Division, 
because  we  cannot  enter  the  construction  game. 

NECESSARY  PROCEDURAL  AMENDMENTS 

Mr.  Arnold.  Senator  O'Mahoney,  with  the  approval  of  this  com- 
mittee, has  recently  introduced  a  bill  which  will  permit  the  greater 
use  of  the  civil  proceeding.  At  present  the  only  preventive  effect  is 
found  in  criminal  proceedings.  The  present  utihty  of  the  civil  pro- 
cedure is  limited  to  cases  requiring  some  sort  of  constructive  organiza- 
tion of  the  industry  in  order  to  maintain  or  reestablish  competitive 
conditions.  It  looks  to  the  future.  The  criminal  procedure  is  now 
the  only  penalty  for  past  misconduct  and  hence  offers  the  only 
deterrent. 

The  bill  introduced  by  Senator  O'Mahoney  would  provide  a  more 
adequate  device  for  penalizing  past  conduct  and  would  eliminate  the 
necessity  for  using  the  indictment  exclusively  in  cases  where  a  penalty 
is  needed.  It  does  not  prevent  the  use  of  the  criminal  indictment.  It 
only  provides  a  speedier  and  more  equitable  method  in  cases  which 
are  more  in  the  nature  of  public  torts  than  crimes.  I  want  to  say 
that  in  addition  to  what  I  have  written  here  I  have  noted  a  good  deal 
of  misunderstanding  about  the  nature  of  this  bill.  It  seems  to  be  felt 
in  some  quarters  that  it  is  adding  new  hazards  to  the  businessman 
which  did  not  exist  before.  Of  course,  it  isn't.  It  is  simply  providing 
that  they  may  .jo  prosecuted  without  the  necessity  of  putting  them 
through  the  criminal  courts,  and  I  do  not  consider  it  a  revolutionary 
amendment ;  I  consider  it  an  ameliorating  and  more  effective  amend- 
ment in  cases  where  due  to  the  fact  that  a  man  is  caught  in  one  of 
these  situations  where  he  can't  do  anything  else  in  following  th6  pat- 
tern, the  criminal  indictment,  even  if  we  admit  that  it  is  only  in  the 
nature  of  misdemeanor,  is  obviously  inappropriate. 

There  are  other  procedural  changes  which  I  desire  to  present  to  the 
committee  at  a  later  time,  but  inasmuch  as  they  go  so  much  further 
than  building  I  think  the  .time  is  not  yet  ready.  One  has  as  its  pur- 
pose the  speeding  up  of  our  somewhat  cumbersome  procedure  by  per- 
mitting the  Federal  Trade  Commission  to  aid  the  already  overbur- 
dened Federal  judiciary,  acting  as  master  in  the  finding  of  facts,  and 


5156        CONCENTRATION  OF  ECONOMIC  POWER 

I  have  been  discussing  that  with  the  Federal  Trade  Commission.  The 
distinguished  record  of  the  Commission,  their  peculiar  skill  and  exper- 
ience, make  them  an  admirable  instrument  for  this  purpose. 

CONCLUSION 

Mr.  Arnold.  I  am  aware  that  this  program,  like  all  programs  to 
the  future,  may  fall  short  of  its  hopes.  Nevertheless,  an  outline  of 
its  purposes  and  its  hopes  is  essential  in  considering  the  general  prob- 
lem of  housing  now  before  the  committee.  And  finally,  since  the 
public  interest  which  has  led  to  this  program  is  due  to  the  investiga- 
tions of  this  committee,  it  is  well  to  have  the  record  show  the  present 
activities  of  the  Department  of  Justice. 

Mr.  O'Connell.  Mr.  Arnold  is  available  for  questions  by  the  com- 
mittee if  any  of  the  members  wish  to  refer  to  the  material  that  he  has 
covered. 

Actina:  Chairman  Reece.  Do  any  members  of  the  committee  wish 
to  ask  Mr.  Arnold  a  question? 

Mr.  O'Connell.  There  are  one  or  two  I  would  like  to  ask.  Early 
in  your  statement  you  referred  to  the  wise  judicial  construction 
which  has  made  only  unreasonable  restraints  of  trade  illegal,  and 
then  a  statement  appears  to  the  effect  that,  broadly  speaking,  com- 
binations which  are  necessary  in  the  machine  age  to  create  efficient 
mass  production  or  distribution,  and  which  pass  the  savings  on  to 
consumers,  are  not  unreasonable  under  the  antitrust  laws. 

Could  you  explain  somewhat  more  in  detail  what  that  contemplates, 
what  type  of  combinations  that  would  involve  ordinarily? 

Mr.  Arnold.  It  is  a  little  difficult  to  state  it  more  specifically  with- 
out going  into  our  positions  in  particular  cases.  I  would  say  in  general 
that  if  you  have  a  magnificent  research  organization  which  is  con- 
stantly decreasing  the  price  of  the  product,  it  obviously  is  not  economic 
to  break  that  organization  up.  If  that  organization  is  also  maintain- 
ing an  artificial  price  level,  then  the  magnificence  of  the  organization 
should  not  save  it  from  being  prohibited  in  exercising  that  particular 
power. 

Mr.  O'Connell.  Specifically,  assuming  we  had  a  combination  of 
competitors  which  in  fact  fixed  prices  but  it  also  could  be  made  to 
appear  that  the  price  structure  was  such  that  savings  were  passed  on 
to  the  ultimate  consumer,  would  you  conceive  that  that  was  not  an 
unreasonable  restraint? 

Mr.  Arnold.  No;  I  would  conceive  that  any  combination  under  the 
law — and  that  is  a  broad  general  statement — which  actually  fixed 
prices,  unless  you  got  into  this  rather  extreme  type  of  case  represented 
by  the  Board  oj  Trade  case l  where  the  price  quotation  of  the  night  before 
was  allowed  to  be  fixed  to  maintain  it  for  the  next  morning — any 
combination  fixing  prices  could  not  be  justified. 

Now  the  Appalachian  Coal  Company  case2  goes  as  far  as  any  case  on 
the  subject,  and  I  would  say  as  to  that  case  that  its  doctrine  should  be 
carefully  examined  and  limited  only  to  industries  which  are  like  the 
bituminous  situation. 

One  of  the  techniques  of  the  antitrust  law  is  that  it  must  be  considered 
as  taking  up  one  industry  at  a  time,  and  I  don't  think  that  we  should 
start  the  argument  of  saying  that  because  this  thing  is  necessary  in 
the  bituminous-coal  industry,  it  offers  a  justification  for  some  practices 

i  246  U.  S.231. 
«  288  V.  S.  344. 
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in  the  movies.  In  other  words,  the  principle  is  clear  that  we  don't 
want  to  interfere  with  a  decent,  orderly  market  for  the  goods,  but  it 
is  not  the  kind  of  a  principle  which  can  be  carried  on  from  one  industry 
to  another  as  a  rule  of  thumb. 

Mr.  O'Connell.  Taking  a  situation  comparable  to  the  one  made 
to  appear  in  the  Appalachian  Coal  case,  you  wouldn't  conceive  it  was 
the  function  of  the  Department  of  Justice  as  distinguished  from  the 
court  to  decide  that  that  particular  combination  or  price  fixing 
arrangement  was  illegal? 

Mr.  Arnold.  The  Department  of  Justice  has  necessarily,  due  to 
the  limited  personnel  in  the  past,  in  practice  made  such  decisions  by 
declining  to  prosecute,  and  from  1890  on,  a  very  great  proportion  of 
our  business  has  ended  in  what  was  known  as  the  consent  decree. 
With  the  increased  personnel,  I  think  it  will  be  less  and  less  necessary 
to  involve  ourselves  in  that  kind  of  acquiescence.  It  is  not  a  legal 
acquiescence  but  it  is  an  actual  effective  acquiescence.  You  can't 
win  a  case  if  you  have  only  been  looking  at  memoranda  and' 
listening  to  people  for  many  years.  Our  hope  would  be  never  to  get 
acquiescence  in  any  of  these  cases,  but  only  to  develop  the  cases  which 
would  actually  be  presented  to  the  court.  Then,  of  course,  the  whole 
decision  is  on  the  court. 

Mr.  O'Connell.  So  that,  generally  speaking,  a  combination  whieh 
would  have  the  effect  of  fixing  prices  would  be,  except  in  a  rare  case, 
comparable  to  the  Appalachian  case,  unreasonable  restraint  of  trade. 

Mr.  Arnold.  Unquestionably. 

Mr.  O'Connell.  And  also  generally  speaking,  the  reasonableness 
or  unreasonableness,  to  the  extent  you  do  so,  would  be  a  question 
for  the  court  to  decide. 

Mr.  Arnold,  it  is  always  a  question  for  the  court  to  decide.  The 
Department  can  never  as  a  matter  of  law  decide  on  the  reasonableness 
or  unreasonableness  of  a  practice.  As  a  matter  of  fact,  the  Division 
has  been  forced  in  the  past  to  a  position,  by  letting  things  alone  so 
long,  that  a  general  principle  which  I  often  refer  to  as  the  doctrine 
that  you  can't  unscramble  eggs,  has  grown  up  in  judicial  decisions 
and  you  will  find  decisions  saying,  "You  have  left  this  thing  alone 
so  long  you  can't  do  anything  about  it." 

Mr.  O'Connell.  That  has  been  largely  the  result  of  a  lack  of 
personnel? 

Mr.  Arnold.  I  think  it  is  entirely  the  result  of  lack  of  personnel, 
because  of  course,  if  it  wasn't,  then  the  law  would  be  clear. 

Mr.  O'Connell.  Is  the  consent  decree  available  to  you  in  civil 
as  well  as  criminal  cases? 

Mr.  Arnold.  I  don't  like  to  use  the  word  consent  decree.  I  prefer 
to  say  civil  decree.  I  can  illustrate  how  every  civil  decree  involving 
a  readjustment  of  a  great  organization  must  have  an  element  of 
negotiation  of  consent.  Assume  we  win  the  Aluminum  case,  there  is  a 
corporation  involving  over  $100,000,000  which  must  divest  itself  of 
whatever  holdings  we  will  assume  the  court  determines  it  will  divest 
itself  of,  or  split  itself  up  in  such  a  way  as  the  court  determines  it 
shall  split — a  rule  which  of  course  must  be  dependable  upon  the  situ- 
ation, a  reasonable,  practical  solution  of  the  particular  situation. 
You  can't.meet  a  situation  of  that  character  which  requires  financing, 
which  requires  negotiations  between  individuals,  without  getting  up  a 
decree  involving  the  element  of  both  parties  getting  together,  and 
therefore  I  would  like  simply  to  say  civil  decree.     It  always  has  an 
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element  of  consent  because  the  civil  decree  ordinarily  involves  doing 
something  about  an  existing  combination,  breaking  it  up,  dissolving 
it,  di vesture  or  something  of  that  sort. 

Mr.  O'Connell.  That  brings  me  to  one  more  question.  On  page  18 
of  your  statement,  referring  to  civil  decrees,  the  statement  appears — 

The  door  is  open  for  any  group  which  wishes  to  propose  a  constructive  solution 
for  the  problems  of  its  industry  to  submit  its  proposals.  The  cooperation  of  the 
Department  of  Commerce  is  available  to  us  in  considering  them. 

Does  that  assume  an  antitrust  prosecution? 

Mr.  Arnold.  Of  course  not.  Businessmen  are  entitled  if  it  is 
possible,  to  find  out  at  some  stage  or  other  what  the  Department  is 
going  to  do  and  what  their  rights  are.  We  attempt  to  give  them  a 
guide  to  our  prosecution  policy  by  public  statements.  In  other  words, 
we  never  tell  them,  of  course,  what  we  will  do  in  a  particular  case 
but  they  ought  to  be  able  to  spell  out  a  consistent  policy  through 
these  reasons  and  public  reasons  we  give  for  prosecutions  we  have 
started. 

In  addition  to  that,  the  businessmen  might  require  the  protection 
of  res  judicata,  that  is,  the  protection  of  a  court  saying  that  this 
combination  would  be  reasonable.  For  instance,  the  Ford  and  Chrysler 
decree  tells  Ford  and  Chrysler  by  virtue  of  the  pronouncement  of  the 
court  that  it  is  not  unreasonable  for  them  to  advertise  a  plan,  use 
their  united  efforts  to  advertise  a  plan  which  is  fair  to  the  purchaser 
of  automobiles  and  which  insures  decent  collection  efforts.  That  sort 
of  thing  will,  if  we  have  time  to  investigate  it,  of  course,  be  presented 
to  the  court  for  its  accord  or  disapproval,  and  of  course,  it  is  the 
court  method  of  doing  it  instead  of  the  method  which  was  forced  upon 
the  Department  with  only  5  or  10  people  in  it,  of  having  a  whole  stack 
of  memoranda  by  businessmen  telling  the  Department  frankly  and 
honestly  what  they  were  trying  to  do  and  the  Department  just  shoving 
them  away  and  saying  nothing  or  writing  some  sort  of  letter. 

Mr.  O'Connell.  As  I  understand  it,  in  the  Ford  and  Chrysler  case 
there  was  a  criminal  action  pending  which  resulted  in  a  consent  decree. 

Mr.  Arnold.  Whether  there  is  a  criminal  action  pending  doesn't 
make  the  slightest  difference.  Mr.  Jackson  first  announced  in  the 
hearing  before  Congress,  in  an  investigation  of  Judge  Geiger's  dis- 
missing the  grand  jury,  that  the  Department  would  use  a  civil  and 
criminal  proceedings  concurrently,  a  practice  that  in  the  past  has 
been  approved  by  the  Supreme  Court,  and  later  when  I  first  assumed 
office  on  May  18  of  last  year — and  to  make  it  accurate  I  would  like 
to  get  that  release  in  the  record  if  I  may,  the  release  of  May  18 — 
I  announced,  first,  that  no  consent  decrees,  no  chil  decrees  which 
involved  the  dismissal  of  prosecution  would  be  entered  into  merely 
on  the  promise  of  cessation  from  present  illegal  activities,  but  if 
there  were  presented  a  decree  which  went  greatly  further  in  the 
interests  of  the  consumer,  or 'of  the  public,  or  of  preserving  compe- 
tition, and  which  was  within  the  antitrust  laws,  we  might  then  nolle 
prosse  the  criminal  indictment. 

May  I  say  further  that  we  never  under  any  circumstances  make 
any  suggestions  as  to  what  those  decrees  contain.  Of  course,  the 
businessmen  always  ask  for  suggestions.  We  never  make  them. 
Our  invariable  answer  is  to  say,  "This  is  your  industry.  If  you 
have  any  ideas  as  to  how  you  could  prevent  these  unfortunate  situa- 
tions arising  in  the  future  which  have  forced  you  into  this  pattern, 
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we  will  be  very  glad  to  hear  them,"  but  we  will  not  assume  the  expert- 
ness  which  we  can't  assume  covering  all  fields  of  American  industry 
and  suggest  them  ourselves. 

(The  release  referred  to  was  marked  "Exhibit  No.  868"  and  is 
included  in  the  appendix  on  p.  5498.) 

Mr.  O'Connell.  I  don't  think  I  made  myself  entirely  clear.  The 
cases  you  have  been  discussing  are  cases  where  either  a  criminal  or 
civil  case  was  started,  which  resulted  in  a  consent  decree.  The 
language  here  seems  to  me  to  indicate  a  procedure  something  along 
the  lines  of  what  is  referred  to  as  administrative  declaratory  ruling. 

Mr.  Arnold.  No  ;  the  civil  suit  is  a  completely  separate  suit.  Let's 
take  the  process.  Take  the  Ford  and  Chrysler  case.  You  come  in 
with  a  reasonable  method  which  will  eliminate  the  necessities  which 
created  those  violations,  the  necessities  being  the  elimination  of  loan 
sharks  and  bad  collection  practices.  Now  those  things  have  got  to 
be  eliminated.  Competition  can't  reasonably  go  on  with  outrageous 
interest  rates  and  outrageous  collection  methods. 

Now  the  Ford  and  Chrysler  proposed  plan  is  that  a  petition  is 
drawn  up,  the  court  approves  it,  that  suit  is  entirely  separate  on  the 
docket ;  it  would  be  entered  into  regardless  of  whether  there  had  been 
a  criminal  suit  pending.  The  relationship  to  the  criminal  suit  pend- 
ing is  usually  this:  Ordinarily  businessmen  do  not  come  in  with  any 
kind  of  suggestion ;  in  fact,  it  is  very  seldom  that  they  come  in  with 
any  kind  of  suggestion  unless  there  is  a  suit  or  investigation  pending. 
I  had  hoped  that  maybe  that  will  change,  but  at  present  they  are 
usually  connected  with  civil  suits. 

Mr.  O'Connell.  That  is  what  I  was  getting  at.  These  two  sen- 
tences seem  to  me  to  indicate  the  door  was  open  for  a  group  to  come 
to  the  Department  of  Justice  which  in  cooperation  with  the  Depart- 
ment of  Commerce  would  give  them  something  in  the  nature  of  ah 
advance  ruling  as  to  whether  or  not  what  they  proposed  to  do  was 
legitimate. 

Mr.  Aenold.  Not  an  advance  ruling. 

Mr.  O'Connell.  Would  there  necessarily  be  a  lawsuit? 

Mr.  Arnold.  In  a  case  brought,  the  court  by  some  appropriate 
decree — let's  take  the  Aluminum  case;  the  court  by  some  appro- 
priate decree  breaks  up  the  Aluminum  case.  That  could  be  a  contested 
suit  or  the  Aluminum  Co.  could  come  in  and  say,  "We  are  under 
constant  attack,  we  don't  like  the  present  situation,  and  therefore 
we  will  do  it  without  contest."  That  is  just  about  the  only  difference 
between  the  two  processes. 

Mr.  O'Connell.  You  mean  both  are  in  litigation? 

Mr.  Arnold.  Surely,  there  is  a  suit  started. 

Mr.  O'Connell.  That  is  what  I  am  getting  at.  It  is  a  condition 
precedent  that  an  action  is  started. 

Mr  Arnold.  Yes.  For  instance,  the  Aluminum  Co.  would  come 
to  us — and  this  is  a  purely  hypothetical  example ;  I  am  using  it  merely 
as  an  example — and  say,  "We  think  we  had  better  come  in  and  help 
you  straighten  these  affairs  out,"  and  we  will  have  the  entire  result 
of  that  case  in  a  friendly  manner,  or  have  it  in  a  contested  manner. 
It  is  exactly  the  same  situation  as  if  I  sued  you  for  a  thousand  dollars. 
You  come  in  and  say,  "I  admit  I  owe  it"  and  we  work  out  some 
settlement. 
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Mr.  O'Connell.  As  explained  in  your  statement  it  seems  to  me 
that  it  does  involve  what  is  in  effect  an  administrative  declaratory 
ruling  approved  by  the  court. 

Mr.  Arnold.  Every  civil  decree  that  has  ever  been  put  in  does. 
There  is  a  great  deal  of  difference,  I  think,  in  the  effect  of  doing  it  this 
way  and  doing  it  by  administrative  ruling.  The  difference  may  be 
illustrated,  for  instance,  in  one  decree,  and  I  am  going  to  use  X  Y  Z 
because  I  don't  like  to  discuss  cases.  Here  are  375  concerns  which 
were  complainants  before  the  Department  of  Justice.  Their  com- 
plaints we  thought  were  justified.  We  therefore  commenced  an 
investigation,  and  when  we  got  through  there  were  offers  of  a  plan 
which  didn't  suit  the  375  complainants  at  all  but  which  was  much 
fairer  than  anything  those  375  would  have  put  in.  One  of  the  largest 
and  most  important  of  these  complainants  came  into  the  office  and 
he  was  financing  the  fight  against  the  decree.  I  said,  "What  are  you 
doing  it  for?  Obviously  it  is  to  your  interest.  You  are  not  interested 
in  these  practices,  holding  an  umbrella  over  the  inefficient  man." 

He  said,  "Oh,>I  can't  help  it,  I  am  president  of  the  association  and 
I  have  to  do  it." 

In  other  words,  had  we  gone  in  there  with  all  those  people  before  an 
administrative  tribunal,  the  pressures  would  all  have  been  to  hold  an 
umbrella  over  the  offender.  Under  our  present  method  we  were  able 
to  get  the  action.  This  case  I  am  talking  about  has  never  come  to 
litigation.  We  would  be  able  to  get  the  actual  practical  judgment  of 
a  court  unbiased  by  all  those  pressures,  so  there  is  an  enormous  differ- 
ence betwe  in  the  case  by  case  litigation  of  attacking  restraints  of 
trade  through  the  Antitrust  Division  and  the  process  of  a  general 
administrative  ruling. 

Of  course,  every  civil  decree  that  was  ever  written  and  every  cease 
and  desist  order  which  the  Federal  Trade  Commission  gets  out 
necessarily  determines  the  limits  for  the  future  of  what  those  people 
are  going  to  do. 

Mr.  O'Connell.  I  think  I  am  fairly  clear  in  that.  As  I  understand 
it,  then,  the  Department  has  nothing  in  prospect  which  involves 
advance  rulings  to  a  group  of  businessmen  on  their  conduct  un- 
supervised by  court  decree,  or  otherwise,  in  connection  with  either 
a  civil  or  criminal  case. 

Mr.  Arnold.  Not  only  that,  but  the  Department  frankly  couldn't 
operate  on  the  basis  of  giving  advance  rulings  to  business  men. 

Mr.  O'Connell.  I  appreciate  the  difficulties,  that  is  why  I  wanted  to 
make  sure  that  I  understood  it. 

Mr.  Arnold.  It  is  utterly  impossible,  if  a  business  man  comes  to 
see  us  and  wants  to  know  whether  such-and-such  a  practice  is  legal, 
for  us  to  ever  answer  him.  One  businessman  said,  "Let's  get  together 
and  talk  this  thing  over  and  see  what  can  be  done,"  and  I  said,  "That 
isn't  the  technique  we  can  operate.  A  dog  talks  by  barking  and  we 
talk  through  litigation."  It  is  the  only  way  we  can  say  anything — is  in 
litigation,  and  we  can  say  then  something  open,  we  can  preface  it  by  an 
explanation  of  what  we  are  trying  to  do,  we  can  subject  ourselves  to 
public  criticism,  which  I  think  we  should  have;  in  other  words,  we 
must  be  out  where  the  people  can  look  at  us,  where  Congress  can  look 
at  us,  and  I  think  it  is  the  only  safe  policy = 

Dr,  Lubin.  Mr.  Arnold,  hi  view  of  the  existence  of  fair-trade  laws 
in  so  many  of  the  States,  how  do  you  plan  to  overcome  the  legal 
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hurdle  that  you  will  find  relative  to  prices  of  building  materials  where 
the  existing  laws  are  made  use  of  as  a  protective  device? 

Mr.  Arnold.  I  have  an  answer  to  that  question,  but  nry  only 
hesitancy  is,  am  I  going  to  start  trying  a  couple  of  cases.  Let  me 
consult  a  moment.  I  think  I  can  say  in  general,  Dr.  Lubin,  without 
involving  any  comment  on  litigation,  although,  as  I  say,  it  is  always 
dangerous  for  a  person  in  my  position  to  extemporize  upon  the  legal 
position  in  any  situation,  that  I  conceive  that  no  legal  privilege, 
whether  it  is  a  corporate  franchise,  whether  it  is  a  patent,  whether  it 
is  a  cbpyright,  or  whether  it  is  a  fair-trade  law,  can  be  used  to  un- 
reasonably restrain  trade.  I  conceive  that  the  thing  which  you  and 
I  could  properly  do  between  each  other  couldn't  be  done  if  we  were 
in  a  position  that  dominated  industry  and  actually  blocked  the  flow 
of  commerce. 

Now  I  have  great  encouragement  in  that  position  in  what  I  con- 
sider one  of  the  greatest  opinions  which  has  ever  been  written  on 
the  antitrust  laws,  and  that  is  Mr.  Justice  Stone's  opinion  in  the 
Interstate  Circuit  case,1  which  I  read  to  take  just  that  position  regard- 
ing a  copyright. 

Now  I  will  give  you  another  complaint,  and  this  is  not  yet  proved, 
but  I  have  every  reason  to  believe  it  is  so.  In  one  of  the  States  of 
the  United  States  they  have  a  very  simple  method  of  estimating  their 
cost  of  doing  business  to  comply  with  the  State  unfair  practice  act. 
They  send  out  postcards  with  the  cost  of  doing  business  all  filled  in. 
All  the  dealer  has  to  do  is  to  send  it  back,  the  thing  probably  is 
tabulated  before  it  comes  out.  That  type  of  thing  I  wouldn't  have 
any  difficulty  with;  there  is  a  clearly  unreasonable  use  of  a  State 
law.  I  think  I  could  go  on  from  th,ere  and  the  Interstate  Circuit  case 
gives  me  a  charter  to  handle  cases  like  this  one  and  to  deal  with  many 
of  the  cases' which  may  arise  under  State  fair-trade  laws. 

Mr.  Chawner.  Mr.  Arnold,  in  these  hearings  a  number  of  witnesses 
have  called  attention  to  difficulties  in  lowering  costs  through  tech- 
nological processes  which  now  according  to  local  agreements  are 
required,  for  example,  glazing  of  a  house.  Local  agreements  make,  it 
impossible  for  a  builder  to  have  that  work  done  in  a  mill.  The 
same  thing  is  true  with  plumbing;  if  the  plumbing  comes  completely 
put  together,  according  to  those  local  agreements  it  has  to  be  taken 
apart  and  put  together  again.  In  your  judgment  do  you  feel  that 
the  antitrust  laws  are  adequate  to  deal  with  a  situation  of  that  type? 

Mr.  Arnold.  I  do.  I  am  going  up  against  a  lot  of  litigation.  You 
don't  always  win  your  cases,  but  I  am  going  into  it  with  a  great  deal 
of  Optimism  and  I  think  the  whole  situation  has  been  tremendously 
cleared  by  the  Intestate  Circuit  decision.  Of  course,  I  want  to  say 
this  about  the  antitrust  laws:  the  antitrust  laws  are  not  clarified 
in  a  good  many  instances  because  cases  have  not  been  brought  to 
provide  the  test.  That  is  the  only  reason.  They  are  not  clarified 
in  the  doctors'  suit  because  nobody  ever  brought  a  case  against 
doctors.  They  did  in  England  in  1918,  and  the  English  courts  said 
"Of  course  that  is  a  restraint  of  trade."  Our  courts  have  not  said 
so  for  the  simple  reason  that  they  have  never  had  an  opportunity  to 
say-  so.  I  think  we  are  going  to  develop  the  law  rapidly.  I  think 
we  are  going  to  have  better  luck  with  the  courts  if  they  understand 
our  purpose.  In  fact,  that  is  the  only  real  justification  for  my 
getting  out  in  public  at  this  time  with  the  statement  which  I  am 
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making  here,  that  if  the  courts  themselves  realize  that  these  laws 
have  a  direction  that  reasonableness  has  some  kind  of  a  constructive 
meaning,  I  am  inclined  to  think  that  they  will. get  their  own  cases 
in  proper  perspective  and  that  the  public  will  get  their  cases  in  proper 
perspective,  so  I  think  we  will  be  aided  in  that  situation  by  people 
knowing  what  we  are  about. 

Acting  Chairman  Reece.  Are  there  any  further  questions?  The 
committee  appreciates  your  making  the  statement,  Mr.  Arnold.  It 
is  a  contribution  to  the  work  of  the  committee. 

Mr.  O'Connell.  I  should  like  to  call  General  Robert  E.  Wood. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  in  this  proceeding  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

General  Wood.     I  do. 

TESTIMONY  OF  GEN.  ROBERT  E.  WOOD,  CHAIRMAN,  BOARD  OF 
DIRECTORS,  SEARS,  ROEBUCK  &  CO.,  CHICAGO,  ILL. 

EFFECT    OF   RESTRAINTS   ON    HOUSING    COSTS  IN  CHICAGO 

Mr.  O'Connell.  General  Wood,  will  you  please  give  your  name  and 
present  address  to  the  reporter? 

General  Wood.  Robert  E.  Wood,  Chairman  of  the  Board  of 
Sears,  Roebuck  &  Co.,  Chicago. 

Mr.  O'Connell.  Mr.  Chairman,  before  starting  with  General 
Wood,  we  propose  to  discuss  with  General  Wood  fairly  briefly  the 
experience  of  his  company  in  the  construction  field  in  the  sense  that 
they  have  actually  done  construction  as  a  company  for  their  employees 
and  with  that  in  mind  I  should  like  to  ask  General  Wood  a  series  of 
questions  along  that  line.  I  take  it,  General  Wood,  that  your  com- 
pany has  in  the  past  made  some  efforts  to  construct  houses  directly 
for  your  own  employees.     Is  that  correct? 

General  Wood.  We  conducted  this  experiment  about  2  years  ago. 

Mr.  O'Connell.  Where  was  that? 

General  Wood.  Kankakee,  111. 

Mr.  O'Connell.  And  you  constructed  a  number  of  houses  for 
your  employees  there? 

General  Wood.  We  had  a  large  factory  there.  The  factory  had 
grown  very  fast  and  there  weren't  any  housing  accommodations  in 
the  town,  so  we  decided  to  put  up  52  of  these  houses  to  take  care  of 
these  men,  and  they  were  sold  to  the  men  at  cost  and  they  got  their 
F.  H.  A.  loans.  The  experiment  was  quite  successful.  They  were 
snapped  up  right  away,  and  in  no  case  did  the  cost  of  amortization, 
in  other  words  the  cost  of  owning  the  home,  exceed  the  rent  that  the 
man  had  previously  been  paying.  Those  houses  were  put  up  at  a 
cost  of  about  $270  for  the  lot,  a  lot  50  by  150,  and  a  5-room  house 
and  garage,  total  cost  including  the  lot  $3,400,  which  was  very  low. 
They  were  all  constructed  by  union  labor  at  Kankakee. 

Mr.  O'Connell.  They  were  four  or  five-room  houses,  frame  houses? 

General  Wood.  Frame  houses. 

Mr.  O'Connell.  Kankakee  is  just  outside  Chicago? 

General  Wood.  Fifty-six  miles  south. 

Mr.  O'Connell.  Do  you  have  any  information  as  to  the  average 
monthly  cost  to  the  present  owners  of  those  houses? 
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General  Wood.  It  runs  about,  I  think,  from  $25  to  $28  a  month. 

Mr.  O'Connell.  That  would  include  their  financing  charges,  their 
fix,ed  charges? 

General  Wood.  Everything,  interest  and  amortization.  At  that 
rate  they  pay  out  in  13  to  15  years.  , 

Mr.  O'Connell.  That  is  about  the  average  term  of  the  mortgage? 

General  Wood.  I  think  so,  I  am  not  absolutely  sure. 

Mr.  O'Connell.  Is  the  figure  that  you  give  us,  $25  to  $30 

General  Wood  (interposing).  Twenty-five  to  $28. 

Mr.  O'Connell.  That  is  the  fixed  charges? 

General  Wood.  Everything. 

Mr.  O'Connell.  Would  it  include  taxes? 

General  Wood.  No,  it  doesn't  include  taxes,  but  they  are  low. 

Mr.  O'Connell.  It  would  include  the  finance  costs. 

General  Wood.  Finance,  interest,  amortization. 

Mr.  O'Connell.  As  a  result  of  this  experience,  which  I  take  it 
from  the  point  of  view  of  the  company  was  generally  satisfactory, 
have  you  conducted  any  further 

General  Wood  (interposing).  It  was  very  successful  from  the  point 
of  view  of  the  men.  I  mean  the  company  made  no  money  on  it,  but 
we  were  so  encouraged  that  we  thought  we  would  build  50  or  100 
houses  in  "or  near  Chicago,  but  when  we  attempted  to  do  that  we 
found  that  the  land  at  Kankakee  worked  out  about  3  cents  a  square 
foot,  and  the  land  at  Chicago,  the  very  cheapest  we  could  find,  was 
about  50  cents  a  square  foot,  about  17  times  as  much.  A  house  that 
cost  $3,100  at  Kankakee  cost  about  $4,800  at  Chicago. 

Mr.  O'Connell.  $4,800  as  against  $3,100. 

General  Wood.  $3,100. 

Mr.  O'Connell.  That  is  exclusive  of  land. 

General  Wood.  Yes. 

Mr.  O'Connell.  Then  in  Chicago  you  had  a  very  much  greater 
land  cost,  but  the  other  items  that  went  to  make  up  the  cost  of  the 
house  were  higher  too? 

General  Wood.  Very  much  higher,  and  it  illustrated  the  high  costs 
in  a  large  city  where  most  of  your  construction  difficulties  are — I 
mean  where  your  high  construction  costs  are. 

Mr.  O'Connell.  The  difference  in  cost  of  the  house  was  the  differ- 
ence between  $3,100  and  $4,800.  What,  in  general,  would  you  think 
were  the  major  factors  that  would  explain  the  great  difference  in  costs? 

General  Wood.  Well,  there  were  materials,  labor,  and  restrictions  on 
labor  in  Chicago  as  against  Kankakee. 

Mr.  O'Connell.  You  had  union  labor  in  Kankakee  too? 

General  Wood.  Yes,  we  had  union  labor,  but  there  are  no  restric- 
tions On  installations,  on  materials,  in  Kankakee.  There  are  a  great 
many  in  Chicago ;  there  are  also  certain  things  in  the  building  code  in 
Chicago  which  add  to  the  cost. 

Mr.  O'Connell.  Would  you  be  a  little  more  specific  on  the  things 
that  you  refer  to  as  labor  restrictions? 

General  Wood.  Well,  in  Chicago  the  labor  will  only  install  ma- 
terials of  certain  companies  or  certain  contractors.  For  instance,  in 
plumbing,  my  company  has  an  enormous  plumbing  business  all  over 
the  country,  and. in  all  the  smaller  towns  and  cities  we  use  union  labor 
that  will  install  our  material  as  well  as  anybody  else's;  in  our  own 
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city  we  ean't  install  any  plumbing  in  any  new  building  or  in  any  com- 
mercial building  including  our  own ;  we  can't  use  our  own  stuff. 

Mr.  O'Connell.  Do  I  understand  that  in  building  these  houses  in 
Chicago  for  yourself  you  could  not  install  your  own  equipment? 

General  Wood.  Not  our  own  equipment.  We  never  built  them, 
understand,  after  we  found  out  the  cost.  We  abandoned  the  project 
after  we  found  out  the  cost,  because  we  felt  that  our  employees  would 
have  to  pay  too  much.  It  was  no  bargain  for  them;  it  didn't  help 
them  any. 

Mr.  O'Connell.  You  mentioned  building  codes.  Was  it  neces- 
sary to  adopt  a  different  type  of  construction  in  the  Chicago  area? 

General  Wood.  Yes.  You  have  to  have  brick  instead  of  frame,  but 
there  are  many  other  minor  restrictions.  You  have  to  use  certain 
contractors.  For  instance,  to  illustrate  the  difference,  it  costs  $20  to 
install  a  bathtub  in  Chicago — I  mean  $30;  it  cost's  $20  in  Detroit. 
You  are  restricted  to  certain  contractors  and  certain  materials,  and 
that  raises  your  costs  in  the  large  cities.  Now  when  you  get  away 
from  the  large  cities  and  when  you  get  into  the  South  you  don't 
have  those  restrictions  either  in  labor  or  materials.  I  am  speaking 
generally,  but  in  the  large  cities  of  the  country  you  run  into  those 
things. 

Mr.  O'Connell.  Who  would  impose  a  restriction  that  would  pre- 
vent you  from  using  your  own  bathtubs  or  bathroom  fixtures  in 
Chicago? 

General  Wood.  The  union,  plus  the  contractor. 

Mr.  O'Connell.  You  mean  the  contractor  wouldn't  use  them  be- 
cause the  union  wouldn't  let  him? 

General  Wood.  Well,  it  was  reciprocal. 

Mr.  O'Connell.  Why  is  it  to  the  advantage  of  the  contractor  or 
the  union  not  to  use  your  plumbing  fixtures? 

General  Wood.  Well,  frankly,  we  don't  know.  We  know  that  that 
system  only  prevails  in  the  great  cities  of  the  United  States.  It 
doesn't  prevail  anywhere  else.  We  could  go  to  Charleston,  S.  C,  or 
Knoxviile,  Tenn.,  or  Macomb,  111.,  and  we  could  get  a  union  plumber 
or  any  contractor  we  please,  but  when  you  get  into  Boston,  Philadel- 
phia, and  New  York,  Chicago,  and  San  Francisco,  you  run  up  against 
these  things,  and  of  course  your  building  costs  are  very  high  as  a  result. 
That,  plus  the  land  cost. 

Mr.  O'Connell.  Of  course  the  difference  between  the  3,100  figure 
and  the  4,800  figure ; 

General  Wood.  I  may  say  that  I  think  that  4,800  includes  the  land. 
I  would  say  it  is  the  difference  between  about  4,000  and  3,100. 

Mr.  O'Connell.  I  see,  and  I  take  it  that  some  of  the  restrictions 
such  as  your  building  code  restrictions,  requiring  brick  construction 
rather  than  frame,  have  at  least  a  background  of  fire  protection? 

General  Wood.  The  brick  instead  of  frame  in  a  great  city  is  not  an 
unreasonable  )  striction.  For  instance,  in  Chicago  there  is  only  one 
plumbing  installer  and  one  steam  and  hot  water  heating  installer,  and 
two  warm  air  installers  who  will  quote  a  price  on  installing  our 
merchandise;  can't  get  it  from  anybody  else;  no  one  else  will  quote. 
On  all  warm  air  furnace  installations  in  Chicago  we  are  required  to 
use  union  fittings  and,  although  these  fittings  are  made  in  Chicago, 
they  cost  us  50  percent  more  than  similar  fittings  bought  from  outside. 
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There  is  only  one  company  in  Chicago  from  which  we  can  buy  these 
union-made  fittings. 

Then  I  have  a  comparison  of  these  costs  of  installation  between 
Detroit  and  Chicago.  If  you  took  a  smaller  town  the  difference  in 
cost  would  be  greater,  but  for  instance  installing  a  bathtub,  $20  in 
Detroit;  $31,76  in  Chicago. 

Dr.  Lubin.  May  I  interrupt  a  minute,  please?  That  $31  includes 
cost  of  the  material  plus  labor? 

General  Wood.  That  is  just  the  installation;  that  is  just  the  differ- 
ence in  the  cost  of  the  labor. 

Dr  Lubin.  The  price  you  paid  to  the  master  plumber  for  putting 
it  in? 

General  Wood.  Yes.  Now  I  don't  want  to  be  misunderstood.  As 
•far  as  the' question  of  labor  is  concerned,  when  you  get  outside  these 
great  cities  youl  union  labor  is  perfectly  reasonable  and  you  get  fair 
costs.  It  is  only  in  a  certain  number  of  the  great  metropolitan  areas 
where  you  have  this  condition. 

Dr.  Lubin.  Do  you  by  any  chance  have  a  break-down  as  to  how 
much  of  that  $31  goes  to  the  laborer  who  does  the  work  and  how  much 
goes  to  the  master  plumber? 

General  Wood.  No,  I  .don't. 

Mr.  6'Connell.  Were  you  going  to  continue  the  comparison  of 
the  costs  of  some  of  these  items  between  Detroit  and  Chicago?  We 
might  be  interested  in  that. 

General  Wood.  To  replace  closet  tank,  $3  in  Detroit;  $5  in  Chicago ; 
closet  bowl,  $4  in  Detroit;  $6  in  Chicago;  closet  combination,  $5  in 
Detroit;  $9.57  in  Chicago. 

Mr.  O'Connell.  Are  those  prices  actually  fixed  at  that  price  per 
installation  of  a  fixture  of  that  type,  or  is  that  what  the  labor  would 
figure  out  on  the  basis  of  the  hourly  wage? 

General  Wood.  No;  these  are  actual  costs,  quotations;  they  are 
actual  costs.  In  Detroit,  for  instance,  we  have  a  very  large  business 
in  plumbing  fixtures  and  these  are  taken  from  the  records  of  the 
actual  costs  of  installation  and  they  are  also  taken  from  the  records  in 
Chicago,  where  we  are  permitted  to  install,  which  is  only  in  replace- 
ments; no  new  buildings. 

Mr.  O'Connell.  I  don't  want  to  press  you  on  this,  but  referring 
again  to  the  use  of  your  own  materials  such  as  plumbing  fixtures,  you 
referred  to  a  reciprocal  arrangement  between  labor  and  the  contractors 
that  would  make  it  impossible  to  use  your  fixtures,  but  I  am  not  clear 
as  to — it  doesn't  seem  to  me  that  can  be  the  whole  picture.  I  don't 
see  the  advantage  to  either  of  the  two  groups,  that  you  mention  in  not 
using  your  fixtures. 

General  Wood.  Well,  as  I  told  you,  there  is  no  advantage  to  the 
union  plumber  to  pull  the  chestnuts  out  for  the  master  plumber, 
though  that  is  what  he  is  doing  in  these  big  cities.  Now  what  the 
deal  is  between  the  master  plumber,  the  material  dealer, ,  and  the 
manufacturer  is  I  don't  know;  I  only  know  the  facts. 

Mr.  O'Connell.  But  it  is  difficult  for  me  to  see  the  advantage, 
even  to  the  master  plumber  as  such,  in  using  one  type  of  material  as 
against  another,  so  there  must  be  some  other  factor  in  the  situation. 

General  Wood.  Of  course  the  master  plumber  is  not  only  a  labor 
contractor,  but  he  is  a  merchant  and  a  very  poor  merchant.     In  other 
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words,  he  gets  no  profit  on  the  Sears  bathtub ;  he  does  get  a  profit  on 
the  bathtub  that  he  buys  and  sells  to  the  people  for  whom  he  installs 
it.     That  is  the  advantage  of  the  master  plumber. 

Mr.  O'Connell.  Well,  now,  speaking  generally,  as  I  understand 
it,  you  moved  into  Chicago,  or  at  least  you  made  an  examination  of 
the  situation  in  Chicago  to  see  whether  it  would  be  economically 
feasible  for  your  company  to  build  50  or  some  number  of  houses  for 
your  employees,  and  because  of  the  cost,  which  seemed  to  you  exces- 
sive, largely  because  of  increased  land  costs  and  the  increased  labor 
and  material  cost,  to  which  you  have  referred,  it  was  not  economi- 
cally feasible,  and  you  abandoned  the  project.  So  you  never  built 
them. 

General  Wood.  It  wasn't  economically  feasible  for  the  employee. 
We  weren't  going  into  this  as  we  would  sell  merchandise  to  other 
people;  we  were  doing  it  to  house  our  employees. 

Mr.  O'Connell.  But  even  at  cost  you  could  not  build  houses  at  a 
price  which  your  employees  could  afford  to  live  in? 

General  Wood.  Which  we  thought  they  could  afford. 

Mr.  O'Connell.  I  have  no  further  questions. 

Dr.  Lubin.  Are  there  any  other  materials  other  than  bathroom 
fixtures  that  you  sell  that  cannot  be  installed,  except  through  con- 
tractors? 

General  Wood.  Furnaces. 

Dr.  Lubin.  Whole  heating  equipment? 

General  Wood.  Heating  equipment  and  plumbing  are  the  only 
places  where  we  had  trouble. 

Dr.  Lubin.  Now  would  the  difference  in  the  cost  of  plumbing  and 
heating  equipment  be  sufficient  to  account  for  that  difference  of  $1,700 
between  Kankakee  and  Chicago  for  cost  of  construction? 

General  Wood.  Oh,  no.  Now,  for  instance,  there  is  a  difference  of 
20  to  25  percent  in  the  union  scale  between  Chicago  and  Kankakee. 
Furthermore,  production  of  the  Kankakee  plumber  is  much  greater 
than  the  production  of  the  Chicago  plumber,  and  that  is  true  whenever 
you  compare  the  costs  in  the  great  cities*  of  the  country  with  the 
smaller  cities  of  the  South.  We  built  a  plant  in  Memphis,  Tenn.,  and 
all  our  plants  but  one  have  been  built  entirely  with  union  labor,  and 
the  difference  between  that  plant  and  the  Boston  plant  ran  about  35 
percent.     It  is  a  difference  not  only  in  scales  but  in  the  productivity. 

Dr.  Lubin.  Your  firm  is  a  very  large  distributor  and  also  manufac- 
turer in  parts  and  building  materials  of  various  types,  is  it  not? 

General  Wood.  Partially,  yes.  In  roofing,  insulation,  paints, 
plumbing. 

Dr.  Lubin.  Would  it  be  an  exaggeration  to  say  that  m  terms  of 
paints,  roofing,  and  plumbing  that  you  are  one  of  the  largest  dis- 
tributors in  America  as  to  volume? 

General  Wood.  I  think  so;  we  are  the  third  largest  manufacturers 
of  paint  in  the  country;  I  don't  know  how  we  stand  on  roofing  or 
insulation. 

Dr.  Lubin.  Do  you  have  any  idea  offhand  as  to  the  relative  price 
that  you  get  for  your  roofing  as  compared  to  the  so-called  standard 
advertised  brands? 

General  Wood.  Well,  we  sell  very  much  less. 

Dr.  Lubin.  Do  you  have^any  idea  as  to  what  the  difference  would 
be  in  percentage? 
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General  Wood.  It  varies  from  year  to  year;  some  years  10  percent; 
some  years  25  percent. 

Dr.  Lubin.  You  have  no  trouble,  however,  in  having  your  materials 
used  on  new  construction  of  various  types?  If  I  personally  wanted  to 
build  a  house  I  would  have  no  difficulty  in  specifying  Sears-Roebuck 
roofing,  would  I? 

General  Wood.  I  have  never  run  across  a  difficulty  there.  Your 
trouble  in  the  plumbing,  where  your  highest  cost  comes  in  the  great 
cities,  is  because  your  master  plumber  is  both  the  labor  contractor  and 
a  merchant. 

Dr.  Lubin.  Have  you  ever  run  across  a  case  where  a  local  ordinance 
prohibited  the  use  of  your  plumbing  fixtures  because  they  didn't 
meet  the  specifications  set  for  that  particular  community? 

General  Wood.  I  think  there  have  been  one  or  two  such  cases. 
Not  often.  We  are  often  hampered,  though,  by  the  master  plumbers 
and  city  inspectors  getting  together. 

Dr.  Lubin.  Thanks. 

Acting  Chairman  Reece.  Any  further  questions? 

Mr.  Chawner.  General  Wood,  one  of  the  objectives  of  this  com- 
mittee has  been  to  attempt,  if  possible,  to  discover  a  way  of  providing 
a  house  at  lower  cost  to  the  final  purchaser,  and  it  has  been*  suggested 
that  possibly  with  the  increase  in  shop  fabrication  and  central  dis- 
tribution, the  sale  of  completed  houses,  that  that  might  aid  in  the 
lowering  of  the  cost  to  the  final  purchaser.  I  am  aware  of  this,  your 
company  has  sold  certain  materials,  ready-cut  materials,  but  it  would 
be  of  interest  to  know  what  your  judgment  was  with  regard  to  the 
possibility  of  lowering  the  cost  of  a  completed  house  by  central 
manufacturing  distribution. 

General  Wood.  I  think  it  could  be  done.  I  think  you  have  a  field 
in  mass  construction  of  a  house,  just  as  you  have  a  mass  production  of 
automobiles.  You  can't  apply  that  everywhere,  of  course,  but  you 
have  a  field  for  lowering  the  cost.  The  whole  building  problem  you 
have  to  take  in  two  parts ;  one  is  the  great  cities,  and  the  other  is  the 
rest  of  the  country.  Now  when  you  get  to  the  country  outside  of  the 
great  cities,  when  you  passed  the  F.  H.  A.  law  and  reduced  the  carry- 
ing charges  you  accomplished  a  great  step  in  lowering  the  cost  to  the 
small  man.  Now  you  take — I  saw  the  computation  in  England  on  a 
$3,000  house  which  has  to  be  paid  out  by  the  small  man  in  17  to  18 
years;  the  difference  between  8  percent  interest  and  4  percent  amounts 
to  $1,955  over  the  period.  Now  you  couldn't  possibly  reduce  mate- 
rials and  labor  to  get  a  $1,955  saving  on  a  $3,000  house,  so  when  the 
F.  H.  A.  law  was  passed  and  your  carrying  charges  were  reduced,  you 
accomplished  a  great  step  toward  getting  houses  within  reach  of  the 
small  man. 

When  I  am  talking  of  the  small  man  I  am  talking  of  the  man  with 
an  income  of  $20  to  $30  a  week,  who  under  our  former  system  had  no 
possible  chance  of  owning  his  house.  Now  in  the  smaller  towns  and 
cities  of  the  country  in  the  South,  where  you  don't  have  these  restric- 
tions, where  there  are  relatively  few  material  combinations  you  can 
build  reasonably  today.  Your  great  problem  is  in  the  great  cities 
of  the  country,  where  you  have  first  exhorbitant  land  costs;  second, 
your  union  restrictions  are  bad,  and  as  I  say  we  have  had  all  our 
work  done  by  union  labor  and  outside  of  these  great  cities  union  labor 
is  reasonable  and  fair.     And  you  also  have  an  alliance  in  the  great 
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cities  between  dealers  which  hike  prices,  so  your  problem  of  high 
construction  costs  is  largely  in  the  great  cities. 

Dr.  Lubin.  May  I  ask  one  further  question?  General,  it  is  your 
opinion  that  if  there  were  available  in  the  United  States  building 
contractors  who  undertook  to  build  housing  in  volume,  even  under 
existing  methods,  that  the  mere  volume  could  lead  to  rather  important 
cuts  in  costs  for  the  materials  they  use?  I  understand  that  you 
yourself  have  had  some  experience  recently  in  cutting  the  cost  of 
certain  commodities  that  go  into  building  of  a  house,  just  on  the 
theory  that  at  a  given  price  level  these  products  could  be  sold  in 
greater  volume,  and  the  mere  volume  itself  cut  your  cost  so  it  was 
possible  to  lower  those  prices? 

General  Wood.  That  is  our  whole  theory  of  doing  business,  the 
same  as  Ford's.  Every  time  you  lower  costs  you  tap  another  market. 
Now  we  had  that  experience  in  roofing  several  years  ago.  At  that 
time  the  roofing  manufacturers  held  pretty  well  together  ancl  were  all 
quoting  the  same  price,  so  we  started  into  manufacturing  of  roofing, 
and  we  have  continuously  reduced  the  cost,  and  we  have  had  a  very 
profitable  enterprise,  when  nobody  else  in  the  business  was  making 
any    money. 

Acting  Chairman  Reece.  We  thank  you  very  kindly  for  your  tes- 
timony, General  Wood, 

(Whereupon  the  witness,  General  Wood,  was  excused.) 

Mr.  O'Connell.  I  should  like  to  call  a  witness  for  about  5  minutes 
to  introduce  a  report.     I  would  like  to  call  Wallace  H.  Walker. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony you  will  give  in  this  proceeding  shall  he  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Walker.  I  do. 

TESTIMONY    OF    WALLACE    WALKER,    ASSISTANT    GENERAL 
COUNSEL,  HOME  OWNERS'  LOAN  CORPORATION 

COSTS  OF  TITLE  EXAMINATION  AND  INSURANCE 

Mr.  O'Connell.  Mr.  Walker,  will  you  please  state  your  name  and 
address  for  the  record? 

Mr.  Walker.  Wallace  H.  Walker,  Washington,  D.  C. 

Mr.  O'Connell.  And  you  are  an  assistant  general  counsel  of  the 
Home  Owners'  Loan  Corporation,  is  that  correct? 

Mr.  Walker.  I  am. 

Mr.  O'Connell.  Did  you  within  the  past  few  years  make  a  study 
of  the  cost  -of  title  examination  and  other  legal  costs  in  connection 
with  home  mortgage  loans,  based  on  the  experience  of  the  Home 
Owners  Loan  Corporation? 

Mr.  Walker.  I  did. 

Mr.  O'Connell.  Would  you  please  tell  the  committee  briefly  the 
circumstances  under  which  this  study  was  made,  and  the  procedure 
followed  in  making  it? 

Mr.  Walker.  I  was  directed  by  the  subcommittee  on  law  and 
legislation  of  the  Central  Housing  Committee  to  make  this  study, 
based  upon  the  experience  of  the  Home  Owners'  Loan  Corporation  in 
making  loans  throughout  the  United  States.  Ten  States  were  chosen 
as  the  subject  of  the  study.    There  are  four  principal  systems  of  title. 
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examination  and  proof  used  in  the  United  States,  and  these  10  States 
were  chosen  with  the  object  of  getting  the  greatest  possible  geographic 
diversification  and  at  the  same  time  getting  the  maximum  possible 
representation  of  the  four  principal  systems  of  title  examination  and 
proof. 

Those  four  systems  are,  first,  the  title-company  system,  where  the 
examination  of  the  title  is  conducted  by  a  title  company  which  gen- 
erally insures  the  title  or  the  hen. 

Second,  the  abstract  system,  where  an  abstract  of  title  is  made  by 
an  abstract  company  and  turned  over  to  an  attorney  for  examination, 
and  the  closing  of  the  transaction. 

Third,  the  attorney  system  where  the  entire  examination  of  the 
title  and  the  closing  of  the  transactions  conducted  by  an  attorney 
without  the  benefit  of  a  title  policy  or  an  abstract.  And  fourth,  which 
is  really  an  off-shoot  of  the  third,  is  used  in  the  States  where  land 
title  registration  laws  are  in  effect,  Torren's  Laws,  where  the  attorney 
conducts  the  examination  of  the  title  but  where,  the  land  being  regis- 
tered under  the  Torren's  system,  the  examination  is  a  much  smaller 
task.  Approximately  500  loans  for  each  of  these  systems  in  use  in 
each  of  the  10  States  were  studied  and  the  results  of  the  .study  were 
published  in  special  report  No.  3  on  Land  Title  Procedure  with 
Particular  Reference  to  the  Legal  Costs  of  Home  Mortgage  Loans, 
submitted  to  the  Central  Housing  Committee  by  the  subcommittee 
on  law  and  legislation,  August  1,  1936. 

Dr.  Lubin.  Is  this  a  copy  of  the  report  to  which  you  have  just 
referred? 

Mr.  Walker.  That  is  a  copy. 

Dr.  Lubin.  I  should  like  to  offer  this  report  not  to  be  printed  but 
merely  to  be  filed  with  the  committee. 

Acting  Chairman  Rbece.  It  may  be  admitted. 

(The  report  referred  to  was  marked  "Exhibit  No.  869"  and  is  on 
file  with  the  Committee.) 

Mr.  O'Connell.  Without  going  into  detail  as  to  what  the  material 
is  contained  in  the  report,  since  I  believe  the 'report  is  fairly  self- 
explanatory,  have  you  any  general  comment  you  would  care  to  make 
as  to  conclusions  to  be  drawn  from  the  report? 

Mr.  Walker.  The  report  is  summarized  on  pages  5  and  6  thereof, 
and  in  my  opinion  the  conclusions  which  may  fairly  be  drawn  are, 
first,  that  the  cost  of  title  examination  and  proof  is  a  deterrent  to 
home  ownership,  particularly  among  the  lower  income  groups.  For 
example,  we  found  that  with  one  exception  the  cost  of  title  ex- 
amination and  proof  to  the  borrower  from  the  Home  Owners  Loan 
Corporation  was  in  excess  of  one  monthly  installment  on  his  loan. 
Another  conclusion  to  which  I  am  led  is  that  the  land  title  registra- 
tion system  or  Torren's  system,  as  it  is  popularly  called,  if  adopted 
in  a  workable  form,  will  materially  decrease  the  cost  of  land  title 
examination  and  proof. 

Mr.  O'Connell.  There  is  no  great  amount  of  uniformity  in  the 
systems  in  the  various  States,  is  that  correct? 

Mr.  Walker.  There  is  no  great  amount  of  uniformity.     It  works 
in  three  States  and  one  Territory,  where  the  Home  Owners  Loan 
Corporation  has  made  loans,  and  works  very  successfully. 
Mr.  O'Connell.  But  is  only  in  use  in  three  or  four  States? 
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Mr.  Walker.  There  are  Torren's  acts  on  the  books  of  some  17 
States  and  1  Territory.  It  actually  works-only  in  the  Territory  of 
Hawaii,  in  Massachusetts,  in  Minnesota,  and  in  Illinois. 

Mr.  O'Connell.  Well,  I  take  it  that  in  general  the  conclusion 
might  be  drawn  that  uniformity  in  State  laws  in  this  field  and  that 
uniformity  along  the  lines  of  the  land  registration  system  would  be 
desirable  in  the  sense  that  it  would  cause  a  reduction  in  the  cost  of 
home  ownership? 

Mr.  Walker.  Yes. 

Mr.  O'Connell.  That  is  all  that  I  have. 

Acting  Chairman  Reece.  Any  questions  by  the  committee?  If 
not,  we  appreciate  your  appearance. 

(Whereupon  the  witness,  Mr.  Walker,  was  excused.) 

Mr.  O'Connell.  Mr.  Chairman,  I  have  no  other  witnesses  at  this 
time,  and  if  the  committee  please  I  would  suggest  that  we  adjourn 
until  Monday  morning.  I  had  no  thought  we  would  meet  this 
afternoon. 

Acting  Chairman  Reece.  The  committee  will  stand  in  recess 
until  10:30  Monday  morning.' 

(Whereupon  the  committee  recessed  at  12:30  noon  until  10:30 
Monday  morning,  July  10.) 


INVESTIGATION  OF  CONCENTRATION  OF  ECONOMIC  POWER 


TUESDAY,  JULY   11,   1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:40  a.  m.,  pursuant  to  adjournment  on 
Friday,  July  7,  1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Representative  B.  Carroll  Reece  presiding. 

Present:  Representative  Reece  (acting  chairman),  Senator  O'Maho- 
ney,  Messrs.  O'Connell,  Lubin,  Henderson,  and  Brackett. 

Present  also:  Messrs.  Lowell  J.  Chawner,  Department  of  Commerce; 
Willis  J.  Ballinger,  Federal  Trade  Commission;  Ernest  Meyers  and 
George  Williams,  Department  of  Justice;  Ernest  Tupper  and  Miss 
Grace  Knott,  Department  of  Commerce;  and  Peter  A.  Stone,  co- 
ordinator of  construction  studies  for  the  committee. 

Acting  Chairman  Reece.  The  committee  will  come  to  order, 
please. 

Mr.  O'Connell,  are  you  ready  to  proceed? 

Mr.  O'Connell.  I  am,  Mr.  Chairman. 

This  morning  the  committee  is  going  to  hear  about  the  structure 
of  the  construction  industry  from  a  man  who  has  been  connected 
with  it  for  some  time  and  who  is  peculiarly  well  qualified  to  discuss 
this  topic  this  morning — Dr.  Willard  Thorp,  of  the  Department  of 
Commerce.  I  think  Dr.  Thorp  has  already  been  sworn  in  in  connec- 
tion with  these  proceedings  so  if  it  please  the  committee  I  would  sug- 
gest that  we  just  permit  Dr.  Thorp  to  proceed  and  develop  the 
material  that  he  has  prepared  relative  to  the  construction  industry  in 
his  own  way,  and  if  the  committee  members  have  any  questions  as  he 
proceeds  I  think  Dr.  Thorp  will  be  willing  to  pause  and  answer  them. 

Acting  Chairman  Reece.  The  committee  will  be  very  glad  to  have 
you  proceed  as  you  like. 

TESTIMONY  OF  DR.  WILLARD  THORP,  DEPARTMENT  OF 
COMMERCE— Resumed 

STRUCTURE  OF  CONSTRUCTION  INDUSTRY 

Dr.  Thorp.  Mr.  Chairman,  Dr.  Lubin  testified  that  the  construc- 
tion industry  itself  in  1929  employed  5%  percent  of  the  total  gainfully 
employed  nonagri cultural  workers.1  When  to  direct  construction  are 
added  the  materials  which  it  uses,  construction  accounted  for  about 
15  percent  of  the  commodities  produced  between  1919  and  1935. 

1  Supra,  p.  4942. 
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The  1938  total  volume  of  construction  is  estimated  at  around 
$9,000,000,000.  I  introduce  that  merely  to  remind  the  committee 
of  the  tremendous  importance  of  the  industry  which  we  are  to  discuss 
today. 

My  share  in  the  presentation  is  that  of  description,  to  present  as 
clearly  as  I  can  the  meaning  of  the  phrase  "the  construction  in- 
dustry," with  as  much  light  as  can  be  shed  on  its  structure  and  organi- 
zation and  the  economic  forces  which  operate  in  it. 

As  a  background  for  understanding  and  appreciating  the  processes 
and  problems  of  the  construction  industry,  I  want  first  to  point  out 
what  the  job  is  which  this  industry  endeavors  to  perform. 

I  am  going  to  state  its  characteristics,  or  one  might  say  its  compli- 
cating factors,  in  three  simple  propositions  and  then  elaborate  them 
somewhat.  This  is,  one  might  say,  qualitative  discussion.  Then  I 
shall  move  on  into  certain  data  which  will  more  exactly  describe  the 
various  conditions  which  I  shall  indicate. 

The  first  thing  one  has  to  remember  about  the  construction  in- 
dustry is  that  it  produces  a  product  which  is  not  uniform.  That  is 
tremendously  important.  It  is  not  like  most  manufacturing  in- 
dustries, where  one  has  a  fairly  limited  variety  of  produ  .     created. 

The  construction  industry  has  no  uniformity  in  its  prodi  it.  First, 
as  far  as  type  and  design  are  concerned,  the  construction  industry  is 
producing  things  all  the  way  from  subways,  factories,  and  houses, 
down  to  screens  for  the  back  porch,  and  down  to  the  repainting  and 
papering  of  the  upstairs  room.  Moreover,  as  far  as  each  of  these 
things  itself  is  concerned,  there  is  no  uniformity.  One  subway  is 
different  than  another  subway;  one  house  is  different  than  another 
house.  To  some  extent,  these  variations  are  essential;  nothing  can 
be  done  about  them.  To  a  larger  degree,  however,  they  are  the  result 
of  personal  desires — one  person  likes  a  left-handed  sink  and  another 
person  likes  a  right-handed  sink,  and  that  is  a  matter  of  personal 
preference.  So  that  in  terms  of  the  type  and  design  of  product, 
we  have  to  remember  that  this  is  an  industry  which  operates  on  a 
made-to-order  basis,  a  custom  industry  rather  than  an  industry  which 
produces  a  large  number  of  identical  products. 

The  second  way  in  which  the  product  is  not  uniform  is  in  terms  of 
location.  The  same  thing  is  never  done  twice  at  exactly  the  same 
place,  and  as  far  as  location  is  concerned  the  work  has  to  be  done  at 
the  site.  That  means  that  the  industry  cannot  be  geographically 
concentrated  but  must  be  scattered  Over  the  entire  country.  Housing, 
for  instance,  must  scatter  very  much  as  population  is  scattered. 
About  40  percent  of  the  nonfarm  dwellings  which  were  produced  in 
1937  and  1938  were  in  cities  of  over  25,000;  about  20  percent  were  in 
satellite  communities.  Perhaps  a  third  of  all  the  houses  were  in 
communities  of  less  than  10,000,  which  means  necessarily  that  the 
construction  industry  must  operate  all  over  the  country,  and  its 
product,  as  far  as  location  is  concerned,  cannot  be  uniform. 

Then,  as  to  size,  I  want  to  emphasize  the  extreme  variety  which 
one  finds  in  the  construction  industry.  Some  of  our  larger  construction 
projects,  like  the  big  dams,  involve  as  much  as  $100,000,000,  the 
Triborough  Bridge,  $44,000,000.  At  the  other  end  are  probably  many 
jobs  which  involve  $5  or  less,  where  a  little  painting  or  a  little  repairing 
is  done. 
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All  thi3  is  to  emphasize  my  first  proposition  about  the  character  of 
the  construction  industry — that  its  product  is  not  uniform ;  that  there 
is  never  an  exact  duplication ;  that  one  cannot,  therefore,  easily  estab- 
lish a  routine  which  can  be  followed  over  and  over  again. 

The  second  of  what  I  call  complicating  factors  in  the  construction 
industry  is  the  fact  that  its  product  is  not  simple.  There  is  a  tre- 
mendous variety  of  materials  involved  in  most  of  these  construction 
enterprises,  a  large  number  of  different  sizes  of  parts,  and  of  designs. 
One  authority  says  that  thet'average  house  requires  30,000  parts. 
At  any  rate,  we  do  know  that  the  number  of  different  materials  which 
go  into  a  construction  enterprise  is  very  high. 

And,  of  course,  it  is  changing.  There  are  alternative  materials. 
For  example,  the  development  of  plastics  has  shown  itself  at  many 
different  points  in  house  construction. 

In  the  same  way,  there  is  also  a  variety  of  skills  which  are  required 
in  a  construction  enterprise.  As  a  matter  of  fact,  in  the  building 
industry  one  finds  probably  more  of  the  old  idea  of  individual  work- 
manship, of  skill  in  the  sense  of  training  which  the  worker  must  have, 
than  in  most  other  branches  of  activity.  That  is  shown,  for  instance, 
in  the  subcontracting  groups.  Five  of  these  broad  groups  that  do 
about  80  percent  of  all  the  subcontracting  work,  and  they  indicate 
roughly  the  different  types  of  skills.  The  carpenters,  the  electrical 
installers,  the  heating  and  plumbing  contractors,  the  painters  and 
paperhangers,  and  the  roofing  and  sheet-metal  contractors— each  one 
of  those  groups  has  its  own  particular  skill. 

For  example,  I  remember  once  talking  with  a  carpenter  who  had 
tried  to  operate  in  a  particular  city  and  had  been  subjected  to  an 
examination  to  qualify,  and  in  the  examination  they  had  asked  him 
how  one  would  put  shingles  around  a  chimney.  He  said  he  hadn't 
happened  to  put  shingles  around  a  chimney  for  20  years  and  was 
completely  unable  to  meet  that  technical  requirement  in  the  examina- 
tion. Thus  we  have  an  illustration  of  the  variety  of  skills  which  are 
involved  in  the  different  trades  in  the  construction  industry. 

So  that  this  second  proposition,  that  the  product  is  not  simple, 
carries  along  with  it  the  conclusion  that  an  important  factor  in  this 
industry  is  the  factor  of  organization. 

The  third  complicating  factor  about  the  construction  industry  is 
that  its  demand  is  irregular.  That  follows  in  part  from  the  type  of 
Product  and  in  part  from  other  characteristics.  For  example,  the 
lemand  is  essentially  local,  so  that  within  the  country  one  finds 
jxtremely  different  tendencies. 

Just  to  illustrate  that,  I  should  like  to  compare  the  first  quarter  of 
this  year  with  the  first  quarter  of  last  year,  for  some  of  our  leading 
cities.  These  comparisons  are  based  on  building  permit  figures  for 
new  residences  as  compiled  by  the  Bureau  of  Labor  Statistics.  Com- 
paring the  first  3  months  of  1939  with  the  first  3  months  of  1938, 
Baltimore,  Boston,  and  Jacksonville  show  almost  the  same  level  of 
building  activity;  Philadelphia,  Washington,  and  Los  Angeles  have 
about  doubled;  Denver  and  Detroit  have  about  tripled;  and  Chicago 
is  at  about  four  times  the  level  of  a  year  ago.  So  that  one  can  see 
that  the  influences  which  operate  in  this  industry  are  to  a  large 
extent  local  in  nature,  and  there  is  no  degree  of  uniformity  over  the 
country. 
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I  should  like  to  add  the  point  that  the  demand  and  thejoperation  of 
the  industry  are  highly  seasonal.  Finally,  inasmuch  as  new  construc- 
tion is  an  addition  to  a  total  population  of  buildings,  it  is  a  sort  of 
incremental  factor,  and  therefore  can  fluctuate  very  widely  without 
an  immediate  corresponding  fluctuation  in  the  total  volume  of  housing 
which  is  available.  New  construction,  m  other  words,  is  competing 
with  existing  construction  from  the  point  of  view  of  the  total  market 
situation. 

So  from  the  proposition  that  demand  is  irregular  we  can  draw  the 
conclusion  that  this  nonrepetitive  operation  in  the  construction  in- 
dustry leads  to  an  erratic  and  uneven  flow  in  its  operations. 

Now,  some  things  have  been  done  to  reduce  these  complications 
somewhat.  I  spoke  about  the  variety  of  design.  A  substantial 
amount  of  work  has  been  done  searching  for  certain  standardized 
designs  of  houses  which  can  be  used  over  and  over  again.  The  prob- 
lem of  location  is  being  met  in  some  degree  by  moving  the  work  away 
from  the  site  to  some  other  point,  through  the  process  of  prefabrica- 
tion.  For  instance,  one  used  to  see  cement  being  mixed  at  the  site. 
Then  a  mixed  cement  was  produced,  a  dry-mixed  cement^which  had 
to  have  water  added,  and  now  one  sees  trucks  on  the  streets  which 
carry  on  the  process  of  mixing  as  they  deliver  the  cement  to  the 
operation.  So  that  to  some  degree  one  has  seen  a  shift  in  location  as 
prefabrication  has  developed. 

Kitchen  equipment,  for  instance,  now  comes,  in  much  larger  units 
ready  for  installation  than  used  to  be  the  case  some  years  ago.  Then 
there  has  been  some  development  with  regard  to  eliminating  the  tre- 
mendous variety  of  materials  through  standardizing  parts.  The 
work  of  the  Bureau  of  Standards  has  helped  to  some  extent  to  reduce 
the  number  of  varieties.  For  example,  it  used  to  be  true  that  there 
were  428  sizes  of  nails  and  tacks,  and  now  there  are  somewhere  around 
185.  It  used  to  be  true  that  there  were  75  different  varieties  of 
common  and  face  brick  and  with  some  small  exceptions  there  now 
are  two  standard  varieties. 

So  that  to  some  extent  the  variety  has  been  reduced.  Some  other 
types  of  products  have  not  yielded  to  this  in  spite  of  great  efforts. 
Window  frames  have  not  been  susceptible  of  standardization,  partly 
because  of  the  variety  in  plans  as  architects  develop  them  and  partly 
because  of  regional  differences  in  the  types  of  window  frames  de- 
manded. So  that  that  still  remains  a  product  in  which  there  are  a 
great  many  different  sizes  and  varieties. 

1  should  like  to  start  my  testimony  with  these  general  propositions 
concerning  the  activity  of  the  construction  industry : 

First,  that  its  product  is  not  uniform  as  to  type,  design,  location, 
or  size; 

Second,  that  its  product  is  not  simple  as  to  materials  or  skills; 

And,  third,  that  it  is  an  industry  having  a  highly  irregular  ard  un- 
even demand. 

Now,  I  want  to  put  those  generalizations  into  somewhat  more 
specific  terms  so  that  these  complications  are  very  clear  to  the  com- 
mittee. 

First  I  should  like  to  present  a  chart  which  is  a  simplified  picture 
of  what  happens  when  one  tries  to  build  a  single-family  house  in  an 
urban  area. 
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oi  wnat  nappens  when  one  tries  to  build  a  single-family  house  in  an 
urban  area. 
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You  all  have  copies  of  this  chart.  As  a  matter  of  fact,  if  we  had 
put  all  the  complications  on  it  that  could  be  there,  I  probably  couldn't 
read  it  even  standing  as  close  as  this.- 

Each  one  of  these  boxes  on  the  chart  indicates  some  type  of  special- 
ized person  that  is  apt  to  be  involved  when  one  undertakes  the  building 
of  a  house. 

Mr.  O'Connell.  Would  you  mind  reading  the  title  of  the  chart 
and  offering  the  chart  for  the  record? 

Dr.  Thorp.  I  beg  your  pardon.  This  chart  is  entitled  "Major 
Participants  in  the  Construction  of  a  Single  Family  House  in  an 
Urban  Area." 

(The  chart  referred  to  was  marked  "Exhibit  No.  870"  and  appears 
facing  p.  5174.) 

Dr.  Thorp.  If  one  starts  to  build  a  house,  he  first  must  contact 
certain  people  who  are  in  the  real-estate  business.  That  may  involve 
a  real-estate  broker,  title  examiner,  title-insurance  company,  recorder 
of  deeds,  and  so  forth.  Next,  he  must  contact  a  financing  institution*. 
We  haven't  tried  to  develop  the  complexities  which  might  arise  there, 
but  let's  assume  that  he  is  ready  to  go  ahead  and  build  his  house.  He 
has  his  property  and  his  financing,  then  he  has  to  arrange  with  some- 
body to  take  over  the  carrying  through  of  the  details.  After  all,  most 
purchasers  of  houses  are  not  skilled  with  regard  to  the  construction 
industry.  It  is  not  something  which  one  does  frequently  and,  there- 
fore, one  brings  into  the  picture  someone  who  will  act  as  an  expert. 
It  may  be  the  architect  who  appears  here,  or  it  may  be  a  general 
contractor.  Those  people  in  turn  have  to  deal  with  various  types  of 
subcontractors.  Perhaps,  if  it  is  in  a  new  development,  there  will  be 
all  sorts  of  people  involved  in  the  process  of  land  development,  such 
as  the  city  sewer  department,  the  electric  company,  the  gas  company, 
and  so  forth.  These  subcontractors  in  turn — I  won't  bother  to  go 
through  the  whole  list — have  to  work  back  and  get  their  materials 
through  material  dealers. 

Now,  there  is  no  typical  design  which  operates.  Some  people  will 
use  an  architect,  some  won't  use  an  architect;  some  people  will  have 
a  general  contractor,  or  perhaps  the  general  contractor  will  be  one  of 
the  subcontractors  who  will  work  out  details  with  other  subcontractors. 

Maybe  these  subcontractors  will  buy  through  one  or  another  type 
of  dealer.  There  is  no  typical  pattern.  The  thing  that  I  want  to 
emphasize  is  the  number  of  different  individual  operators  who  are 
involved  in  the  building  of  a  relatively  simple  construction  operation, 
a  single-family  house  in  an  urban  area. 

This  picture  might  be  more  complicated  if  the  houses  were  built  by 
a  speculative  builder,  for  example.  He  would  then  have  problems  of 
selling  this  property,  which  would  bring  him  into  contact  with  a  num- 
ber of  other  people.  If  this  were  a  multifamily  dwelling,  a  large 
apartment  house,  it  might  involve  many  more  detailed  subcontractors 
than  are  shown  here  on  the  chart. 

I  think  it  is  important  also  to  note  that  sometimes  people  omit 
many  of  these  things.  It  happens  once  in  a  great  while  that  a  person 
may  build  his  house  entirely  by  himself.  Certainly  some  houses  will 
omit  electric  installation,  for  example;  some  other  houses  may  skip 
having  linoleum  installed,  or  wallpaper.  However,  if  one  tries  to  get 
a  picture  of  the  whole,  it  will  look  something  like  this,  and  I  suspect 
that  this  is  an  oversimplified  rather  than  elaborated  illustrution. 
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I  want  to  be  sure  that  I  make  clear  this  picture  of  the  complexity 
which  faces  a  person  entering  into  a  construction  enterprise ;  so  I  wish 
to  submit  for  the  record  and  to  discuss  for  a  moment  with  you  the 
chronological  record  of  contacts  made  by  a  home  owner  and  general 
contractor  during  the  construction  of  a  house. 

I  wish  to  offer  that  for  the  record  and  I  shall  discuss  it  for  a  moment. 

(The  record  referred  to  was  marked  "Exhibit  No.  871"  and  is 
included  in  the  appendix  on  p.  5500.) 

Acting  Chairman  Reece.  I  may  say  a  very  good  procedure 
would  be  for  the  Committee  to  authorize  the  admittance  of  the  vari- 
ous charts  as  they  are  identified  and  if  there  is  no  objection,  it  will 
be  so  ordered. 

Dr.  Thorp.  This  happens  to  be  the  record  kept  by  an  individual 
who  had  that  type  of  mind,  of  the  detail  which  he  went  through  in 
connection  with  the  construction  of  his  house,  day  by  day — the  story 
of  what  he  or  the  general  contractor  had  to  do.  The  house  is  described 
in  the  record.  It  is  a  house  costing  somewhere  in  the  neighborhood 
of  $8,000  or  $9,000,  and  is  in  the  general  locality  of  Washington. 

I  want  to  point  out  one  or  two  interesting  types  of  things  that  are 
shown  here.  First,  I  should  like  to  point  out  the  number  of  people 
contacted  in  the  building  of  this  house  just  as  we  run  through  the 
record.  For  instance,  starting,  say,  in  April,  1938  [reading  from 
"Exhibit  No.  871"]: 

General  contractor  obtained  bids  from  four  lumber  companies.  This  involved 
two  or  more  contacts  with  each  company.  General  contractor  obtained  bids 
from  two  contractors  for  the  brick  and  masonry  work.  General  contractor 
obtained  bids  from  three  carpenters.  Owner  had  stock  company's  architect 
make  small  revision  and  addition  to  plans.  General  contractor  obtained  building 
permit  from  county.  Surveyor  marked  off  house  on  lot  according  to  plans. 
County  inspector  condemned  surveyor's  work;  claimed  house  was  too  close  to 
building  line.  Surveyor  marked  off  house  according  to  new  regulations.  General 
contractor  subcontracted  excavation  of  basement. 

So  it  runs  on,  and  there  are  four  or  five  pages  of  continuous  con- 
tacting of  new  people  in  order  to  carry  on  the  work. 

I  should  also  like  to  note  that  in  this  kind  of  procedure  purchasing 
does  not  seem  to  be  particularly  well  organized  [reading  further  from 
"Exhibit  No.  871"]: 

May  11:  General  contractor  purchased  from  hardware  store  3  kegs  of  nails  for 
rough  lumber  work,  1  shovel  for  laborer,  1  quart  of  linseed  oil,  and  1  gallon  of 
paint. 

May  19:  General  contractor  purchased  1  gallon  of  turpentine  from  hard- 
ware store. 

May  24:  General  contractor  purchased  wood  laths  and  roofing  felt  from  two 
different  dealers. 

May  25:  General  contractor  purchased  1  gallon  of  paint. 

May  28:  General  contractor  purchased  20  pounds  of  finishing  nails,  20  pounds 
of  galvanized  nails,  and  1  roll  of  tar  paper. 

June  1 :  General  contractor  purchased  50  pounds  of  roofing  nails. 

And  so  forth  on  through  the  record. 

I  should  like  to  point  out  the  degree  to  which  this  general  con- 
tractor has  to  operate  as  an  employment  agency,  stepping  into  this 
picture  almost  anywhere  [reading  further  from  "Exhibit  No.  871"]: 

July  2:  General  contractor  engaged  two  laborers  to  complete  grading  the  yard 
about  house. 

July  6-9:  General  contractor  obtained  bids  from  two  painters  for  interior  and 
exterior  painting. 
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The  record  includes  floor  finishers,  installers  of  oil  burners,  paper- 
hangers,  and  so  forth,  in  each  case  someone  that  the  general  contractor 
has  to  go  out  and  deal  with. 

I  mentioned  the  difficulty  with  the  surveyor.  Here  is  another  little 
illustration  of  some  of  the  types  of  complications  that  developed. 
This  is  from  July  25  to  29.  It  is  a  little  complicated  [reading  further 
from  "Exhibit  No.  871"]: 

Paperhanger  refused  to  work  while  floor  finishers  were  working.  Floor 
finishers  had  to  wait  day  for  paperhanger  to  finish.  Painter  couldn't  put  on 
final  coat  of  paint  in  some  rooms  until  floor  finishers  were  through.     Plumber  was 

nterfering  with  floor  finishers  because  of  the  necessity  of  fixing  leaks  in  radiators 

n  room  where  floor  finishers  were  working. 

So  you  got  the  poor  contractor  tangled  up  trying  to  get  his  work 
done  when  each  of  these  various  people  had  to  wait  for  the  other  to 
finish. 

I  think  that  these  two  demonstrations,  while  they  are  merely  single 
cases,  ought  to  be  sufficient  to  emphasize  the  point  that  this  is  an 
industry  in  which  we  are  talking  about  a  very  complicated  process, 
a  process  which  already  appears  to  be  handled  by  a  number  of  different 
specialists  who  have  to  be  organized  in  some  way  or  other  to  carry 
it  through. 

So  far  I  have  been  talking  in  qualitative  terms.  Now  I  want  to 
talk  about  the  construction  industry  in  statistical  terms  so  that  you 
can  see  more  clearly  what  this  amounts  to  in  the  national  total. 

Now,  there  are  some  difficulties  about  doing  that.  The  first  diffi- 
culty is  that  we  have  to  make  some  arbitrary  decision  as  to  what  we 
mean  by  construction  and  the  construction  industry.  Like  all  prob- 
lems of  definition,  there  is  nothing  that  is  entirely  correct;  and,  like 
most  problems  of  definition,  there  are  a  number  of  different  definitions 
whic^  actually  are  in  use  at  the  present  time.  For  example,  in  the 
records  of  the  Bureau  of  Internal  Revenue,  which  I  shall  present  later, 
ship  construction  is  part  of  the  construction  industry,  while  in  the 
records  of  the  Social  Security  Board,  ship  construction  is  included  as 
a  manufacturing  rather  than  a  construction  industry. 

There  is  no  neat  pattern.  The  installation  of  linoleum  is  regarded 
as  part  of  the  construction  industry,  whereas  the  laying  of  rugs  is 
not  a  part  of  the  construction  industry.  The  planting  of  shrubbery 
around  the  yard  might  be  regarded  as  part  of  the  construction  industry, 
whereas  the  sowing  of  grass  on  the  lawn  might  not.  There  are  many 
boundary  cases  that  make  it  rather  difficult.  Then  there  is  the 
question  of  new  construction  as  against  repairs.  -  About  half  of 
the  work  done  by  subcontractors  is  repairs  and  maintenance,  and 
half  of  it  is  new  construction.  When  we  talk  about  such  things  as 
building  permits  for  new  construction,  we  are  covering  only  part  of 
the  activity  of  the  construction  industry  in  the  United  States. 

Acting  Chairman  Reece.  The  expression  "construction  industry," 
if  the  qualifying  term  "new"  is  not  used,  would  include  maintenance 
and  repairs,  would  it  not? 

Dr.  Thorp.  That  is  the  customary  procedure;  yes. 

The  places  where  one  runs  into  the  greatest  difficulty  are,  for 
example,  in  the  public-utility  industry,  where  the  question  arises  as 
to  whether  the  installation  of  a  turbine  is  or  is  not  a  part  of  the  onn 
struction. 
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Conceptually,  from  the  point  of  view  of  business  organization,  there 
is  another  reason  why  this  industry  is  difficult,  and  that  is  because 
many  of  the  parts  of  it  shift  in  and  out.  A  carpenter,  for  instance, 
may  work  for  several  months  on  a  job  as  a  journeyman  carpenter, 
and  then  he  may  take  on  a  subcontract  and  himself  become  a  sub- 
contractor, on  another  enterprise.  He  is  an  employee  in  his  first 
capacity;  he  is  an  employer  in  his  second  capacity.  How  one. would 
include  him  in  the  picture  of  the  construction  industry,  whether  as  an 
entrepreneur  or  employee  depends  on  the  particular  moment  at  which 
you  are  counting  him. 

We  have  scattered  information  with  regard  to  the  construction 
industry  and  first  I  should  like  to  put  a  chart  into  the  record  entitled 
"All  Construction  Activity,"  which  merely  serves  to  classify  and  show 
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for  what  area  of  the  industry  we  will  have  the  statistical  material. 

(The  chart  referred  to  was  marked  "Exhibit  No.  872"  and  appears 
on  this  page.) 

Dr.  Thokp.  The  industry  is  broken  down  here  between  the  con- 
tract construction  group,  those  who  undertake  construction  activity 
for  others,  and  the  construction  which  is  done  by  people  on  their 
own  account.  For  example,  many  manufacturing  enterprises  are 
continually  engaged  in  construction  on  their  own  account  and 
use  their  own  employees,  and  therefore  would  come  under  this 
latter  category.  The  contract  construction  group  is  broken  down 
into  what  might  be  called  the  contract  construction  industry,  that 
which  is  primarily  engaged  in  construction,  and  secondly,  certain 
types  of  contract  construction  which  is  done  as  a  side  line  or  as  a 
secondary  activity  by  other  enterprises. 

It  is  this  contract  construction  industry  for  which  some  statistical 
material  is  available.     Our  mai"  so'1T*qe  of  information  is  the  census 
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of  construction  which  was  taken  in  1935.  I  have  not  had  that  material 
charted  because  I  don't  want  to  overemphasize  it  in  this  picture  of 
the  construction  industry,  because  the  Census  Bureau  has  never  been 
able  to  obtain  complete  coverage  in  its  investigations  of  the  con- 
struction industry. 

It  necessarily  has  limited  itself  to  enterprises  which  have  establish- 
ments with  signs  over  the  door  indicating  that  they  are  engaged  in  the 
construction  industry,  but  we  all  know  that  a  very  large  part  of  this 
industry  is  carried  on  by  people  who  have  no  establishments,  who 
operate  from  their  homes  or  from  their  hats  or  their  hip  pockets, 
or  however  one  wants  to  designate  it;  and  who  come  in  with  pencil- 
and  paper  and  make  a  bid  on  a  job,  and  who  then,  if  they  obtain  the 
bid,  proceed  to  start  operations.  That  whole  group  has  never  been 
covered  by  the  census,  and  therefore  the  census  information  is  re- 
stricted pretty  much  to  the  larger  and  more  permanent  operators  in 
the  industry. 

Dr.  Lubin:  Mr.  Thorp,  in  reality  these  people  that  you  have  just 
mentioned  who  are  not  covered  by  the  census  are  brokers.  They  are 
not  in  a  sense  constructors — they  don't  have  their  own  labor  force, 
they  don't  have  their  own  materials,  they  don't  have  their  own 
equipment;  all  they  have,  as  you  say,  is  a  hat  or  a  pocket.  They 
make  these  bids  and  once  having  secured  the  contract  they  go  out 
and  get  subcontractors  to  do  the  work,  do  they  not? 

Dr.  Thorp.  I  think  in  a  good  many  cases  they  are  the  subcon- 
tractors and  do  the  work  themselves.  The  type  of  situation  which 
you  describe  does  happen  very  frequently,  but  very  often  those  who 
are  missed  by  the  census  are  carpenters,  for  example,  who  operate 
some  of  the  time  independently] and  some  of*the  time  as  employees 
for  someone  else. 

Dr.  Lubin.  But  they  would  be  covered  if  they  were  subcontractors 
by  the  census  figures,  would  they  not? 

Dr.  Thorp.  Not  necessarily.  They  would  be  covered  if  the  census 
found  them;  if  they  had  establishments  which  brought  them  to  the 
attention  of  the  census,. but  they  would  not  otherwise  be  covered — 
that  is,  the  census  did* not  make  a  door-to-door  canvass. 

Dr.  Lubin.  Is  any  information  available  showing  the  relative  per- 
centage of  the  "so-called  contractors  who  are  nothing  more  than 
brokers  as  opposed  to  a  contractor  who  has  his  own  staff  and  actually 
is  engaged  in  .employing  people? 

Dr.  Thorp.  There  are  no  figures  available  except  that  I  shall,  in  con- 
nection with  discussing  the  Social  Security  data,  make  a  guess  which 
may  be  far  wide,  but  will  be  the  best  that  we  can  do  with  regard  to  that. 

I  should  like  to  offer  for  the  record  a  table  entitled  "Contract 
Construction  Industry,  Number  of  Establishments,  Work  Performed, 
and  Number  of  Employees  by  Kind  of  Business  in  1935." 

(The  table  referred  to  was  marked  "Exhibit  No.'873"  and  is  in- 
cluded in  the  appendix  on  p.  5503.) 

Dr.  Thorp.  This  is  the  result  of  the  census  of  which  I  have  been 
speaking,  and  covers  75,000  establishments.  Of  those  75,000  estab- 
lishments, about  11,000  are  general  contractors,  and  64,000  special 
trade  contractors.  A  third  of  those  special  trade  contractors  are  in 
the  heating  and  plumbing  group. 

I  have  mentioned  that  this  material  is  limited  in  coverage.  I  now 
want  to  present  some  material  obtained  from  the  Social  Security  Board 
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which  will  give  us  a  little  different  picture  of  the  industry.  This 
appears  oh  the  chart  "Number  of  Employers  and  Employees  Con- 
tract Construction  Industry,  1938." 

Exhibit  No.  874 
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(The  chart  referred  to  was  marked  "Exhibit  No.  874"  and  appears 
on  this  page.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5504.) 

Dr.  Thorp.  First  we  must  remember  that  the  records  of  the 
Social  Security  Board  include  only  operators  who  had  employees, 
so  that  in  this  picture  we  are  covering  the  contract  construction 
industry  only  to  the  degree  in  which  it  is  an  employing  industry. 
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These  figures  are  based  on  records  for  the  first  quarter  of  1938. 
The  number  of  employers  applies  to  the  period  January  to  March, 
while  the  number  of  employees  is  as  of  the  last  pay-roll  period  in  that 
quarter.  I  might  point  out  that  obviously  this  is  not  the  period 
of  the  year  in  which  the  construction  industry  is  at  its  largest,  and, 
therefore,  if  one  had  annual  figures  they  might  appear  somewhat 
different. 

This  shows  nearly  100,000  employers  in  the  construction  industry, 
with  over  800,000  employees. 

The  general  contractors  in  the  building  end  of  the  construction 
industry  are  22,000  in  number,  8,000  in  the  other  types  of  activity; 
and  the  large  balance,  nearly  67,000,  are  the  special  trade  contractors. 

I  said  that  these  were  the  cases  which  represent  enterprises  with 
employees'.  The  best  guess  that  we  can  make,  based  on  sample 
material  and  the  earlier  census  information,  and  so  forth,  is  that 
there  should  be  about  another  50,000  added  to  this  of  people  who 
operate  on  their  own  in  the  construction  industry,  but  who  would  not 
at  this  time  have  employees.  Quite  possibly  some  of  these  employers 
included  in  the  Social  Security  reports  would  drop  out  of  the  picture 
and  have  no  employees;  at  some  other  date,  some  of  these  other  indi- 
viduals would  come  in  with  employees.  But  our  best  guess  is  that 
one  should  think  of  the  construction  industry  as  having  about  150,000 
enterprises. 

I  might  say  that  this  material  is  preliminary  and  unpublished,  and 
subject  to  somerevision  before  it  can  be  regarded  as  final. 

Now  we  can  turn  to  the  problem  of  the  size  of  these  enterprises  in 
the  construction  industry.  One  can  see  from  this  (referring  to 
"Exhibit  874")  something  about  the  averages  involved  in  this  case. 
Disregarding  the  enterprises  with  no  employees,  there  are  something 
like  eight  employees  to  the  average  enterprise.  The  average  is  larger 
for  the  general  contractors  and  appreciably  smaller  for  the  special 
trade  contractors. 

Now,  we  have  this  same  material  from  the  Social  Security  Board 
in  terms  of  a  frequency  distribution,  appearing  on  this  chart,  the 
title  of  which  is  "Distribution  of  Employers  and  Employees  by  Size 
of  Business  Concern,  Contract  Construction  Industry,  1938." 

(The  chart  referred  to  was  marked  "Exhibit  No.  875"  and  appears 
on  p.  5182.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5504.) 

Dr.  Thoep.  Perhaps  I  might  at  this  time,  Mr.  Chairman,  catch 
up  on  myself,  because  I  failed  to  do  one  thing  which  I  had  intended  to 
do  as  we  went  along.  At  each  point  where  a  chart  appears,  I  should 
like  to  introduce  also  into  the  record  the  supporting  statistical  material. 

Acting  Chairman  Reece.  That  may  be  done. 

Dr.  Thorp.  This  chart  is  based  upon  the  same  underlying  material 
as  the  previous  one.  The  black  lines  indicate  the  percentage  of  enter- 
prises or  of  employers  which  employ  the  various  specified  number  of 
employees,  and  the  lighter  areas  represent  the  percent  of  all  the  em- 
ployees in  each  group  of  employers. 

The  significant  comparison  of  this  chart  is  with  the  chart  of  con- 
centration which  I  presented  in  December.1  I  think  I  can  briefly 
summarize  that  so  that  you  can  get  a  clearer  picture  of  the  construc- 
tion industry  itself. 

1  See  "Exhibit  No.  56,"  Hearings,  Part  I,  p.  97. 
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In  the  comparison,  remember  this:  The  chart  for  all  industry  was 
for  the  last  half  of  1937,  whereas  this  is  for  the  first  quarter  of  1938. 

One  other  difference  is  that  our  earlier  chart  was  based  on  the 
number  of  wage  items,  the  number  of  employees  at  any  time  on  the 
pay  roll  during  the  previous  6  months'  period.     This  is  based  on  the 


exact  number  at  a  specified  pay-roll  time,  but  with  those  qualifications 
in  mind,  I  should  like  to  compare  the  two  groups. 

In  this  particular  chart,  if  we  take  enterprises  with  one  or  two  or 
three  employees,  that  represents  53  percent  of  all  the  enterprises.  In 
our  general  size  distribution,  51  percent  were  in  that  group,  so  that 
they  are  approximately  the  same. 
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The  thing  that  is  significant  is  the  fact  that  in  this  case,  1 1  percent 
of  all  the  employees  are  employed  by  these  small  employers,  whereas 
in  our  over-all  size  distribution  it  was  only  4  percent. 

That  difference  becomes  clearer  if  one  includes  all  this  block,  those 
with  1  to  9  employees.  In  our  earlier  picture  of  all  enterprises,  the 
1  to  9  group  had  76  percent  of  the  enterprises,  here  it  includes  83 
percent.  In  the  all-industry  it  included  11  percent  of  the  employees. 
In  this  case  nearly  a  third  of  the  employees  are  in  these  smaller 
enterprises. 

Over  at  the  other  end  is  also  a  significant  comparison.  For  all 
enterprises,  this  bar  which  represented  the  number  of  employees  in 
enterprises  with  a  thousand  or  more  went  up  to  32  percent;  in  the 
construction  industry  it  goes  up  to  only  3.6  percent. 

One  final  comparison.  If  one  tried  to  locate  half  the  employees, 
one  would  find  half  the  employees  for  all  industry  in  enterprises  below 
250,  and  the  other  half  in  enterprises  above  250.  In  construction 
that  dividing  line  is  between  27  and  28,  so  that  half  the  employees  in 
construction  are  in  enterprises  with  27  or  28  employees. 
Mr.  Henderson.  Twenty -seven  and  twenty-eight,  or  less. 
Dr.  Thorp.  Or  less;  yes. 

The  difference  between  these  two  sets  of  evidence  makes  very  clear 
the  fact  that  we  are  talking,  when  we  talk  of  the  construction  industry, 
of  an  industry  in  which  the  enterprise  in  general  is  a  small-scale 
enterprise,  and  this  includes,  of  course,  not  merely  housing,  but  high- 
way contractors,  bridge  builders,  and  all  branches  of  the  construction 
industry. 

Dr.  Lubin.  There  is  nothing  in  that  chart  which  would  make  it 
clear  as  to  whether  or  not  these  employees  'were  construction  em- 
ployees. In  other  words,  it  is  possible,  is  it  not,  that  some  of  these 
firms  employing  three,  four,  or  five  people  may  be  employing  only 
office  people,  and  as  far  as  affording  direct  employment  to  carpenters, 
plumbers,  and  so  forth,  they  are  not  in  the  picture  at  all. 

Dr.  Thorp.  That  would  be  perfectly  true.  These  concerns  are 
classified  according  to  their  major  activity,  and  certainly  it  would  not 
be  true  that  all  these  employees  should  be  thought  of  as  employees 
on  the  job.  They  would  include  all  the  employees  engaged  by  the 
enterprise  regardless  of  their  type  of  activity. 

Mr.  Chawner.  Is  it  not  true  that  that  would  be,  particularly  the 
case  in  this  period,  in  March,  when  in  some  types  of  work  no  employ- 
ment at  all  on  the  site  is  possible? 

Dr.  Thorp.  Yes;  that  would  be  true.  I  think  one  needs  to  keep 
in  mind  always  the  fact  that  this  is  the  first  quarter  of  the  year  and  in 
some  of  the  northern  sections  of  the  country  activity  is  necessarily  at 
a  lower  level  at  that  time.  I  think  it  is  important  to  realize  that  that 
is  a  fairly  local  situation,  and  the  coverage  is  estimated  to  be  between 
eighty-five  and  ninety  percent  of  the  year's  average  as  of  the  end  of 
March. 

I  should  like  also  to  present  some  information  concerning  the  size  of 
construction  enterprises,  measured  in  terms  of  assets.  In  this  case,  I 
have  no  chart  to  present  to  you,  and  only  material  with  regard  to 
corporations  which  are  engaged  in  construction  activity.  This 
material  will  appear  in  a  table  entitled  "Distribution  of  Construction 
Corporations  by  Total  Assets,  1936,"  and  is  based  upon  records  from 
the  Bureau  of  Internal  Revenue 
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(The  table  referred  to  was  marked  "Exhibit  No.  876"  and  is  in- 
cluded in  the  appendix  on  p.  5504.) 

Dr.  Thorp.  I  have  not  charted  it  because  it  represents  necessarily 
only  a  small  part  of  the  industry.  There  were  16,645  active  corpora- 
tions classified  as  being  in  the  construction  industry  in  1936  by  the 
Bureau  of  Internal  Revenue.  That  is  less  than  a  tenth  of  the  number 
of  construction  enterprises. 

I  shan't  take  time  to  discuss  the  accounting  problems  involved  in 
any  measure  in  terms  of  assets.  I  should  like  to  say  this,  that  the 
picture  that  one  gets  in  terms  of  corporations  necessarily  over- 
emphasizes the  share  of  the  work  done  By  large  enterprises  because 
the  omissions  are  by  and  large  omissions  at  the  small  end  of  the 
frequency  distribution.  In  spite  of  that  fact  it  is  important  to  realize 
that  there  is  no  other  general  industry  group  which  shows  as  little' 
concentration  in  large  enterprises  as  the  construction  industry.  That 
goes  for  trade,  as  well  as  for  manufacturing,  mining,  and  other  types 
of  activities. 

If  one  takes  the  case  of  corporations  with  less  than  $50,000  of  assets, 
for  general  corporations  other  than  financial  companies,  about  60 
percent  fall  in  this  group  of  below  fifty  thousand  in  assets,  while  in 
the  construction  industry  about  70  percent  are  below  the  $50,000 
level. 

On  the  other  hand,  if  you  consider  enterprises  with  over  $5,000,000 
of  assets,  for  general  corporations  other  than  financial,  they  have  71  per- 
cent of  all  the  assets.  In  the  construction  industry  they  have  only  25 
percent,  and  even  that  is  high  because  the  Bureau  of  Internal  Revenue 
includes  shipbuilding  and  ship  repairing  in  the  construction  industry, 
and  shipbuuding  is  a  fairly  large-scale  industry.  So  that  even  with 
shipbuilding  included  one  gets  from  the  assets  picture,  also,  an  indi- 
cation of  the  fact  that  construction  is  a  small-scale  industry. 

I  should  like  briefly  to  introduce  a  chart  which  ties  together  to  some 
extent  this  matter  of  assets  and  employment.  I  don't  want  to  spend 
any  time  discussing  it.  This  is  a  chart  entitled  "Average  Inventory 
Value  of  Equipment  Per  Employee  in  the  Contract  Construction 
Industry  as  of  1929,"  and  it  is  based  upon  the  census  material. 

(The  chart  referred  to  was  marked  "Exhibit  No.  877"  and  appears 
on  p.  5185.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5505.) 

Dr.  Thorp  (continuing).  The  height  of  uhe  bar  represents  the 
amount  of  equipment  required  per  employee  in  each  one  of  various 
types  of  activity.  There  are  44  categories  giyen  here.  Several  of 
them  seem  to  run  up  fairly  far.  These  cases  that  stand  out  well 
above  the  line  are  all  cases  involving  marine  work  where  dredges  and 
such  types  of  equipment  are  required.  Of  the  44  categories  here, 
there  are  only  10  in  which  a  thousand  dollars  of  equipment  is  required, 
or  is  the  average  per  employee.  In  other  words,  in  an  industry  with  as 
many  small  employee  enterprises  as  this  one,  it  is  obvious  that  the 
capital  requirements,  from  the  point  of  view  of  equipment  at  any  rate 
are  relatively  slight. 

Acting  Chairman  Reece.  If  you  don't  mind  being  interrupted,  in 
some  sections  the  building  supply  companies  construct  houses.  That 
is,  the  company  will  have  an  architect,  or  at  least  someone  who  is  a 
draftsman  and  sufficiently  skilled  to  draw  up  the  plans  for  a  house. 
There  is  no  one  intervening  between  the  building  supply  man  and  the 
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owner  of  the  house,  and  according  to  my  observations,  that  accounts 
for  a  very  considerable  part  of  the  building  in  the  smaller  cities.  I 
am  wondering  just  how  that  type  of  construction  comes  into  the  data 
which  you  have  assembled. 
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Dr.  Thorp.  It  is  very  difficult  to  answer  that  question.  I  can 
merely  say  this,  that  the  Census  Bureau  tries  to  sort  out  these  types 
of  activities  and  include  them  according  to  which  is  major  and  which 
is  minor.  One  of  the  difficulties  which  I  shall  not  be  able  to  meet 
when  I  discuss  the  supply  situation  is  the  fact  that  the  suppliers*  and 
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dealers  are  so  often  engaged  in  work  at  the  site.  Our  contractors  also 
are  frequently  manufacturers  in  the  sense  that  they  may  saw  lumber 
and  do  things  of  that  sort.  The  possibility  of  sorting  out  these 
various  parts  in  the  industry  is  very  slight.  In  the  size  figures,  the 
activity  would  be  classified  as  construction  only  if  that  were  the 
major  activity.  If  a  concern's  major  activity  was  retailing  or  selling 
to  other  contractors,  then  it  would  appear  in  the  distribution  group. 

Acting  Chairman  Reece.  In  the  smaller  cities  the  building-supply 
man  occupies,  it  seems  to  me,  an  entirely  different  position  than  he 
does  in  the  large  cities,  and  performs  quite  a  different  service. 

Dr.  Thorp.  There  is  an  appreciable  difference  according  to  the 
kind  of  building  supply  that  you  are  talking  about.  Lumber  yards 
are  less  apt  to  be  engaged  in  construction  work  than  plumbing-supply 
people  where  the  plumber  may  alsp  act  as  a  supply  dealer. 

In  getting  at  this  picture  of  the  kind  of  work  that  goes  on  at  the 
site  I  should  like  to  introduce  a  chart  which  shows  the  location  of 
work  performed.  This  chart  is  entitled  "Distribution  of  Work  Per- 
formed, by  Location,  Contract  Construction  Industry,  1935." 

(The  chart  referred  to  was  marked  "Exhibit  No.'878"  and  appears 
on  p.  5187.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5506.) 

Dr.  Thorp.  This  chart  indicates  how  much  of  the  work  done  by 
various  types  of  operators  is  done  in  the  home  city,  how  much  is  done 
in  the  home  State  outside  the  home  city,  and  how  much  is  done  outside 
the  home  State.  It  is  interesting  to  note  that  among  the  general 
contractors,  two-thirds  of  the  building  operators  are  in  the  home  city. 
Heavy  construction  is  more  scattered.  Highway  construction,  while 
most  of  it  is  done  within  the  State,  also  has  a  great  deal  done  outside 
of  the  home  city  because  that  is  where  highways  are. 

When  one  comes  to  the  special  trade  contractors,  the  picture  is 
much  more  emphatic  in  terms  of  operating  within  the  home  city.  As 
one  gets  down  to  the  heavier  types  of  activity,  however — stone  set- 
ting, steel  erection,  excavating  and  foundations,  and  the  "all  other" 
group,  which  includes  such  things  as  elevator  installations,  wrecking, 
ornamental  iron  works,  and  so  forth — one  finds  that  there  is  more 
work  done  outside  the  home  city. 

But  again,  considering  the  number  of  cities  in  the  country,  this  is  a 
further  indication  of  the  fact  that  the  construction  industry,  in  oper- 
ating at  the  site,  tends  to  be  small  scale  and  tends  to  be  a  locally 
operating  industry. 

Mr.  O'Connell.  Dr.  Thorp,  I  am  informed  you  have  been  remiss 
about  submitting  tables  to  support  the  last  several  charts.  Are  they 
all  in  the  record? 

(The  clerk  indicated  the  tables  were  in  the  record.) 

Dr%  Thorp.  I  should  like  to  make  a  few  observations  if  I  may  with 
regard  to  the  significance  of  an  industry  whose  organization  is  of  the 
type  which  I  have  been  describing.  I  have  tried  to  show  some  of  the 
reasons  why  one  can  explain  the  character  of  this  industry,  the  diversi- 
fied type  of  task  which  it  has.  Its  organization  is  an  organization  of 
many  small  specialized  units,  not  focusing  so  much  on  the  final 
product  as  focusing  on  the  part  which  each  unit  has  to  do. 

Now,  in  comparison  with  other  industries,  this  situation  leads  to 
certain  obvious  costs  which  I  should  like  to  point  out.  First  is  the 
difficulty  of  organizing  and  planning  an  efficient  work  program  on  the 
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part  of  the  enterprise.  The  many  parts  which  have  to  be  brought 
together  are  brought  together  in  varying  ways,  in  varying  places,  on 
various  types  of  operation,  and  it  becomes  a  major  problem  of  organi- 
zation to  bring  tins  about  in  any  efficient  way. 
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Secondly,  a  characteristic  of  the  industry  is  expensive  purchasing — 
purchasing  in  small  lots.  I  indicated  in  the  illustration  which  I  gave 
the  buying  'of  1  gallon  of  paint — that  sort  of  thing.  This  small-lot 
purchasing  is  a  result  of  a  small-scale  industry. 

It  is  expensive  in  its  purchasing  practices,  it  is  expensive  in  its 
selling  practices.     Because  the  selling  practices  essentially  are  through 
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the  process  of  bidding,  the  result  is  that  in  connection  with  building 
one  house  there  may  be  a  hundred  bids  which  are  prepared  by  various 
people  who  wish  to  participate  in  that  activity,  although  there  may 
be,  let's  say,  only  10  contracts  which  are  finally  awarded.  So  jt  is 
necessary  for  all  the  people  who  would  like  to  participate  in  this 
enterprise  to  work  out  a  tailor-made  estimate  for  a  particular  job,  and 
necessarily  that  involves  an  expensive  form  of  selling  their  services. 

It  makes  for  an  uneven  flow  of  work  and  employment.  With  as 
many  small  enterprises  as  these,  and  as  many  projects,  the  evenness 
which  can  come  from  averages  is  not  present.  It  is  a  continual  up-and- 
down  effort  to  find  new  work  and  necessarily  even  within  the  locality 
there  is  great  unevenness  as  the  result  of  this  type  of  organization. 

With  so  many  small  enterprises  there  are  always  questions  of 
inadequate  and  unstable  financing.  With  so  many  small  enterprises 
it  is  not  surprising  that  there  is  virtually  no  research  carried  on  by 
the  construction  industry  in  itself,  and  a  resistance  to  new  methods 
and  materials  because  of  the  fact  that  the  members  of  the  industry 
are  not  active  in  the  technical  and  engineering  front. 

Over  all,  it  is  an  industry  where  there  is  no  basic  responsibility,  no 
one  person.  It  is  an  industry  in  which  there  are  a  great  many  people 
concerned,  and  therefore  not  one  which  is  concerning  itself  with  the 
over-all  developments  of  construction. 

Acting  Chairman  Reece.  To  what  extent  do  the  manufacturers 
assume  some  responsibility  for  research  in  their  respective  lines  and 
bring  into  the  factory  representatives  of  the  building  supply  people 
or  the  smaller  contractors,  and  in  that  way  keep  them  abreast  more 
or  less  with  the  developments? 

Dr.  Thorp.  That  is  the  point,  Mr.  Congressman,  where  research 
is  done  in  the  industry,  but  I  have  been  talking  so  far  about  the  con- 
struction industry  in  terms  of  that  wh«.h  happens  at  the  site;  those 
who  are  actually  engaged  in  the  building  of  structures,  dams,  bridges, 
highways,  and  so  forth.  I  am  going  to  move  a  little  later  into  the 
supply  area,  and  then  finally  back  into  the  building  materials  area, 
but  the  construction  industry  itself,  as  I  have  been  discussing  it  here, 
is  the  direct  construction  industry,  and  the  direct  construction  indus- 
try itself  has,  I  think,  a  very  limited  record  as  far  as  its  research  work 
is  concerned. 

Mr.  Chawner.  Dr.  Thorp,  isn't  it  true  that  the  question  the 
cli airman  raises  with  regard  to  research  is  different  in  different  sorts 
of  items  that  go  into  a  house?  For'  example,  in  electrical  and  heating 
and  plumbing  facilities,  the  manufacturers  have  developed  approved 
units  by  research,  but  in  the  structure  itself,  which  has  to  be  prepared 
on  the  site,  handicraft  methods  still  more  or  less  prevail.  There  is  a 
conspicuous  difference  between  the  various  parts  of  a  house  as  regards 
the  amount  of  research  which  has  been  put  into  it  because  of  the  fact 
that  it  has  been  possible  in  one  case  for  the  manufacturer  to  develop 
completed  units  and  in  the  other  case  it  has  not  been  possible. 

Dr.  Thorp.  Yes;  I  think  that  would  be  a  fair  generalization. 

These  comments  I  have  been  making  are  general  comments  from 
the  broad  economic  point  of  view.  I  should  like  also  to  point  out  what 
this  type  of  industry  means  for  the  individual  businessman  who  is 
engaged  in  it.  In  an  industry  where  there  are  as  many  small  units 
as  this,  and  such  a  movement  in  and  out  of  the  industry,  the  natural 
tendency  would  be  for  there  to  be  a  very  disorderly  and  bitter  com- 
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petition.  It  is  hard  to  see  how  this  industry  could  operate  with  cost 
controls  because  cost  experiences  would  mean  very  little  when  carried 
from  one  job  to  another.  Furthermore,  in  many  of  these  enterprises 
the  proprietor  is  himself  a  major  part  of  the  labor  force  and  that  per- 
mits some  fluctuation  in  his  estimates  of  costs. 

I, haven't  emphasized  the  fact  that  much  of  the  industry  is  carried 
on  on  a  speculative  basis.  There  are  no  satisfactory  figures  on  that, 
but  somewhere  between  a  third  and  a  half  of  all  one-family  residential 
building  is  done  for  sale  or  rent,  anjd  that  is  mostly  for  sale.  That 
means  that  a  very  considerable  part  is  what  is  usually  thought  of  as 
speculative  building,  which  adds  a  financing  pressure  to  the  processes 
of  the  industry. 

Now,  in  this  sort  of  situation  where  one  might  expect  this  disorderly 
and  bitter  competition,  it  is  not  surprising,  therefore,  that  the  members 
of  the  industry  should  seek  to  protect  themselves  from  that  type  of 
economic  -  pressure.  They  seek  protection  first  against  other  con- 
tractors, for  example,  who  may  perform  the  same  sort  of  thing  as 
they;  and  secondly,  where  they  are  specialists  they  seek  protection 
against  substitute  materials  and  substitute  skills  which  may  reduce 
their  market.  So  that,  as  an  actual  consequence  of  the  organization 
of  the  industry,  one  finds,  as  results  of  this  search  for  protection,  agree- 
ments, collusions,  price  controls,  the  use  of  building  codes,  union 
restrictions,  such  things  as  bring  into  the  picture  what,  from  the  point 
of  view  of  the  business  entrepreneur,  might  be  described  as  order,  but 
which  I  should  prefer  to  describe  as  protection. 

I  should  like  to  add  one  other  point  about  this  type  of  industry. 
Being  an  industry  in  which  the  whole  is  made  up  of  many  parts, 
a  price  reduction  by  any  one  part  is  not  significant  in  terms  of  its 
effect  upon  the  total.  Therefore  the  tendency  is  for  any  one  part  to 
try  to  hold  up  the  rest  of  the  industry  for  its  own  advantage,  and  that 
is  the  way  in  which  its  own  advantage  will  appear.  This  is  an  indus- 
try in  which  the  demand  is  a  demand  for  a  composite  product,  in  which 
a  great  many  of  these  parts  have  participated,  and  therefore  one  can 
find  no  one  part  responsible.  The  whole  tendency  in  terms  of  its 
effect  on.  prices  is  for  each  part  to  find  that  its  profit  lies  in  increasing 
its  own  charges  on  the  industry  rather  than  in  reducing  them,  because 
a  reduction  will  have  such  a  small  effect  upon  the  total  demand. 

Now,  I  should  like  to  move  to  a  discussion  of  the  suppliers  and 
dealers  from  whom  these  contractors  get  their  materials.  This  is 
particularly  difficult  to  discuss  because  it  is  not  a  clear-cut  group. 
Very  often  one  will  find  a  given  enterprise  not  only  operating  as  a 
contractor  on  the  job,  but  as  a  supplier  of  materials,  and,  in  fact,  as 
a  manufacturer.  A  lumberyard,  for  instance,  may  act  as  a  sub- 
contractor at  times.  It  may  act  as  a  retailer  or  as  a  wholesaler,  and  it 
may  also  operate  a  planing  mill  and  to  that  extent  be  a  manufacturer. 
So  it  is  very  difficult  to  find  any  precise  definition  of  the  people  that  are 
in  this  intermediary  group. 

I  might  add  also  that  the  distribution  problem  has  become  more 
difficult  because  many  building  materials  are  now  distributed  through 
general  stores.  A  5-and-10-cent  store,  for  example,  will  sell  certain 
of  the  lesser  building  materials,  and  department  stores  and  mail- 
order houses,  and  various  other  general  types  of  stores  are  engaged  in 
distributing  building  materials. 
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I  wish  to  put  in  the  record  the  evidence  which  has  been  collected 
by  the  census  with  regard  to  retail  dealers,  in  the  table  entitled 
"Retail  Dealers  in  Lumber,  Building  Materials,  and  Hardware." 

(The  table  referred  to  was  marked  "Exhibit  No.  879"  and  is  included 
in  the  appendix  on  p.  5506.) 

Dr.  Thorp.  According  to  this  census  report,  which  covers  the  year 
1935,  there  are  73,000  stores  falling  in  this  general  category.  The 
table  which  I  shall  introduce  gives  a  break-down  by  size  of  store.  As  a 
general  overall  comparison,  I  might  say  that  all  stores  in  the  United 
States  average  about  $20,000  a  year  sales.  These  in  this  building 
materials  group  average  $26,000  a  year  sales.  There  are  more  large 
stores  in  the  building  materials  group  than  in  the  general-store 
group.  When  one  gets  to  the  retailing  picture,  one  begins  to  find 
more  in  the  way  of  size,  than  in  the  work  at  the  site  picture. 

As  far  as  wholesalers  are  concerned,  I  might  repeat  the  difficulty 
that  one  faces  in  definition.  For  example,  one  of  the  most  difficult 
problems  of  definition  which  the  N.  R.  A.  faced  was  to  decide  what  was 
a  wholesale  lumberyard  and  what  was  a  retail  lumberyard.  The 
census  has  classified  slightly  over  1 1,000  establishments  as  being  whole- 
sale distributors  of  construction  materials,  and  I  should  like  to  intro- 
duce for  the  record,  tables  from  the  census  giving  the  picture  of 
wholesale  distributors  of  construction  materials. 

(The  table  referred  to  was  marked  "Exhibit  No.  880"  and  is 
included  in  the  appendix  on  p.  5507.) 

Dr.  Thorp.  And  a  second  one  giving  a  break-down  by  size. 

(The  table  referred  to  was  marked  "Exhibit  No.  881"  and  is 
included  in  the  appendix  p.  5508.) 

Dr.  Thorp.  This  break-down  by.  size  shows  that  in  the  wholesale 
group,  there  are  a  considerable  number  of  relatively  large  establish- 
ments, some  of  them  with  sales  exceeding  $1,000,000  a  year. 

One  thing  perhaps  should  be  emphasized  about  these  suppliers  and 
dealers  in  building  materials.  I  have  mentioned  size  in  terms  of  sales. 
It  also  should  be  noted  that  in  general  they  have  to  carry  rather 
h.eavy  inventories,  so  that  if  one  measures  size  in  terms  of  inventories, 
they  are  even  larger  as  compared  with  the  ordinary  retail  or  wholesale 
enterprise.  For  all  retailing  the  turnover  in  the  United  States  is 
something  like  eight  times  a  year.  For  building  materials  the  turn- 
over is  about  three  and  a  half  times  a  year,  so  that  they  have  to  carry 
more  than  twice  as  much  inventory  per  dollar  of  sales  as  is  customary 
in  most  distribution. 

So  much  for  the  number  and  size  of  enterprises  in  the  field  of  dis- 
tribution of  building  materials.  I  have  not  felt  that  it  was  important 
to  take  more  time  on  it.  But  I  do  want  to  indicate  now  and  discuss 
briefly  the  problem  of  competing  channels  of  distribution,  because 
even  these  statistical  tables  tend  to  over-emphasize  the  proposition 
that  there  is  a  clear-cut  retailer  or  clear-cut  wholesaler  group.  I 
should  like  therefore  to  presen'  a  group  of  charts  which  show  the 
channels  of  distribution  through  which  building  materials  flow. 
The  first  chart  is  entitled  "Sales  Distribution  of  Wholesalers  in 
Selected  Kinds  of  Business,  1935." 

(The  chart  [referred  to  was  marked  "Exhibit  No.  882"  and  appears 
on  p.  5191.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5508.) 

Dr.  Thorpe.  The  black  portion  of  the  bar  indicates  the  sales  by 
these  wholesalers  te  contractors  or  to  consumers.     The  next  section 
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in  the  bar,  the  shaded  portion,  indicates  sales  to  retailers,  and  the 
last  smaller  section  represents  sales  back  to  other  wholesalers  or  for 
export. 

These  census  records  are  the  best  records  that  we  have,  although 
there  has  always  been  some  question  as  to  whether  the  manufac- 
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turers  themselves  had  records  in  this  form  and  whether  or  not  the 
census  was  exactly  accurate.  Despite  their  limitations,  I  think  it 
is  important  to  note  that  these  records  show  that  a  considerable 
part  of  the  flow  does  not  go  through  retailers  at  all,  but  directly  to 
contractors.     This  varies  according  to  the  nature  of  the  product. 


5192         CONCENTRATION  OF  ECONOMIC  POWER 

When  one  gets  into  the  lighter  products,  such  as  wallpaper  and  hard- 
ware and  paint  and  varnish,  for  example,  the  tendency  is  for  it  to 
flow  through  a  retailer  as  well  as  a  wholesaler.     When  one  gets  into 
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the  heavier  things  such  as  structural  steel,  it  is  much  more  apt  to  go 
directly  to  the  job,  as  one  might  expect. 

Now  we  carry  that  one  step  further  to  a  chart  which  shows  sales 
distribution  of  manufacturers'  wholesale  branches  in  selected  kinds  of 
industry. 
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(The  chart  referred  to  was  marked  "Exhibit  No.  883"  and  appears 
on  p.  5192.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5509.) 

Dr.  Thorp.  These  are  cases  where  the  manufacturer  himself  has  a 
wholesale  branch.  The  picture  is  very  much  the  same  with  the 
exception  that  there  is  a  tendency  for  his  wholesale  branch  to  do  less 
direct  selling.  His  wholesale  branch  is  much  more  likely  to  sell  to  a 
retailer  or  back  to  another  wholesaler.  The  black  bars  in  general  are 
less  sizable  than  they  were  on  the  earlier  chart. 

There  is  one  more  chart  with  regard  to  this  problem  of  distribution 
which  relates  to  the  manufacturers'  own  sales.  This  chart  is  entitled 
"Sales  Distribution  of  Manufacturers  in  Selected  Industries,  1935." 

(The  chart  referred  to  was  marked  "Exhibit  No.  884"  and  appears 
on  p.  5194.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5509.) 

Dr.  Thorp.  In  this  chart  again  we  have  the  black  showing  the  sales 
to  industrial  and  household  consumers,  and  to  contractors,  sales 
which  do  not  go  into  the  hands  of  dealers.  Then  sales  to  retailers, 
sales  to  their  own  wholesale  branches,  and  sales  to  wholesalers  and 
jobbers.  I  think  one  of  the  most  interesting  cases  on  this  chart  is  the 
case  of  wallpaper  in  which,  as  far  as  the  census  records  go,  you  will 
find  that  all  sales  by  manufacturers  are  either  sales  to  retailers  or  sales 
to  wholesalers.  There  are  no  sales  in  that  case  either  to  consumers 
or  to  contractors. 

Roofing  presents  very  nearly  the  same  picture.  When  one  gets 
into  the  heavier  things  such  as  concrete  products,  structural  and  orna- 
mental metal  work,  one  finds  that  the  sales  are  made  very  frequently 
directly  to  the  consumer  or  to  the  contractor. 

I  should  like  to  emphasize  the  fact  that  these  channels  are  very 
important  for  a  certain  number  of  business  people.  To  the  whole- 
saler it  is  most  disturbing  if  a  manufacturer  undertakes  to  sell 
directly  to  contractors.  The  same  is  true  for  the  retailer.  Natur- 
ally it  is  the  interest  of  each  person  in  this  flow  of  goods  to  preserve 
his  own  position. 

In  the  intermediary  group  of  suppliers  and  dealers  I  should  |ike 
to  emphasize  that  very  frequently  they  are  identified  in  their  interest 
either  with  contractors  or  with  manufacturers.  In  many  cases  they 
are  identical  persons.  For  example,  the  contractor  may  also  be  a 
dealer  in  some  product,  and  obviously  he  is  concerned  about  pre- 
serving his  position  both  as  contractor  and  dealer,  or  in  having  his 
product  maintain  its  position  in  the  market  as  against  some  other. 

To  take  a  special  case,  a  plasterer  subcontractor  necessarily  is 
concerned  in  seeing  that  every  building  has  as  much  plastering  work 
in  it  as  possible.  He  is  naturally  eager  to  see  that  people  use  plaster 
rather  than  wallboard  or  paneling  or  other  wall  materials.  He  may 
work  with  a  dealer  in  plaster.  There  may  also  be  a  wholesaler  as 
active  in  the  plaster  field.  The  ordinary  intermediary,  however, 
might  not  himself  be  much  concerned  as  to  whether  he  sells  plaster 
or  wallboard. 

At  the  other  end,  the  manufacturer  also  is  interested  in  having 
plaster  go  into  the  job.  So  that  upon  this  supplier  pressures  are 
exerted  by  the  contracting  group  and  by  the  manufacturing  group, 
both  of  whom  are  eager  to  have  his  assistance  in  maiataining  the  use 
of  this  particular  type  of  material.     That  assistance,  as  in  the  effort 
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of  the  contractor  to  preserve  himself,  may  make  itself  felt  in  building 
codes,  in  union  restrictions,  in  exclusive  dealing  agreements  with  manu- 
facturers, in  price  agreements,  and  many  others  which  could  be  noted. 

Exhibit  No.  884 


SALES  DISTRIBUTION  OF 

MANUFACTURERS  IN 
SELECTED  INDUSTRIES 
1935 


PERCENT 
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LUMBER  AND 
TIMBER    PRODUCTS 
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AND  VARNISHES 


STEAM  AND  HOT  WATER 
HEATING  APPARATUS 


STOVES.  RANGES 
AND   FURNACES 


PLUMBERS  SUPPLIES 

ROOFING 

WALL  PAPER 


— H  Sales  to  Jndu stria/  and  household  consumers,  and  contractors 

E55%a  Sales  to  retat/ers 

ES^  Sales  to  own  wholesale  branches 

1        i.Sbvfes  In  wholesalers  and  jobbers 

Source:  Bureau  of"  the  Census  do  Si 


I  should  like  to  emphasize,  therefore,  that  this  intermediary  or 
supplying  group  has  a  passive  position  in  that  it  is  not  concerned  as 
to  whether  it  handles  plaster  or  wallboard  as  such.  But  members  of 
the  group  are  often  forced  by  the  more  direct  interest  of  the  people 
in  front  of  them  and  behind  them  to  take  an  active  position  with 
regard  to  the  kind  of  material  that  shall  be  used. 
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The  intermediary  group,  however,  does  have  an  interest  in  the 
preservation  of  its  own  position.  For  example,  a  wholesaler  is  neces- 
sarily very  much  concerned  to  make  sure  that  goods  flow  through  his 
hands  rather  than  go  directly  from  the  manufacturer  to  the  contractor. 
The  same  thing  is  true  with  regard  to  the  dealers.  So,  as  another 
very  active  type  of  force  which  operates  in  this  industry,  we  have  the 
effort  on  the  part  of  these  intermediaries  to  preserve  their  own  posi- 
tion in  the  channel  of  distribution.  From  that  point  of  view,  they 
are  no  different  than  intermediaries  elsewhere.  Wholesalers  and 
retailers  in  general  take  this  same  attitude.  This  is  not  surprising. 
But  in  the  case  of  building  materials,  it  is  emphasized  and  exagger- 
ated by  the  pressures  which  come  from  the  people  to  whom  they 
sell  and  the  people  from  whom  they  buy. 

There  is  one  other  phase  of  distribution  which  I  should  just  like  to 
mention  and  on  which  I  should  like  to  introduce  a  table.  That  is  the 
phase  of  transportation,  because  it  is  important  to  realize  that,  in  the 
total  operations  of  the  construction  industry,  transportation  plays  a 
very  important  part.  That  is  necessarily  so  for  two  reasons:  One,  the 
actual  operations  are  carried  on  over  a  wide  geographical  area  and 
most  of  the  materials  must  be  brought  to  the  site;  and  two,  building 
materials  are  usually  very  heavy,  and  necessarily  have  a  heavy  freight 
burden. 

I  present  for  the  record  some  material  from  the  Interstate  Com- 
merce Commission  in  a  table  entitled  "Estimates  of  Freight  Revenue 
and  Value  of  Commodities  Transported,  Class  I  Steam  Railways, 
1936." 

(The  table  referred  to  was  marked  "Exhibit  No.  885"  and  is 
included  in  the  appendix  on  p.  5510.) 

Dr.  Thorp.  These  estimates  are  based  on  carload  traffic  and  the 
figures  here  are  for  a  small  number  of  commoditiest 

This,  of  course,  is  only  for  the  part  of  the  commodity  which  moved 
in  freight,  but  it  is  interesting  to  note  that  for  gravel  and  sand — and 
40,000,000  of  tons  of  gravel  and  .sand  moved  in  freight  in  1936 — the 
freight  absorbed  57  percent  of  the  value  at  the  destination.  Gravel 
and  sand  had  the  highest  percentage.  Next  comes  plaster  with  33 
percent  of  the  value  at  destination  absorbed  by  freight  revenue. 
Cement  is  24  percent;  common  brick  28  percent.  At  the  other  ex- 
treme, we  have  iron  and  steel  pipe  and  fittings  8  percent,  and  paint 
only  4  percent.  The  average  for  all  commodities,  not  just  building 
materials  but  all  commodities,  is  about  8%  percent.  So  that  when  one 
cites  such  figures  as  28  and  33  and  57  percent,  it  is  obvious  that  the 
transportation  cost  is  itself  a  very  heavy  part  of  the  cost  and  also 
tends  to  bring  about  geographical  decentralization  of  the  production 
of  the  material.  So  that  for  these  products  with  heavy  freight,  as  far 
as  possible  the  industry  has  tended  to  decentralize. 

Mr.  Henderson.  In  that  whole  group,  Dr.  Thorp,  the  only  in- 
dustry which  would  have  an  interest  in  the  transportation  industry 
itself  is  the  steel  industry;  isn't  that  true?  That  is,  there  are  certain 
of  the  railroads  which  are  owned  in  whole  or  in  part  by  steel  com- 
panies.   That  isn't  true  of  the  others,  is  it,  so  far  as  you  know? 

Dr.  Thorp.  There  may  be  a  few  cases  where  lumber  is  interested, 
but  I  am  afraid  I  can't  do  any  more  than  just  suggest  that  possibility. 
In  most  cases  what  you  say  is  quite  correct.     As  it  happens,  the  heavy 
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freight-paying  groups  are  the  parts  of  the  building  materials  industry 
which  are  small  scale. 

Acting  Chairman  Reece.  Doctor,  you  made  reference  to  the 
effort  which  the  retailers  and  the  wholesalers  had  made  to  retain  their 
position  in  the  distributing  system.  I  am  wondering  if  you  intended  to 
infer  that  the  retailer  and  wholesaler  had  ceased  to  become  a  desirable 
factor  in  our  distributing  system,  and  my  question  is  not  prompted 
altogether  by  the  statement  that  you  made  but  also  by  a  statement 
which  one  or  two  other  witnesses  appearing  before  the  committee  had 
made,  and  I  am  wondering  if  you  feel  that  the  distributing  system  has 
been  so  perfected  now  that  the  wholesalers  and  retailers  have  ceased 
to  perform  a  useful  function  in  it. 

Dr.  Thorp.  I  think  I  could  give  a  brief  answer  to  that  along  these 
lines:  That  there  are  certain  things  which  must  be  done  which  we 
can  describe  as  wholesaling  and  retailing  functions.  Someone  has  to 
do  those  jobs.  The  question  of  who  should  do  them  is  a  matter 
which  has  been  undergoing  considerable  change  in  recent  years.  The 
manufacturers  are  doing  much  more  direct  selling  and  retailers  are 
doing  much  more  direct  buying  than  was  the  case  20  years  ago. 

If  there  was  in  my  comment  any  judgment  at  all,  it  was  merely  a 
judgment  that  it  seems  to  me  such  matters  ought  to  be  allowed  to 
develop  according  to  the  efficiency,  the  cost,  and  the  normal  and  more 
proper  economic  forces  rather  than  by  trying  to  control  them  through 
some  planned  arrangement — a  planned  arrangement  either  set  up  by 
the  interested  group,  or  in  some  cases  by  a  State  or  Federal  law. 

1  think  certain  developments  have  been  going  on  and  the  issue  is  not 
a  question  as  to  whether  these  functions  should  be  performed,  but 
rather  how  should  the  decision  be  made  as  to  who  should  perform 
them.  . 

Now,  I  come  to  a  general  discussion  of  building  materials.  I  shall 
have  to  break  that  discussion  in  two  parts  because  I  have  a  rather 
long  series  of  material  to  present;  but  perhaps  I  can  get  started  and  we 
can  pick  it  up  again  after  lunch  without  too  much  difficulty. 

When  one  talks  about  building  materials,  dne  runs  into  a  number  of 
difficulties.  The  main  one,  of  course,  is  that  there  are  very  few 
materials  which  are  solely  building  materials.  They  are  used  for 
various  other  purposes  so  that  we  have  to  remember  that  when  we  are 
talking  about  building  materials,  it. may  well  be  that  only  a  part  goes 
into  the  construction  industry. 

In  general,  this  can  be  said  about  the  building  materialsindus tries: 
There  seem  to'be  two  general  types  of  situations.  One  is  the  case 
where  the  industry  has  deve"  ped  on  a  local  basis,  sand  and  gravel, 
for  example;  and  there  are  a  great  many  of  these  small-scale  units 
scattered  around  the  country.  The  other  group  is  engaged  more  in 
the  fabricating  and  the  mining  and  metal  products  industries,  where 
we  find  operations  on  a  relatively  large  scale. 

I  want  to  start  this  discussion  by  presenting  some  maps  which  can 
indicate  more  quickly  than  I  can  tell  the  differences  in  these  various 
building  material  industries.  These  maps  indicate  the  counties  in 
which  the  specified  products  were  produced  in  1935.  Perhaps  we 
might  start  with  a  comparison  of  hardware  and  planing-mill  products. 

(The  maps  referred  to  were  marked  "Exhibits  Nos.  886  and  887" 
and  appear  on  pp.  5197  and  5198.) 
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Dr.  Thorp.  The  hardware  industry,  you  will  notice,  has  405  estab- 
lishments. There  are  405  dots  on  that  map,  very  much  concentrated 
in  the  northeastern  part  of  the  country.  The  planing-mill  products, 
on  the  other  hand,  have  2,753  spots,  and  they  are  scattered  all  over 
the  country,  about  *s  one  would  see  if  one  had  a  similar  type 
population  map. 

Here  are  cement  and  glass. 

(The  maps  referred  to  were  marked  "Exhibits  Nos.  888  and  889" 
and  appear  on  pp.  5199  and  5200.) 

Dr.  Thorp.  Cement  has  153  spots  scattered  fairly  widely  over  the 
country;  whereas  glass,  with  its  213  establishments,  is  very  much  con- 
centrated in  the  northeast  and  in  the  Oklahoma  and  the  Texas  area. 

The  other  two  industries,  sheet-metal  work,  and  stoves,  ranges,  and 
warm-air  furnaces,  again  snow  a  contrast. 

(The  maps  referred  to  were  marked  "Exhibits  Nos.  890  and  891" 
and  appear  on  pp.  5201  and  5202.) 

Dr.  Thorp.  The  sheet-metal  work  is  conducted  on  a  much  more 
widely  scattered  basis  than  the  stoves,  ranges,  and  warm  air  furnaces 
industry. 

Thus  one  finds  that  "building  materials"  as  a  phrase  must  be 
reviewed  in  terms  of  various  types  of  building  materials.  One  of  the 
important  characteristics  is  that  the  production  of  some  building 
materials  is  local  and  others  are  scattered,  while  the  production  of 
some  other  building  materials  is  concentrated  into  larger  establish- 
ments, in  particular  areas. 

CONCENTRATION    OF    MATERIAL    MANUFACTURE 

Dr.  Thorp.  I  have  a  considerable  amount  of  information  which 
I  am  going  to  present  now,  with  regard  to  concentration  in  the  building 
materials  industry. 

The  charts  and  the  data  are  taken  from  special  tabulations  of  the 
Division  of  Manufactures,  Bureau  of  the  Census,  prepared  hy  sworn 
employees  of  the  Bureau  of  the  Census  for  the  use  of  the  Temporary 
National  Economic  Committee.  The  data  for  the  most  part  are  based 
upon  the  confidential  reports  of  manufacturers  submitted  in  connec- 
tion with  the  Biennial  Census  of  Manufactures,  1937.  In  some  cases 
reports  for  the  year  1935  have  been  utilized.  This  is  true  of  the  con- 
centration percentage  for  the  four  leading  companies  in  the  industry 
as  a  whole  shown  in  the  individual  industry  analyses.  These  percent- 
ages are  based  upon  special  tabulations  prepared  by  the  Census  Bureau 
for  use  by  the  National  Resources  Committee. 

Certain  qualifications  will  be  useful  in  interpreting  the  following 
material.  The  regular  reports  of  the  Division  of  Manufactures  use 
the  physical  plant  or  establishment  as  the  unit  for  which  data  are 
collected  and  published. 

The  data  here  presented,  however,  are  on  a  different  basis,  using 
an  entire  company  as  the  unit.  In  this  case  we  have  included  in  the 
company  all  of  the  plants  or  establishments  under  a  single  ownership, 
together  with  subsidiary  corporations  where  there  was  majority  stock 
ownership. 

This  material  has  been  worked  over  with  great  care.  There  are 
certain  limitations  on  what  we  can  present  because  of  the  legal  limi- 
tations of  the  Census  Bureau  with  respect  to  disclosure  of  individual 
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operations,  and  all  this  analysis  has  been  done  with  extreme  care  to 
make  certain  that  there  would  not  be  any  disclosure  of  individual 
activity. 

Mr.  Henderson.  When  you  come  to  an  important  segment  in  these 
construction  material  industries,  in  which  you  cannot  present  the  in- 
formation because  the  number  of  firms  is  less  than  five,  would  it  not 
be  of  significance  to  indicate  that  to  the  committee,  Dr.  Thorp?  In 
that  way  the  committee  might  be  apprised  as  to  particular  industries 
in  which  there  was  such  a  concentration  either  locally  or  nationally 
that  prima  facie  there  was  a  concentration  of  ownership  which  the 
Census  rules  prevent  disclosing. 

Dr.  Thorp.  Yes;  we  do  intend  to  present  all  the  cases  in  which  we 
are  not  allowed  to  present  the  cases.     [Laughter.] 

Mr.  Henderson.  I  think  even  I  ought  to  be  satisfied  with  that. 
[Laughter.] 

Dr.  Thorp.  These  three  charts  should  be  read  together  as  one  pre- 
sentation. They  are  all  entitled,  "Selected  Industries  Producing 
Construction  Materials."  These  charts  must  be  kept  separate  from 
all  the  subsequent  charts  because  they  are  on  an  industry  basis  and 
after  this  I  shall  move  to  a  product  basis.  That  distinction  is  very 
important  to  keep  in  mind. 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  892  and  893" 
and  appear  on  pp.  5205  and  5206.  The  statistical  data  on  which  these 
charts  are  based  were  marked  "Exhibit  No.  894"  and  are  included 
in  the  appendix  on  p.  5511.) 

Dr.  Thorp.  The  census  groups  establishments  by  industries,  ac- 
cording to  the  major  product  of  the  establishment,  and,  therefore,  an 
industry  frequently  includes  enterprises  which  make,  as  secondary 
products,  goods  which  should  fall  in  various  other  categories. 

It  should  be  noted  that  this  heading  "Construction  Materials"  is 
also  somewhat  misleading  because  within  these  industries  may  appear 
products  which  quite  properly  belong  within  the  industry  but  which 
are  not  construction  materials.  For  example,  in  the  marble  and  granite 
industry,  there  are  included  tombstones,  although  it  is  something  of 
a  stretch  to  regard  tombstones  as  a  part  of  the  construction  industry. 

Plastics,  which  are  often  used  in  modern  housing,  would  appear  in 
the  chemicals  industry,  and  not  be  in  this  £,/oup.  We  can't  correct 
for  that  situation  in  this  table.  It  is  corrected  later  when  we  discuss 
individual  products.  This  table  presents  for  the  leading  25  construc- 
tion materials  manufacturing  industries,  the  percentage  of  the  prod- 
uct of  the  industry  produced  by  the  four  leading  companies. 

Now,  that  is  for  all  the  products  that  are  in  each  industry.  It 
will  vary,  as  one  sees  here,  from,  I  believe,  the  highest,  81.6  percent, 
for  asphalted  felt  base  floor  coverings  and  linoleum,  to  4.5  percent  for 
lumber  and  timber  products. 

This,  as  I  indicated  before,'  includes  a  consolidation  of  the  enter- 
prises into  companies  and  is  not  on  an  establishment  basis. 

The  scatter  is  rather  considerable,  as  you  can  see,  in  something  like 
fans.  One  finds  about  8  percent  of  the  concrete  products  produced 
by  the  four  leading  companies,  whereas  for  gypsum  products  the 
figure  runs  as  high  as  75  percent. 

Acting  Chairman  Keece.  The  committee  will  stand  in  recess  until 
2:15. 

(Whereupon,  at  12:20  p.  m.,  a  recess  was  taken  until  2:15  p.  m.  of 
the  same  day.) 
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AFTERNOON    SESSION 

(The  committee  resumed  at  2:15  p.  m.  on  the  expiration  of  the 
recess.) 

Acting  Chairman  Reece.  The  meeting  will  please  come  to  order. 
You  may  proceed,  Dr.  Thorp. 

Mr.  O'Connell.  Will  you  continue  where  you  left  off  this  noon? 

Dr.  Thorp.  At  the  conclusion  of  this  morning's  session,  I  was 
discussing  certain  measures  of  concentration  in  25  census  industries 
whose  dominant  activity  was  in  the  field  of  construction  materials. 
I  believe  that  we  had  completed  the  discussion  of  these  census  indus- 
tries but  to  finish  that  picture,  I  wish  also  to  include  in  the  record 
a  similar  analysis  prepared  by  the  Bureau  of  Mines  for  seven  indus- 
tries whose  products  are  mining  products.  I  have  no  chart,  but  I  shall 
introduce  this  material  in  the  form  of  a  table,  "Building  Materials 
Mined  1935  and  1937"  and  summarize  briefly  the  concentration  index. 

(The  table  referred  to  was  marked  "Exhibit  895"  and  is  included 
in  the  appendix  on  p.  5512.) 

Dr.  Thorp.  I  might  say  that  the  four  leading  companies  in  all 
these  cases  are  leading  in  terms  of  value  of  products,  using  1935 
rather  than  1937  material. 

The  percentage  of  the  total  production  done  by  the  four  leading 
companies  are  as  follows  [reading  from  "Exhibit  No.  895"]: 

Limestone 11 

Sand  and  gravel 10 

Gypsum 80 

Granite 18 

A  wide  scatter  from  the  limestone  and  sand  and  gravel  at  one  end 
to  gypsum  and  marble  at  the  other  is  apparent. 

I  think  I  indicated  this  morning  that  one  of  the  difficulties  with 
this  type  of  measure  is  that  it  is  on  an  industry  basis.  It  is  per- 
fectly possible,  for  example,  for  an  industry  to  have  10  products  of 
equal  importance.  Suppose  each  of  those  products  was  manufactured 
100  percent  by  a  single  company,  so  that  there  were  10  companies  in 
the  industry,  each  producing  all  of  1  of  the  10  products.  A  measure 
of  this  kind  would  show  that  the  4  leading  companies  produced  40 
percent  of  the  total  production  in  the  industry.  We  have  felt,  there- 
fore, that  a  much  more  significant  measure  would  be  that  of  showing 
concentration  with  reference  to  the  individual  products,  the  concentra- 
tion for  specific  commodities  rather  than  the  industry  concentration. 
To  that  end  we  have  made  rather  elaborate  tabulations.  The  work  is 
not  completed,  but  I  shall  present  as  much  of  it  as  is  now  ready. 
This  also  is  based  on  census  material ;  it  is  supplementary  material 
which  is  filed  in  connection  with  the  Census  of  Manufacture  in 
which  each  manufacturer  reports  the  value  of  products  and  in  many 
cases  the  volume  of  certain  specified  commodities. 

In  working  with  this  material  we  have  been  able  to  refine  it  to  this 
degree:  For  any  specific  commodity  we  have  been  able  to  in- 
clude the  production  of  that  commodity  by  companies  classified  in 
other  industries,  so  that  we  have  been  able  to  take  total  production 
rather  than  merely  the  production  within  the  census  induscry  itself. 

This  is  much  too  voluminous  to  present  in  detail.  I  should  like 
to  put  in  the  record  the  results  as  far  as  we  have  them  for  these  com- 


Sandstone 33 

Marble 84 

Asphalt 63 
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modities  and  then  I  shall  discuss  three  of  the  groups  to  indicate  the 
kind  of  evidence  that  they  make  available.  The  material  covers 
16  census  industries  as  follows:  Lumber;  plumbers'  supplies;  asphalted 
felt  base  floor  covering;  iron  and  steel;  structural  and  ornamental 
metal  work;  cement;  marble,  granite,  slate,  and  other  stone,  cut  and 
shaped;  clay  products  and  nonclay  refractories;  gypsum  products; 
wallboard  and  plaster;  lime;  heating  and  cooking  apparatus,, except 
electrical;  concrete  products;  planing-mill  products;  roofing  ma- 
terial; and  glass. 

Mr.  O'Connell.  Is  it  your  intention  that  all  of  that  material  be 
inserted  in  the  record? 

Dr.  Thorp.  I  think  perhaps  it  is  the  most  significant  material 
that  we  have  to  present  today.  I  hope  it  can  be.  This  covers  [16 
census  industries  and  275  products. 

(The  exhibit  referred  to  was  marked  "Exhibit  No.  896"  and  is 
included  in  the  appendix  on  p.  5512.) 

Dr.  Thorp.  I  should  like  to  illustrate  the  significance  of  this  product 
break-down  by  one  illustration.  You  may  recall  that  on  our  earlier 
chart  the  four  leading  companies  in  the  lumber  industry  accounted 
for  A%  percent  of  the  total  production.1  If  one  examines  that  by  spe- 
cific products,  as  we  have  done,  we  find  that — using  lumber  cut  as  our 
measure — the  four  leading  companies  cut  22.8  percent  of  the  Douglas 
fir;  for  Ponderosa  pine,  the  four  leading  companies,  15^  percent;  for 
Southern  pine,  the  four  leading  companies,  7  percent.  Thus,  if  one 
examines  this  by  products,  the  concentration  is  much  higher  than  if 
one  groups  all  the  products  together. 

Now,  I  should  like  to  present  three  of  the  industries  in  some  detail. 
First,  I  shall  refer  to  the  chart  entitled  "Plumbers'  Supplies,  1937 — 
Relative  Production  of  the  Four  Leading  Companies,"  and  then  the 
"Plumbers'  Supplies,  1937 — Products  Classified  According  to  the  Pro- 
portion of  the  Leading  Companies'  Production  to  the  United  States 
Total." 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  897  and  898" 
and  appear  on  pp.  5210  and  5^21 1 .  The  statistical  data  on  which  these 
charts  are  based  are  included  in  the  appendix  on  pp.  5541  and  5544.) 

Dr.  Thorp.  In  this  chart  each  horizontal  bar  relates  to  a  specific 
product  within  the  plumbers'  supply  industry.  For  example,  the  first 
bar  to  enamel  iron  bathtubs,  the  second  bar  to  enamel  iron  lavatories, 
the  third  bar  to  enamel  iron  laundry  tubs,  and  so  forth. 

The  bars  are  of  differing  widths,  or  perhaps  I  should  better  say 
different  vertical  heights,  according  to  the  importance  of  the  product 
in  the  industry.  Thus,  the  broadest  bar,  "other  plumbers'  brass 
goods,"  is  as  broad  as  it  is  because  it  represents  31  percent  of  the  total 
value  of  the  plumbers'  supplies  industry. 

The  black  section  of  each  of  these  bars  represents  the  production  of 
the  four  leading  companies  in  that  particular  product. 

It  may  be  quite  a  different  group  of  four  companies  producing  "other 
plumbers'  brass  goods"  than  the  four  companies  making  "galvanized 
iron  range  boilers." 

In  the  plumbers'  supplies  industry  there  are  208  companies.  The 
column  at  the  left  indicates  how  many  of  these  companies  were  active 
with  reference  to  each  product.  The  vertical  dotted  line  at  about 
35  percent  indicates  the  percentage  of  the  total  value  of  product  of 

i  See  "Exhibit  No.  892"  supra,  p.  6205. 
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the  total  industry  contributed  by  the  four  leading  companies.    This 
was  shown  on  the  earlier  chart. 

So  that  that  is  our  industry  concentration  as  against  the  product 
concentration. 

In  this  particular  chart,  one  finds  that  nearly  all  of  the  products 
show  a  much  higher  degree  of  concentration  than  is  shown  by  the 
industry  in  general.  For  a  number  of  the  products,  60,  70,  and  even 
90  percent  of  the  production  is  done  by  four  leading  companies. 

Dr.  Lubin.  Dr.  Thorp,  would  you  point  out  specifically  what 
commodities  in  this  category  of  plumbers'  supplies  are  concentrated 
to  the  extent  that  the  four  companies  do  75  percent  or  more  of  the 
total  output  of  the  country? 

Dr.  Thorp.  Enameled  iron  laundry  tubs,  enameled  iron  sink  and 
laundry-tray  combinations,  enameled  iron  flush  tanks,  enameled  iron 
drinking  fountains,  vitreous  china  siphon-jet  closet  bowls,  vitreous 
china  reverse-trap  closet  bowls,  vitreous  china  lavatories,  vitreous 
china  stalls,  other  vitreous  china  bathroom  and  toilet  fixtures,  and 
semivitreous  or  porcelain  plumbing  fixtures  would  all  fall  above  75 
percent. 

The  second  chart  which  I  should  like  to  discuss  as  part  of  this 
analysis  relates  to  the  proportion  of  each  one  of  these  products  pro- 
duced by  the  leading  company,  the  one  leading  company  in  producing 
that  product.  It  is  on  a  percentage  basis,  but  I  can  also  give  you  the 
exact  figures. 

The  black  bar  represents  the  distribution  of  these  various  products. 
For  example,  for  six  of  the  products  the  leading  company  falls  in  the 
10  to  20  percent  group,  that  is,  produces  between  10  and  20  percent 
of  the  total  value  of  each  product.  For  five  products,  the  leading 
company  falls  in  the  20  to  30  group,  six  in  30  to  40,  four  in  40  to  50, 
and  two  in  50  to  60  percent.  The  other  bar  indicates  how  important 
those  products  are  in  the  total  output  of  the  industry,  in  this  case  it 
being  very  evident  that  the  higher  degrees  of  activity  on  the  part  of 
single  companies  are  found  in  products  of  lesser  importance  in  the 
industry,  while  those  products  in  which  there  is  the  smallest  import- 
ance shown  by  the  leading  company  happen  to  represent  more  than 
half  of  the  products  in  the  industry. 

There  is  one  other  chart  with  reference  to  this  industry  which  will 
come  a  little  later  because  we  have  put  the  material  for  three  industries 
together  as  a  summary  in  a  later  chart. 

Acting  Chairman  Reece.  Do  you  wish  to  put  these  other  charts 
and  the  other  data  which  vou  may  get  together  in  the  record  at  that 
time? 

Dr.  Thorp.  You  mean  to  complete  the  25  census  industries? 

Acting  Chairman  reece.  Yes. 

Dr.  Thorp.  Yes,  I  think  it  would  probably  be  very  desirable  to 
have  that  all  brought  together  in  the  record  at  some  later  time, 
when  we  can  complete  the  analysis. 

This  analysis  is  in  a  sense  a  byproduct  cf  our  work.  We  are  doing 
this  for  somewhat  over  2,000  commodities  of  all  types  throughout  the 
whole  economic  system.  What  I  am  doing  here  is  merely  presenting 
the  material  for  275  of  those  which  are  pretty  much  in  the  building 
materials  industry,  and  we  hope  at  some  later  time  to  have  a  broad 
report  on  concentration  which  would  not  be  limited  to  building 
materials  but  would  cover  all  types  of  commodities 
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Exhibit  No.  897 
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Exhibit  No.  898 
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The  next  pair  of  charts,  paralleling  those  which  were  just  presented, 
relate  to  "Roofing,  Built-up  and  Roll,  Asphalt  Shingles,  etc.,  1937." 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  899  and  900" 
and  appear  on  pp.  5214  and  5215.  The  statistical  data  on  which  these 
charts  are  based  are  included  in  the  appendix  on  pp.  5544  and  5546.) 

Dr.  Thorp.  Jn  this  case  there  are  69  companies  in  the  industry, 
and  the  various  measures  of  concentration  are  shown  in  the  same  way 
that  they  were  shown  in  the  other  chart.  In  this  particular  illustra- 
tion therj;  is  much  less  black  on  the  chart  than  on  the  previous  chart ; 
the  concentration  measures  are  lower.  There  is,  however,  one  case, 
that  of  asphalt  roof  cement,  which  exceed  75  percent. 

It  is  an  interesting  situation  in  which  the  industry  figure,  somewhere 
in  the  neighborhood  of  40  percent  is  higher  than  was  the  industry 
figure  in  the  previous  chart,  but  when  one  analyzes  it  by  individual 
products,  the  concentration  picture  does  not  stand  out  to  the  same 
degree. 

Dr.  Thorp.  Taking  the  second  chart  on  this  same  subject  it  is 
apparent  that  for  these  commodities,  of  which  there  are  13,  the 
leading  companies  appear  most  frequently  in  the  10  to  20  group,  and 
over  90  percent  of  the  product  is  in  that  group. 

I  have  one  other  case  to  represent  the  other  extreme.  That  is  the 
case  of  asphalted  felt  base  floor  coverings  and  linoleum. 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  901  and  902" 
and  appear  on  pp.  5216  and  5217.  The  statistical  data  on  which  these 
charts  are  based  are  included  in  the  appendix  on  pp.  5546  and  5547.) 

Dr.  Thorp.  In  these  two  charts  the  percentages  run  much  higher. 
The  lowest  is  that  of  piece-goods,  12/4  and  wider,  where  66.5  percent 
are  done  by  the  4  leading  companies.  This  is  an  industry  in  which 
there  are  only  11  companies  engaged.  All  11  are  active  in  making 
this  product.  In  the  linoleum  field  where  there  are  only  4  companies, 
it  is  obvious  that  our  black  line  necessarily  goes  to  the  very  end  of 
the  clrart. 

In  making  the  analysis  with  reference  to  the  percentage  of  the 
leading  companies  in  this  case,  we  find  that  most  of  them  fall  in  the 
30-to-40-percent  group. 

Dr.  Lubin.  A  significant  thing  about  these  figures  which  interests 
me  is  the  fact  that  here  you  have  3  important  industries  that  cater 
to  the  Nation,  cater  to  a  hundred  thousand  contractors  in  a  sense, 
that  is,  a  hundred  thousand  potential  customers,  who  in  turn  repre- 
sent millions  of  other  potential  customers  who  take  the  finished 
products  after  they  have  been  assembled,  and  yet  under  plumbers' 
supplies,  for  example,  there  are  only  13  firms  in  the  whole  country 
which  manufacture  bathtubs,  enameled  sanitary  iron;  only  8  manu- 
facture enameled  iron  sanitary  flush  tanks;  and  you  find  similarly  in 
the  roofing  industry,  only  30  of  them  make  asphalt  smooth  roll  roof- 
ing; and  down  the  line  you  find  that  only  11  of  them  make  water- 
proofing fabrics;  and  similarly  one  could  go  on  to  linoleum,  where  you 
mention  the  case  of  4.  Would  you  say  this  was  typical  of  manufac- 
turing as  a  whole?  In  other  words,  would  you  find  as  small  a  number 
of  firms  engaged  in  manufacturing  a  product  which  is  so  universally 
used  in  other  types  of  industries?  It  certainly  wouldn't  be  true  of  the 
textile  industry  as  such  where  you  have  fifteen  or  sixteen  hundred 
producers  in  different  types. 
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Dr.  Thorp.  No;  I  hesitate  to  say,  though,  at  this  time,  whether  it 
is  typical  or  not.  I  think  we  shall  be  able  to  answer  that  much  better 
when  we  are  finished  with  our  2,000  commodities.  My  guess  would 
be  that  one  will  find  rather  a  tendency  that  products  are  made  either 
by  a  few  or  by  a  considerable  number. 

I  am  going  to  show  in  a  moment  why  some  of  the  cases  in  which 
we  apparently  have  a  great  many  engaged  are  as  a  matter  of  fact 
much  more  concentrated  than  would  appear.  I  think  it  is  probably 
fair  to  state,  though,  this  is  not  supported  by  data  and  may  be  dis- 
proved when  we  finally  have  our  evidence.  I  should  expect  that  our 
picture  through  these  building  material  industries  will  show  as  high 
a  degree  of  concentration  as  in  any  other  general  branch  of  manufac- 
turing activities. 

Dr.  Lubin.  The  thing  that  impressed  me  is  that  in  plumbers' 
supplies,  which  are  essential  to  every  house,  there  is  onty  1  branch 
of  that  industry,  namely,  faucets  and  spigots,  that  has  as  many  as 
40  firms  engaged  in  the  manufacture.  You  have  your  other  plumbers, 
brass  goods,  which  is  a  combination  of  goods,  and  that  adds -up  to  123. 
That  seems  to  be  an  awfully  small  number  of  firms  engaged  in  making 
an  essential  that  is  used  by  everybody  in  the  country. 

Dr.  Thorp.  I  think  the  only  comments  I  should  like  to  make  are 
to  make  sure  that  this  is  technically  accurate.  The  first  comment  is 
that  the  census  includes  only  establishments  which  produce  $5,000  or 
more  of  products,  so  that  there  may  well  be  some  small  manufacturers 
not  important  in  the  total  number,  but  perhaps  important  in  number 
who  are  not  shown;  and  the  other  is  that  we  are  working  with  census 
material  and  have  to  take  it  as  reported  to  the  census. 

Dr.  Lubin.  I  am  not  questioning  that.  I  am  pointing  out  the 
significance  of  the  fact  that  we  like  to  think  of  industry  as  scattered 
and  owned  and  controlled  by  large  numbers  of  people. 

Dr.  Thorp.  I  think  some  of  the  additional  material  will  emphasize 
that  point.  It  is  perhaps  the  most  significant  point  that  can  be  made 
about  the  building  materials  industry,  namely,  the  fact  that  it  is  an 
industry  in  which  at  any  given  point  there  are  relatively  few  producers. 
_  I  said  that  I  had  some  additional  material  on  these  three  industries 
and  it  now  appears  in  this  chart  "Frequency  of  Appearance  of  the 
Same  Companies  Among  the  Leading  Four  Producers." 

(The  chart  referred  to  was  marked  "Exhibit  No.  903"  and  appears 
on  p.  5218.) 

Dr.  Thorp.  Now,  you  remember  for  each  product  in  the  plumbers' 
supplies  industry  we'had  recorded  the  4  leading  producers.  This  is  a 
matter,  therefore,  of  going  over  23  products  and  finding  out  how  many 
times  the  same  company  appeared.  It  is  a  rather  interesting  picture. 
Here  is  1  company  that  appeared  somewhere  within  the  first  4  in  18 
of  the  23  products.  Here  were  2  companies  that  appeared  somewhere 
within  the  first  4  in  14  out  of  the  23  products.  At  the  other  end  of 
the  scale  are  28  companies  which  just  appeared  once,  maybe  in  fourth 
position  for  some  one  of  the  products.  From  this  you  get  a  very  clear 
picture  of  2  types  of  performance  in  the  industry.  Certain  enterprises 
sweep  through  a  number  of  products,  while  other  enterprises  achieve 
prominenctt  in  connection  with  1  or  2  of  the  products.  In  the  roof- 
ing industry  there  were  fewer  nroducts,  13  products,  and  in  that  case 
the  company  which  appeared  most  often  appeared  in  connection  with 
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Exhibit  No.  899 


ROOFING,  BUILT-UP  AND  ROLL, 

ASPHALT  SHINGLES,  ETC. 

1937 

RELATIVE  PRODUCTION  OF  THE   FOUR   LEADING  COMPANIES 
PRODUCING  SPECIFIED  PRODUCTS 


NUMBER      n 
OF 
COMPANIES 


27 
20 


49 
58 


SPECIFIED 
PRODUCT 

100    AS  PERCENT 


I  Percent  produced  by  (he  Sur  leading  companies  manufacturing  specified  product 
1  Concentration  not  shoivn  because  of  heterogeneity  of  product 
XWM'/A  Concentration  not  shown  to  ovoid  disclosure  of  individual  operations 

percenl  0f  total  products  manufactured  by  the  four  lead/of  companies  in  theii>dust/y/9i5 

Af  Not  available 
Source  -  Bureau  of  the  Census  0039-16* 
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Exhibit  No.  900 


l£-A 


HOOFING  BUILT-UP  AND  ROLL 

ASPHALT  SHINGLES,ETC. 

1937 

PRODUCTS  CLASSIFIED  ACCORDING  TO  THE 
PROPORTION  OF  THE  LEADING  COMPANIES 
PRODUCTION  TO  THE  UNITED  STATES  TOTAL 


PERCENT 
100 

90 
80 
70 
60 


50 
40 
30 
20 
10 


I   1   I. 


I 


PERCENT 
100 

90 
60 
70 
60 


50 
40 


30 


20 


10 


O  10.^  20.0  30.0  40.0  5  0.0 

TO  TO  TO  TO  TO  TO 

9.9  19.9  29.9  39.9  49.9  59.9 

PROPORT/OAr  OF  THE  L.EAD/NG  COMPAA/rS  PRODUCT/ON 
TO    THE  (JW/rED  3TATE5    TOT^L 

—  Percent  of  tota/~Num/ber  of  products 
\       1  Percent  of  tola/-  yo/ae  of  products 

XJ/nc/udea  m/ue  of  one  product  c/ass/fieO 7/7 t/re preced/nf froop to oro/O 'd/Sc/ow/a ofqpenxuoofind/y/dixi/ ' estoi//s/i/7i&)t> 
SoL/rce-Bi/reots  of  tt?e  Censc/s do 39- /m  a 
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Exhibit  No.  901 


ASPHALTED  FELT  BASE 
FLOOR  COVERINGS 
AND  LINOLEUM 
1937 

RELATIVE  PRODUCTION  OF  THE  FOUR  LEADING  COMPANIES   PRODUCING 
SPECIFIED   PRODUCTS 


NUMBER       „ 

OF  0 

COMPANIES 


25 


PERCENT 
50 


15 


ASPHALTED   FELT  BASE! 
FLOOR  COVERINGS 


SPECIFIED 
PRODUCT 

1/%/.A5PERCENT0F 

100  ALL 

PRODUCTS 


■■■  Percent  produced  by  the  four  ieodinf  compon/es  manufoctur/nf)  specified  product 

fercent  of  totof  products  produced  by  the  four  /eadinf  companies  in  the  industry 

Source-  Bureau  of 'the  Census  00.39-170 
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Exhibit  No.  902 


ASPHALTED  FELT  BASE 

FLOOR  COVERINGS  AND 

LINOLEUM 

1937 

PRODUCTS  CLASSIFIED  ACCORDING  TO  THE 
PROPORTION  OF  THE  LEADING  COMPANIES 
PRODUCTION    TO   THE   UNITED  STATES  TOTAL 


PERCENT 
100 


PERCENT 


PROPOKT/OH  OF  THE  L£ JD/NO  COAfPAMTS  PffOOUCT/OM  TO  TH£ 

u/vireo  states  total 

^^M  Percent  of  tote/-  A/umber  of  products 
VZ&7\  Percent  of  toto/-lto/ue  of  products 

Jfovrce-  Bureau  o/*//te  fien&ts  dds9'7o-a 
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8  of  them.  In  the  asphalted  felt-base  floor  coverings  industry  I  did 
note  there  were  still  fewer,  4  products,  and  in  that  case  2  companies 
appeared  in  4  cases. 

Exhibit  No.  903 


FREQUENCY  OF  APPEARANCE 

OF  THE  SAME  COMPANIES 

AMON&  THE  LEADING  FOUR 

PRODUCERS 

1937 


NUMBER 

OF 

APPEARANCES 

plumber's 
supplies 

ROOFING  BUILT- 
UP  AND  ROLL; 
ASPHALT 
SHINGLES, 
ETC. 

ASHPHALTED 

FELT  BASE 

FLOOR 

COVERINGS  AND 

LINOLEUM 

1 

28 

8 

1 

2 

A 

3 

2 

3 

2 

1 

1 

A 

1 

1 

2 

6 

— 

2 

— 

7 

— 

1 

— 

8 

— 

1 

— 

IA 

2 

— 

— 

18 

1 

— 

-r 

Soorce:-  Bi/reav  o/Y/V  Censi/f 


a  a  39-i  tt 


The  only  evidence  which  I  can  give  you  on  all  275  commodities, 
other  than  the  full  details  in  the  table  which  has  gone  into  the  record, 
is  a  summary  for  all  these  commodities  of  the  importance  of  the  lead- 
ing company  in  each  case.  I  think  that  it  is  sufficiently  important  for 
me  to  read  the  frequency  distribution  as  it  appears.  There  are  11  of 
the  products  which  we  were  not  able  to  analyze  for  various  technical 
reasons.     We  have  264  for  which  we  have  the  activity  of  the  leading 
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company.  For  19  of  them,  the  leading  company  produced  under  10 
percent  of  the  national-total;  for  67  of  them,  10  to  20  percent;  and  for 
48  of 'them,  20  to  30  percent.  That  happens  to  be  almost  exactly 
one-half,  so  that  for  one-half  of  these  products  the  leading  company 
produces  less  than  30  percent.  For  the  other  half  the  leading  com- 
pany in  the  production  of  that  product  produces  more  than  30  percent 
of  the  total  national  production.  As  one  pushes  on  from  30  to  40 
percent,  there  are  51  products;  from  40  to  50  percent,  43  products; 
from  50  to  60  percent,  23  products;  and  over  60  percent,  13  products. 
It  happens  that  those  13  products  are  relatively  small  in  terms  of 
value  of  product.  But  I  think  it  is  of  some  significance  that  for  about 
13  percent  of  all  these  products  which  we  have  analyzed,  with  no 
particular  selection  about  it  except  that  they  happen  to  be  all  the 
products  in  16  census  industries,"  the  leading  company  produces  more 
than  half  of  the  production  of  the  product  in  the  United  States. 

(The  table  referred  to  was  marked  "Exhibit  No.  904"  and  is  in- 
cluded in  the  appendix  on  p.  5548.) 

Dr.  Thorp.  There  is  one  other  thing  which  I  can  indicate.  I  am 
sorry  that  Commissioner  Henderson  isn't  here  because  he  was  in- 
quiring about  it  this  morning.  We  spoke  about  the  adequacy  of  the 
tabulation  and  the  degree  to  which  it  was  impossible  to  complete 
these  tabulations  without  violating  the  census  rule  of  disclosure.  I 
should  like  to  say  that  in  the  tables  which  have  been  filed  in  the  record, 
the  products  for  which  we  could  not  present  figures  are  indicated  by 
a  footnote  as  those  which  would  violate  the  principles  of  disclosure. 
The  disclosure  rule  is  based  upon  a  legal  requirement  that  the  figures 
must  not  be  published  in  such  a  way  that  anyone  can  deduce  from 
them  the  records  of  an  individual  company. 

At  this  point,  I  should  like  to  express  my  appreciation  for  the  coop- 
eration which  the  Census  Bureau  has  given  us  in  this  enterprise. 
Already  burdened  with  its  regular  duties,  it  has  aided  us  greatly  in 
making  our  analyses,  and  it  has  scrupulously  upheld  its  legal  obliga- 
tions. The  knowledge  and  experience  of  it's  technical  staff  has  been 
invaluable. 

Of  the  275  cases  there  are  41  products  for  which  it  is  not  possible 
for  us  to  make  tabulations  without  violating  the  disclosure  rule  of 
the  Census  Bureau,  and  those  products,  I  think,  are  noted  by  a  foot- 
note to  the  table. 

Mr.  O'Connell..  In  other  words,  Doctor,  in  41  of  the  products  the 
degree  of  concentration  was  so  high  that  to  demonstrate  it  would 
have  violated  the  rule  of  the  Bureau. 

Dr.  Thorp.  There  is  one  other  complication  appearing  in  this  pic- 
ture that  occasionally  happens.  If  you  took  an  industry  and  gave 
the  figure  for  four  producers  and  there  were  only  five  plants,  then 
someone  who  knew  his  census  statistics  could  take  those  four  and 
subtract  them  from  the  five.  This  would  create  a  kind  of  disclosure. 
But  in  general  I  think  your  proposition  would  be  correct.  The  dis- 
closure rule  works  where  there  is  such  concentration  in  the  industry 
that  anyone  who  knows  a  part  of  the  industry  well  would  be  able  to 
deduce  the  results  of  the  rest  of  the  industry  from  this  information. 

Dr.  Lubin.  Could  you  name  the  commodities  on  which  you  can't 
publish  information  for  the  record?  ! 

1  These  commodities  are  indicated  by  special  footnotes  in  "Exhibit  No.  896,"  see  appendix,  p.  5512,  et  scq. 
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Dr.  Thorp.  Yes;  they  are  in  the  table.  You  don't  happen  to  have 
that  full  table,  I  am  sorry.  It  is  something  like  60  pages  long.  If 
you  would  like,  we  could  list  those  commodities  separately  and  have 
them  put  in  the  record.1 

Acting  Chairman  Reece.  That  may  be  done. 

Dr.  Thorp.  I  should  like  to  make  it  clear  that  it  may  be  a  matter 
in  which  there  are  so  few  companies  in  the  industry  that  the  disclosure 
would  result  from  that  rather  than  that  it  is  dominated  by  one  or 
two  companies. 

There  still  remains  one  serious  difficulty  about  this  type  of  analysis. 
Perhaps  that  is  an  understatement.  There  remain  several,  but  I  shall 
take  up  one  at  this  point.  For  certain  of  these  building  materials, 
where  their  production  is  essentially  local  in  nature,  a  national  analysis 
fails  to  indicate  the  importance  of  concentration  in  any  particular 
market.  To  illustrate  that,  we  have  made  an  analysis  for  two  indus- 
tries with  reference  to  certain  specific  markets. 

First,  let  us  take  the  case  of  common  brick.  This  chart  is  entitled 
"Common  Brick,  1937." 

(The  chart  referred  to  was  marked  "Exhibit  No.  905"  and  appears 
on  p.  5222.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5548.) 

Dr.  Thorp.  We  have  selected  five  areas  in  which  we  have  made  an 
analysis  of  the  degree  of  concentration  of  common  brick  production. 
The  national  concentration  for  common  brick  is  about  7  percent  in 
the  four  leading  producers,  but  obviously  common  brick  having  such 
a  heavy  cost  of  transportation  does  not  move  completely  around  the 
country.  We  have  this  analysis  broken  down  and  this  is  the  result. 
For  the  area  which  we  call  the  District  of  Columbia — in  this  area 
it  is  the  District  plus  the  State  of  Virginia — there  are  three  producers. 

For  the  Philadelphia  area,  where  there  are  10  producers,  the 
4  leading  producers  do  a  little  over  60  percent.  For  San  Francisco 
and  Oakland,  there  are  only  2  producers. 

In  Los  Angeles,  there  are  seven  producers,  but  we  can't  present  the 
figures  because  it  would  be  a  disclosure.  In  New  York-Newark, 
New  Jersey,  there  are  seven  producers,  but  we  cannot  present  the 
figures  because  it  would  be  a  disclosure.  Thus,  if  a  product  such  as 
common  brick  is  taken,  one  finds  much  greater  concentration  within 
any  particular  market  than  would  appear  from  national  figures. 

We  have  a  similar  analysis  for  planing  mill  products  which  I  want 
to  present,  because  it  not  only  illustrates  this  point,  but  illustrates 
one  or  two  other  points  as  well  that  are  useful  here. 

These  three  charts  are  entitled  "Planing  Mill  Industry,  1937." 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  906,  907,  and 
908"  and  appear  on  pp.  5223,  5224  and  5225.  The  statistical  data  on 
which  these  charts  are  based  were  marked  "Exhibit  No.  909"  and  are 
included  in  the  appendix  on  p.  5549.) 

Dr.  Thorp.  They  represent  a  similar  analysis  with  reference  to 
certain  planing  mill  products  for  six  of  the  areas  in  the  country.  Now, 
in  this  particular  case,  there  are  various  types  of  doors — pine  doors, 
Douglas  fir  doors,  hardwood  doors,  other  doors,  garage  doors — and 
sash,  window  and  door  frames.  One  can  follow  it  through  for  the 
different  areas.  For  example,  of  the  40  companies  producing  window 
and  door  frames  in  the  Chicago  area.  4  of  tliem  did  nearly  60  percent; 
in  Milwaukee,  53  percent;  in  the  Kansas  City  area,  we  can't  give 
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figures  because  of  disclosure;  in  the  Seattle-Tacoma  area,  58  percent; 
in  the  Los  Angeles  area,  52  percent;  and  in  the  San  Francisco -Oak- 
land, 38  percent. 

I  should  like  to  have  you  keep  this  in  mind,  because  it  emphasizes 
one  further  point  with  regard  to  this  type  of  analysis.  When  one 
is  discussing  concentration  in  terms  of  specific  commodities,  one  may 
sometimes  overstate  the  situation  by  failing  to  recognize  that  there 
may  be  a  number  of  commodities  which  are  interchangeable.  For 
example  there  might  be  only  one  man  producing  pine  doors,  but  he 
still  might  be  affected  by  the  people  producing  Douglas  fir  doors, 
hardwood  doors,  other  doors,  and  so  forth.  One  of  the  things  that 
one  has  always  to  keep  in  mind  in  any  product  analysis  is  the  fact 
that  certain  products  may  stand  alone  while  others  are  faced  by 
substitutes.  Thus,  the  effective  concentration  is  by  no  means  as 
great  as  might  appear. 

I  have  one  further  chart  to  present  which  makes  certain  of  these 
comparisons  for  the  years  1935  and  1937. 

(The  chart  referred  to  was  marked  "Exhibit  No.  910"  and  appears 
on  p.  5226.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  5552.) 

Dr.  Thorp.  I  am  introducing  to  indicate  that  it  makes  a  certain 
amount  of  difference  as  to  when  one  happens  to  take  these  measures. 
In  most  cases  the  percentages  were  fairly  close.  But  there  are  a  few 
cases,  particularly  in  the  clay  products  industries,  where  revisions 
within  the  census,  made  by  the  Census  Bureau,  have,  we  think,  made 
the  data  not  perfectly  comparable. 

In  general,  from  this  material  one  cannot  discover  any  indication 
whether  or  not  there  has  been  an  increase  or  a  decrease  in  the  amount 
of  concentration  in  the  2-year  period.  That,  however,  may  be  one 
of  the  interesting  things  that  will  appear  as  one  makes  further  analyses 
of  this  material. 

At  this  point  I  merely  want  to  emphasize  the  fact  that  there  are 
shifts  from  time  to  time.  For  example,  for  thermostats,  65  percent 
were  produced  by  the  four  leading  companies  in  1935;  75  percent  in 
1937;  while  for  asphalt  smooth-roll  roofing  the  percentage  dropped 
from  41  to  33. 

One  thing  that  needs  to  be  emphasized  in  getting  at  this  picture  is 
that  we  have  isolated  for  the  purpose  of  this  analysis  individual  prod- 
ucts, and  companies  have  been  tabulated  only  with  reference  to  that 
particular  product.  ; 

Another  part  of  our  work  in  the  Department  of  Commerce,  which 
I  can  discuss  at  the  moment  only  enough  to  indicate  the  type  of  result, 
is  to  trace  some  of  these  companies  through  a  considerable  number  of 
products,  thinking  of  them  not  solely  in  terms  of  any  particular 
product,  but  in  terms  of  their  total  activity. 

I  can  present  to  you  as  illustrations  two  companies,  both  of  which 
are  in  considerable  measure  active  in  the  building  materials  industries. 
The  first  of  tliese  companies,  and  in  this  case  we  are  using  1935  infor- 
mation, operates  between  20  and  30  plants  in  census  industries  and 
produces  111  census  products.  In  other  words,  if  one  were  following 
the  type  of  product  analysis  which  I  have  made,  there  would  be  111 
different  points  at  which  that  company  might:  appear  as  one  of  the 
leading  four,  or  might  not. 
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Exhibit  No.  905 


COMMON  BRICK 
1937 

RELATIVE   PRODUCTION  OF  THE  FOUR    LEADING 
COMPANIES  IN  SELECTED  INDUSTRIAL    AREAS 


AREA 


DISTRICT  OF 
COLUMBIA 


PHILADELPHIA 


SAN  FRANCISCO 
OAKLAND 


LOS  ANGELES 


NEW  YORK-  NEWARK 
NEW  JERSEY 


PERCENT 
50 


NUMBER 

100         0F 

COMPANIES 


I  0 


■■i  Percent  produced  ty  the  four /cod/of  companies  in  each  sefected  industr/o/  oreo 
V///X  Concentration  not  shown  to  oro/d  disc/osure  ofindiyiduo/  operations 


Source  -  Bureau  of  the  Census 
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Exhibit  No.  906 


15-A 


PLANING  MILL  INDUSTRY 
1937 

RELATIVE    PRODUCTION  OF  THE  FOUR  LEADING  COMPANIES 
PRODUCING  SPECIFIED  PRODUCTS  BY  SELECTED  INDUSTRIAL  AREAS 


NUMBER  OF 

COMPANIES 

IN  SELECTED 

AREA    , 

33 

">       5 

20 

2 
12 

6 
32 
40 


18 
I 

13 
3 
3 

I  8 
17 


CHICAGO  AREA 

PERCENT 
25  50  75 


100 


Pine  doors  for  0enera/  construction 


Dou(S/os  f/r  doors  for  (fenera/  construct/on       \ 


Hardwood  doors  for  genera/  construction 


Other  doors  for  tfenero/  construction 


Gararde  doors  I 


Other  doors 


Sash 


'    ;  ;  ••  1 


Window  and  door  frames 


SPECIFIED 

PPODUCT 

AS  PERCENT  OF 

ALL  P°0DUCTS 

IN  SELECTEO 

AREA 

6.5 

0.4 

2.3 

A/ 


28.9 
39.6 


MILWAUKEE  AREA 


Pine  doors  for  (fenera/  construct/on  \ 

Obud/os     fir  doors  for  (fenera/  construction 


Hardwood  doors  for  0enera/  construction 
Other  doors  for  (fenera/  construction   \ 


Garage  doors 


Other  doors 


Sosh 


Window  and  c/oor-  frames 


37.4 
A/ 
7.1 
A/ 
0.1 
A/ 
29.8 
19.6 


^MB  Percent  produced  by  the  four  /podinf  companies  mom/bc/urind  specified products  mse/ected  area 
1^2^22  Concentration  not  shown  to  ovoid  disc/asure  of  tndiir/ai/a/  operations 
_A/    Withheld  to  ovoid  disc/osore  of/ndiv/doo/  operations 

Source-  Bureau  of  the  Census  0039  ice* 
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Exhibit  No.  907 


PLANIN©  MILL  INDUSTRY 
1937 

RELATIVE  PRODUCTION  OF  THE  FOUR  LEADING  COMPANIES 
PRODUCING  SPECIFIED  PRODUCTS  BY  SELECTED  INDUSTRIAL  AREAS 


NUMBER  OF 

COMPANIES 

IN  SELECTED 

AREA 

33 

18 

17 

A 

9 

6 

38 

27 


26 
20 
18 
13 
31 
10 
45 
53 


LOS  ANGELES  AREA 

PERCENT 
.  25  50  75 


100 


Pine  -doors  for  genera/  construct/on 


Douglas     fir  doors  for  genera/  constrochio" 


m 


Hardwood  doors  for  genera/  construct/on\ 
Other  doors  for  p"enero/  construction  j 


Garage  doors 


age 


>ther  doors 


Sash 


Window  and\door  frames 


__^ 


SAN  FRANCISCO-OAKLAND  AREA 


Pine  doors  for  genera/  construction 


5 


genera/ 


Doug/as    f/r  dpo/j  for  genera/  construction 


Hardwood  doprs  for  genera/  construction 


■/oprsforgt 


Other  doors  for  genera/  cons/ruction 


Garode  doors 


Other  doors 


Sash 


Window  and  door  frames 


SPECIFIED 
PRODUCT 
AS  PERCENT  OF 
ALL  PRODUCTS 
IN  SELECTED 
AREA 

A/ 
A/ 
A/ 
A/ 
A/ 
A/ 
Ay 
A/- 


I  0.1 

I  0.1 

28 

6.7 

3.9 

2.0 

31.6 

32.8 


MMi  Percent producer/ 'by thpfoor lead/no' compompj mo/xfatw#sp^ifdfv<xfix:tsirixlKteda/va 
\L  'd^i  Concentration  /tot  shoirn  to  avo/d  disc/osure  of  individuo/  operations 
A/  Witne/d  to  ovoid  disc/osure  of  indi vidua/  operations 
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PLANING  MILL  INDUSTRY 
1937 

RELATIVE  PRODUCTION   OF  THE   FOUR  LEADING  COMPANIES 
PRODUCING  SPECIFIED  PRODUCTS  BY  SELECTED  INDUSTRIAL  AREAS 
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Of  these  111  products,  I  think  it  is  important  to  know  that  in  28 
cases  we  cannot  get  a  percentage  because  the  product  itself  is  so  non- 
standardized.  In  52  of  the  cases  this  company  produces  less  than  10 
percent;  in  14,  from  10  to  20;  in  7,  from  20  to  30;  in  5,  from  30  to  40; 
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SELECTED  CONSTRUCTION  MATERIALS 
1935  AND  1937 

RELATIVE  PRODUCTION  OR  THE  FOUR  LEADING  COM- 
PANIES PRODUCING  SPECIFIED  PRODUCTS 
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and  in  5,  from  40  to  50  percent  of  the  national  total.  In  other  words, 
here  is  a  large  company  making  111  products,  in  some  of  which  it  is 
relatively  unimportant;  in  fact,  in  half  of  them  it  produces  less  than 
10  percent  of  the  national  total,  and  in  only  5  of  them  it  reaches  40 
Dercent.     Those  five  amount  to  about  1 1  percent  of  its  total  activity. 
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Now  let's  take  another  company.  In  this  case  also  there  are  be- 
tween 20  and  30  establishments,  which  fall  in  16  industries  and  pro- 
duce 79  products.  Only  3  of  those  are  we  unable  to  analyze.  In  51 
of  them  this  company  produces  less  than  10  percent  of  the  national 
total;  in  4  of  them,  from  10  to  20;  in  7,  from  20  to  30;  in  3,  from  40  to 
50;  and  in  2,  from  50  to  60  percent.  All  of  those  products  which  rep- 
resent over  40  percent  of  the  national  total,  of  which  there  are  five, 
amount  to  7  percent  of  this  company's  total  production. 

I  put  this  into  the  record  merely  so  that  one  doesn't  get  the  over- 
simplified concept  of  a  company  operating  on  a  particular  product 
only,  but  remembers  that  in  our  economic  system  as  it  actually  func- 
tions these  companies  appear  with  respect  to  many  products.  I  think 
that  point  has  a  bearing,  Commissioner  Lubin,  on  the  point  which  you 
made  with  reference  to  the  number  of  companies  appearing  in  those 
tables.  Those  companies  might  have  been  the  same  companies  ap- 
pearing over  and  over  at  various  points  in  the  tables,  and  actually 
there  may  be  a  much  smaller  number  of  companies  engaged  than 
would  appear  if  one  took  product  by  product. 

One  other  general  caution  needs  to  be  made.  As  far  as  this  picture 
goes,  it  is  a  picture  of  companies  plus  subsidiaries  in  which  they  have 
a  majority  stock  ownership.  There  may  be  many  other  types  of  rela- 
tionship which  bring  companies  together  into  an  operating  unity, 
which  would  not  appear  in  these  tables.  From  that  point  of  view, 
the  tables  would  understate  the  concentration  rather  than  overstate 
it.  On  the  other  hand,  as  a  caution  in  the  other  direction,  I  should 
like  to  repeat  the  point  that  many  products  are  substitutable.  This 
fact  raises  a  definite  question  as  to  the  meaning  of  a  word  such  as 
monopoly.  Is  there  a  monopoly  if  one  company  is  the  sole  producer 
of  a  given  product,  when  some  other  product  is  an  immediate  and 
direct  competitor  of  that  product  for  its  use?  I  think  we  know  very 
little  about  the  degree  to  which  products  are  substitutable,  and  that 
is  one  of  the  types  of- analysis  that  still  remains  to  be  done  with  regard 
to  this  material. 

I  think  the  summary  of  this  picture  of  the  building  materials  indus- 
try Las  to  be  made  in  these  terms.  Certainly  in  comparison  with  the 
earlier  phases  of  the  economic  activity  which  we  have  discussed, 
namely  the  work  at  the  site  of  construction  and  the  operations  of  the 
dealers,  manufacturing  appears  to  be  much  more  highly  concentrated. 
Even  in  those  cases  where  there  appears  to  be  a  considerable  number 
of  producers,  the  products  seem  to  be  largely  products  which  are  sold 
locally.  Thus  for  the  national  products,  there  are  small  numbers  of 
producers,  and  where  there  are  many  producers,  those  producers  are 
not  operating  in  the  national  market  but  are  operating  in  local  mar- 
kets, so  that  the  numbers  at  that  point  are  also  reduced. 

I  still  have  one  other  point  on  which  I  wish  to  present  some  infor- 
mation, and  that  is  with  regard  to~urade  associations  in  these  indus- 
tries. We  are  engaged  in  the  Department  of  Commerce  in  making 
a  study  of  trade  associations,  particularly  national  and  regional  associa- 
tions, and  I  am  able  to  give  you  some  of  the  preliminary  results  of 
that  survey  with  reference  to  the  building  industry. 

We  find  that  the  national  and  regional  trade  associations  are  some- 
what as  follows.,  There  are  three,  primarily  for  general  contractors, 
with  about  2,500  members.  You  may  remember  that  our  figures 
showed  over  30,000  general  contractors.     There  are  eleven  trade  asso- 
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ciations  of  subcontractors,  with  about  15,000  members.  You  may- 
recall  that  our  estimates  (including  enterprises  without  employees) 
ran  well  over  100,000  subcontractors.  There  are  thirty-eight  associa- 
tions of  distributors,  with  45,000  members.  The  census  figure  there, 
as  I  recall  it,  was  somewhere  around  80,000,  including  retailers  and 
wholesalers  as  distributors. 

In  the  building  materials  industry,  on  the  other  hand,  there  are  133 
associations,  and  because  there  is  so  much  overlap  I  can't  give  you 
the  figure  of  membership. 

I  should  like  to  submit  for  the  record  a  table  of  the  number  of 
national  and  interstate  and  regional  trade  associations,  which  not 
only  give  these  figures  which  I  have  quoted  but  breaks  down  the 
building  materials  producers  into  various  general  types  of  building 
material. 

(The  table  referred  to  was  marked  "Exhibit  No.  911"  and' is  in- 
cluded in  the  appendix  on  p.  5552.) 

Dr.  Thorp.  I  think  it  would  be  fair  to  state  that  as  far  as  national 
and  regional  organization  is  concerned,  the  further  one  gets  away 
from  the  actual  building  job,  the  more  there  is  of  formal  trade  asso- 
ciation activity.  Among  contractors  and  subcontractors,  national 
associations  are  relatively  unimportant.  I  should  add  that  our 
figures,  which  total  185  associations,  do  not  include  technical  and 
professional  associations,  or  those  in  the  real  estate  or  financing  field, 
or  various  activities  allied  to  the  construction  industry. 

I  am  also  able  to  present  some  information  with  regard  to  the 
extent  of  coverage  of  these  associations  as  they  have  reported  to  us, 
in  terms  both  of  membership  and  of  the  percentage  of  total  industry 
activity  which  they  cover. 

(The  table  referred  to  was  marked  "Exhibit  No.  912"  and  is  in- 
cluded in  the  appendix  on  p.  5553.) 

Dr.  Thorp.  I  have  the  detailed  figures  for  filing  in  the  record. 
Perhaps  I  might  only  cite  the  figures  with  reference  to  60  percent  or 
more.  Take  first  the  table  of  membership.  Only  17  percent  of  the 
contractors'  associations  cover  60  percent  or  more  of  their  eligible 
members.     Most  of  them,  in  other  words,  have  a  smaller  coverage. 

Of  the  distributors,  56  percent  of  the  associations  cover  60  percent 
or  more;  and  of  the  building  material  producers,  46  percent  cover  60 
percent  or  more  of  their  eligible  membership.  If  one  reduces  that  to 
activity,  it  is  apparent  that  the  larger  enterprises  are  the  members  of 
these  associations  because  the  percentages  are  much  higher. 

(The  table  referred  to  was  marked  "Exhibit  No.  913"  and  is  in- 
cluded in  the  appendix  on  p.  5553.) 

Dr.  Thorp.  I  have  one  other  table  which  gives  us  a  good  deal  of 
light  on  these  associations.  Thjs  material  relates  to  their  yearly 
expenditures.  We  have  the  detail  for  182  associations.  I  think  it 
is  rather  significant  to  note  that  in  all  these  lines — building  materials 
producers,  distributors,  and  contractors — over  half  of  the  associations 
spend  less  than  $20,000  a  year  in  their  budgets.  They  are  not  major 
enterprises.  On  the  other  hand,  if  one  considers  those  that  expend 
more  than  $50,000  a  year,  the  concentration  is  largely  among  the 
building  materials  producers. 

(The  table  referred  to  was  marked  "Exhibit  No.  914"  and  is  in- 
cluded in  the  appendix  on  p.  5553.) 
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Dr.  Thorp.  There  are  only  three  building  distributors'  and  two  con- 
tractors' associations  which  exceed  $50,000  a  year  in  their  budgets. 

I  should  like  to  emphasize  the  fact  that  these  national  associations 
have  rather  elaborate  programs,  and  as  one  gets  back  into  the  building 
material  producers'  groups,  one  finds  a  considerable  volume  of' tech- 
nical research  is  done.  Down  at  the  level  of  the  distributors  and  of 
the  contractors,  there  is  not  that  same  degree  of  emphasis.  I  merely 
cite  two  illustrations,  not  to  single  them  out,  but  to  indicate  the  type 
of  thing  that  is  .done  by  some  of  these  national  associations.  The 
National  Lumber  Manufacturers'  Association,  for  instance,  has'  been 
the  leading  force  in  developing  the  national  small  homes  demonstration 
procedure  which  has  created  so  many  demonstration  homes  around 
the  country,  usually  under  $5,000.  The  Portland  Cement  Association 
is  now  developing  a  light  traffic  road  of  cement  to  cost  about  $5,000 
a  mile,  which  gives  promise  of-  excellent  results. 

When  one  gets  down,  however,  to  the  State  and  local  associations, 
we  have  almost  no  information  concerning  their  activities.  We  are 
able  to  estimate  that  there  are  about  a  thousand  of  them  throughout 
the  country  which  actually  can  be  regarded  as  organized  associations. 
As  to  their  activities,  our  information  is  very  slight  except  as  they 
happen  to  have  run  afoul  of  the  laws  of  one  sort  or  another  and 
therefore  appear  in  court  records. 

I  should  like  merely  to  emphasize  the  fact  that  these  State  and 
local  associations  are  associations  primarily  of  dealers  and  of  con- 
tractors. Thus  as  an  over-all  picture  we  have  a  rather  large  group 
of  strong  national  associations  at  the  building  materials  level,,  while 
the  associations  of  the  dealers  and  of  the  subcontractors,  with  few 
exceptions,  aje  local  or  State  rather  than  national. 

Mr.  O'Connell.  Dr.  Thorp,  may  I  ask  a  question  there  on  trade 
associations  generally?  Do  you  expect  that  the  Department  of  Com- 
merce will  at  a  later  date  present  material  to  the  committee  relative 
to  the  activities  of  trade  associations  more  generally?  I  was  interested 
in  the  general  observations  you  made  as  to  the  size  of  national  trade 
associations  and  the  several  mstances  you  gave  of  type  of  activity  that 
they  undertake.  Is  the  Department  going  to  go  into  more  detail 
at  a  later  date  before  the  committee  as  to  what  their  activities  are? 

Dr.  Thorp.  That  is  one  of  our  major  research  projects,  I  think. 
As  to  whether  or  not  we  present  it  before  the  committee  will  depend 
on  the  committee's 

Mr.  O'Connell  (interposing).  You  are  at  work  collecting  ma- 
terial? 

Dr.  Thorp.  We  are  preparing  material  and  hope  very  much  to  be 
able  to  make  a  report  on  the  trade  association  movement  which  will 
cover  all  trade  associations,  and  I  present  this  material  merely  as  illus- 
trating some  of  the  things  which  we  are  getting  for  all  associations. 
We  have  much  more  material  about  the  activities  of  these  associa- 
tions but  it  is  not  in  a  form  in  which  I  can  present  it  as  yet.  I  know 
we  will  be  delighted  to  present  it  to  the  committee  at  some  later 
time. 

Mr.  O'Connell.  One  more  question:  Is  the  sort  of  information 
you  are  collecting  as  to  the  activities  of  these  large  trade  associations, 
their  activities  which  you  might  call  their  charter  activities;  that  is, 
the  activities  that  are  included  in  their  certificate  of  incorporation,  we 
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might  say,  as  distinguished  from  what  they  might  actually  do  in 
practice? 

Dr.  Thorp.  -'What  we  are  actually  doing  is  asking  them  what  they 
are  doing  and  getting  a  picture  from  them  of  the  things  which  they 
say  they  do.  I  think  we  are  also  trying  to  get  the  picture  from  various 
other  sources  as  to  what  other  people  may  think  they  do.  We  are 
going  to  try  to  get,  not  a  picture  of  their  activities  as  it  might  show 
up  on  paper  or  chart,  but  as  it  would  show  in  their  budgets  and  their 
own  allocation  of  people  and  types  of  committees  which  they  have  and 
various  indirect  evidences  as  to  what  the  activities  are. 

This  concludes  the  presentation  of  material  and  I  should  like  merely 
to  try  to  summarize  it  if  I  may  very  briefly. 

I  think  one  of  the  unfortunate  things  about  the  construction  in- 
dustry is  that  one  tries  to  generalize  about  it,  and  I  would  be  just  as 
guilty  as  anyone  else  now  of  generalizing.  I  think  it  is  important, 
however,  to  get  some  feel  about  the  whole  situation.  I  should  like  to 
summarize  it  this  way:  The  construction  industry  in  general  is  one  in 
which  through  all  its  stages  there  is  an  underlying  tendency  for  the 
sellers  to  be  stronger  than  the  buyers.  This  is  true  all  the  way  from 
the  producers  of  building  materials,  who  are  in  many  cases  large  and 
concentrated,  down  through  to  the  poor  ultimate  consumer  who  buys 
the  product — a  purchaser  who  is  an  amateur,  who  makes  one  pur  chase 
and  knows  very  little  about  it,  and  who  has  nothing  to  speak  of  in  the 
way  of  bargaining  strength. 

Now,  it  is  true  that  along  that  line  at  various  points,  groups  have 
been  able  through  one  method  or  another  to  gain  strength,  so  that  in 
some  particular  places  and  in  some  particular  lines  (it  may  be  in  the 
dealer  group,  or  it  may  be  in  some  other  areas)  some  particular 
group  of  raw  material  producers  has  been  able  to  achieve  strength. 
By  and  large,  however,  we  have  to  think  of  this  as  an  industry  which 
starts  at  one  end  with  small  numbers  in  producing  groups  and  at  the 
other  end  with  small  numbers  in  local  specialized  building  groups.  The 
net  result,  as  I  have  pointed  out  a  number  of  times,  is  for  these  various 
specialized  groups  of  material  producers,  of  subcontractors,  of  dealers, 
to  endeavor  to  strengthen  themselves.  The  effect  of  this  on  the  gen- 
eral economic  behavior  of  the  industry  may  be  summarized  as  follows: 
No  activity  or  segment  of  the  industry  is  important  enough  that  any 
price  reduction  which  it  makes  will  increase  its  profits  by  increasing 
its  volume  of  work;  and  every  activity  is  important  enough  that  it 
can  increase  profits  by  holding  up  the  rest  of  the  industry. 

You  have  a  situation,  in  other  words,  where  the  multiplicity  of 
parts  tends  to  make  no  part  feel  responsible  for  the  totality,  and 
yet  each  part  is  in  a  strategic  economic  position  whereby  it  can 
endeavor  to  strengthen  itself  at  the  expense  of  the  whole. 

Above  all,  there  is  no  central  responsibility  for  this  industry. 
There  are  many  parts  which  are  brought  together  temporarily  for  one 
job  and  temporarily  for  another  job,  but  there  is  no  central  agency,  no 
central  pattern,  no  central  organizing  force  in  the  construction  in- 
dustry. That  seems  to  me  to  be  one  of  its  most  significant  char- 
acteristics, and  is  particularly  important  in  a  product  in  which  the 
demand  expresses  itself  not  in  terms  of  any  of  these  parts  but  in  terms 
of  a  finished  product  in  which  each  part  is  relatively  unimportant. 

Mr.  O'Connell.  I  have  no  question.  Do  any  members  of  the 
committee? 
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Dr.  Lubin.  Dr.  Thorp,  as  I  get  your  testimony  the  thing  that 
impressed  me  particularly  was  the  fact  that  in  the  building  materials 
industries  the  number  of  firms  engaged  in  making  any  specific  com- 
modity is  relatively  small,  and  within  each  small  group  in  many  in- 
stances 4  or  fewer  firms  dominate  production  at  least  to  the  extent 
that  they  account  for  a  very  large  portion  of  the  total  output.  Now, 
that  in  itself,  of  course,  cannot  be  taken  as  an  absence  of  competition 
because  it  is  conceivable  that  you  can  have  more  effective  competition 
"among  5  competitors  than  you  would  among  500. 

On  the  other  hand  it  does  in  a  sense  create  a  situation  where  through 
price  leadership  or  other  devices,  it  becomes  possible  for  the  competitor 
forces  to  be  delayed  in  their  operations.  Do  you  have  any  figures 
which  show  what  has  happened  to  building  material  prices  as  compared 
to  other  prices,  say,  during  the  past  10  or  15  years? 

Dr.  Thorp.  Mr.  Lubin,  I  suspected  I  might  be  led  into  the  question 
as  to  what  all  this  means  from  the  standpoint  of  prices,  and  I  have 
some  material,  though  I  must  say  that  our  work  in  the  field  of  building 
material  prices  is  by  no  means  complete.  As  a  matter  of  fact,  I  be- 
lieve that  much  of  the  research  for  the  Temporary  National  Economic 
Committee  on  this  general  subject  is  under  your  jurisdiction  rather 
than  mine;  but  I  do  have  some  material  on  building  material  prices 
in  general,  which  I  can  talk  about  briefly  as  indicating  varieties  of 
behavior.  I  should  like  first  to  refer  to  a  chart  entitled  "Trend  of 
Wholesale  Prices."  1 

(The  chart  referred  to  was  marked  "Exhibit  No.  915"  and  appears 
on  p.  5232.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  5554.) 

Dr.  Thorp.  On  this  chart  the  heavy  black  line  represents  "All 
Commodity  Prices,"  and  the  dotted  line  represents  the  category  "Pro- 
ducers' Goods — Building  Materials."  From  our  point  of  view  the 
other  lines  on  the  chart,  "Producers'  Goods  For  Human  Consumption," 
representing  goods  which  are  to  be  further  processed  before  they  be- 
come consumers'  goods,  and  "Producers'  Goods — Capital  Equipment' 
can  be  disregarded.  I  want  to  concentrate  on  the  first  two  fines. 
One  of  the  things  which  I  think  it  is  important  to  keep  in  mind  is 
that  the  construction  industry  experienced  a  very  severe  decline  in  the 
depression,  far  more  severe  than  that  for  industry  in  general.  Having 
that  in  mind,  it  is  of  some  significance  to  note  that  building  material 
prices  fell  to  perhaps  76,  with  reference  to  the  1929  level,  while  all 
commodities  fell  to  about  62.  While  they  came  closer  together  again 
briefly  in  1935  and  in  1937,  we  have  a  very  wide  spread  at  the  present 
time,  when  the  building  materials  prices  are  perhaps  92  as  against 
the  general  index  of  78. 

To  me  the  significance  of  this  situation  is  that,  if  one  is  thinking  of 
comparative  groups  of  commodities,  it  takes  much  more  to  buy  the 
same  amount  of  building  materials  than  it  would  take  to  buy  a 
fixed  amount  of  other  commodities.  In  terms  of  exchange  among 
commodities,  the  building  materials  group  has  definitely  moved  up. 
It  didn't  decline  as  much  in  the  depression,  and  it  has  held  up  much 
better  during  this  latter  period. 

I  think  it  may  be  worth  while,  also,  to  point  out  this  extraordinary 
advance  in  building  materials  in  the  12  months  from  the  summer  of 
1936  to  the  summer  of  1937,  a  period  in  which  building  materials  prices 
moved  up  more  than  the  prices  of  all  commodities.     Having  once 

'  See  also,  in  this  connection,  testimony  of  Dr.  Theodore  J.  Kreps,  infra,  p.  5446. 
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returned  to  their  1929  level,  these  prices  have  since  declined  relatively 
little. 

Now,  if  I  may,  rather  than  stop  with  the  picture  of  building  mate- 
rials as  a  general  index,  I  should  like  to  introduce  into  the  record  these 
statistics  of  certain  specific  building  materials,  using  the  Bureau  of 
Labor  Statistics  data  for  their  wholesale  price  movements  from  1926 
to  1939.     This  is  important  because  we  always  get  into  trouble,  I 
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think,  when  we  talk  in  general  terms  about  such  broad  things  as  build- 
ing materials  or  the  construction  industry. 

The  charts  referred  to  were  marked  "Exhibits  Nos.  916  and  917" 
and  appear  on  p.  5233  and  facing  p.  5233.  The  statistical  data  on 
which  these  charts  are  based  are  included  in  the'appendix  on  pp.  5555 
and  5559.) 

Dr.  Thorp.  If  one  examines  these  charts  for  all  building  materials, 
one  finds  that  the  patterns  have  been  very  different. 

Certain  of  them  have  considerable  sections  where  the  price  hasn't 
changed ;  as,  for  example,  cement,  structural  steel,  plaster,  and  So  forth. 


Exhibit  No.  917 


WHOLESALE  PRICE 
INDEX  NUMBERS 
1  5  0 

1  2  5 

t  0  0 

7* 

5  0 
25  L 
I  5  0 

1  2  5 
1  0  0 

7  5 

S  0 

2  5 
1  5  0 

1  2  5 

1  00 

7  5 

50 

2  5 
1  5  0 
1  Z  5 
1  0  0 

7  5 

50 

25 


BUILDING  MATERIALS 

WHOLESALE  PRICE  MOVEMENTS  OF  SPECIFIC  COMMODITIES 

1926-1939 


.    I  STRUCTURAL    STEEL 

(STRUCTURAL    SHAPES,  BEAMS,  ETC      3  INCHES   AND    LARGER  PER  100 
POUNDS    MILL,  PITTSBURGH) 


REINFORCING    BAR'S 

(BILLET   STEEL,  MILL  LENGTHS  PER   100   POUNDS,  FOB    PITTSBURGH 


TK: 


RED   CEDAR  SHINGLES      A 

FOB 

MILL 

RED    OAK   FLOORING 

NO.I.  COMMON,  25/32"  THICKNESS,  2'/*' FACE 

1       ! 

,  AVERAGE  LENGTH  3  FT. 

OB     BA 

SING   P 

^V 

S-J 

C\ 

FN      , 

• 

1926 

27 

'28 

'29 

'30 

'31 

'32 

'33 

'34 

'35 

'36 

'37 

'38 

'39 

INDEX  NUMBERS, 
1  5  0 
1  2  5 
100 
7  5 
5  0 
2  5 
1  50 
1  2  5 

too 

7  5 
50 
25 
1  50 

125 
100 
7  5 
50 
2  5 
1  50 
I  25 
100 
7  5 
5  0" 
2  5 


1926  =  100 


DOUGLAS    FIR   SHEATHING      . 

(60AR0S    AND  SHIPLAP.   NO.I,  COMMON,  l"l  8"   ««.    R/L,  DRY 


1      YELLOW 

SOUTHERN    PINE    BOARDS 

1 

SHIPPING    POINT,     CARLOAD    OR    MIXED 

CARS.  WEST  SIDE) 

J" 

BASE  COAT  PLASTER 

/ 

\ 

■\ 

J 

} 

\_ 

-1 

COMMON  BUILDING  BRICK 



i * 

1926 

'27 

'28 

'29 

'30 

'31 

'32 

'33 

'34 

'35 

'36 

'37 

'38 

'39 

WHOLESALE  PRICE 
INDEX   NUMBERS 
1  £  0 

1  Z  5 
1  00 
75 
50 
25 
1  SO 
1  25 
1  00 
75 
50 
25 
I  50 

1  25 

100 

75 

50 

25 

I  50 

1  25 

1  00 

75 

50 

25 


1  5  0 
1  2  5 
1  00 

7  5 
5  0 

2  5 


' I  PREPARED    ROOFING 

(medium  SHINGLES,  composite,  per  S8UARE.  fob.  factory) 


Vs  0 
I  2  5 
1  0  0 
75 
50 
25 


Source:-  tfc/rea'ty  o/loSor  S6ai/s6/'cs 


1926  '27   '28   '29   '30   '31   '32   '33   '34   '35   '36   '37   '38   '39 


124491— 40— pt.  11  (Face  p.  6233) 


CONCENTRATION  OF  ECONOMIC  POWER 


5233 


Certain  others  show  considerable  variation.  Lumber,  for  instance, 
shows,  I  believe,  the  largest  reaction  to  the  recession,  while  the  price  of 
red-cedar  shingles  has  moved  up  well  above  its  1926  base. 

I  think  it  is  important  to  realize  that  among  these  different  products 
there  is  no  absolute  identity  of  pattern.     The  variations  appear  to  be 
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grouped.  The  lumber  variations,  for  instance,  are  similar,  though 
beyond  that  the  patterns  are  quite  different.  But  the  net  result — and 
from  the  point  of  view  of  the  construction  industry  it  is  the  net  result 
which  is  important — the  net  result  of  these  various  patterns  in  these 
various  specific  materials  has  been  to  make  building  materials  rela- 
tively much  more  expensive  than  other  commodities. 
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Dr.  Lubin.  Could  you,  for  the  record,  insert  a  statement  ag  to  the 
various  building  materials  that  are  today  selling  at  a  level  equal  to  or 
in  excess  of  1929?  ' 

Dr.  Thorp.  I  should  be  glad  to  do  that  provided  the  Bureau  of 
Labor  Statistics  would  give  us  the  data.  [Laughter.]  Can  we  con- 
sider it  to  be  done? 

I  have  one  more  chart  which  I  think  is  rather  interesting,  a  chart  of 
"Common  Building  Brick,"  showing  its  variation  throughout  this 
whole  period.  I  don't  believe  it  is  possible  to  keep  in  mind  for  com- 
parison the  exact  variations  of  the  general  price  index;  but  you  may 
recall  that  while  this  follows  fairly  closely  the  general  price  trend  in  the 
earlier  period,  it  is  rather  more  level  in  this  later  period  than  prices  in 
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general.  Also,  there-  is  rather  an  amazing  increase  which  appears  at 
the  end  of  1938. 

(The  chart  referred  to  was  marked  "Exhibit  No.  918"  and  appears 
on  this  page,.) 

Acting  Chairman  Reece.  That  is  one  of  the  materials,  as  I  remem- 
ber, in  which  in  certain  marketing  areas  all  of  the  materials  were 
produced  by  four  companies. 

Dr.  Thorp.  Yes.  One  of  the  difficulties  about  any  measure  of 
prices  of  common  building  brick  is  the  difficulty  always  faced  when  a 
commodity  does  not  have  a  national  market,  but  operates  in  local 
markets.  I  believe  from  the  technical  point  of  view,  it  is  extremely 
difficult  to  feel  content  with  any  measure  of  common  building  brick 
prices  because  of  the  wide  variation  among  these  different  local  markets. 

Acting;  Chairman  Reece.  Are  there  any  other  questions? 

i  A  statement  or  price  increases  in  the  most  important  individual  building  materials,  1929.  193?>,  and  1937, 
was  enf-5d  later  by  Dr.  Theodore  J.  Kreps,  see  "Exhibit  No.  936,"  appendix,  p.  5566. 
Se^  also  data  subsequently  submitted  by  Dr.  Lubin,  appendix,  p.  5588. 
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Mr.  Chawner.  I  was  wondering  if  the  witness  could  prevail  upon 
the  Bureau  of  Labor  Statistics  to  supply  information  on  wage  rates 
at  the  same  time  it  supplied  information  on  building  material  prices. 
There  has  been  a  fundamental  difference  in  trends  there  too.1 

Acting  Chairman  Reece.  You  mean  as  compared  to  1929? 

Mr.  Chawner.  Yes. 

Acting  Chairman  Reece.  As  cooperative  as  these  two  agencies  have 
been  I  should  think  there  would  be  no  difficulty  in  getting  these  matters 
worked  out. 

Dr.  Lubin.  We  will  be  glad  to  do  it. 

Mr.  Chawner.  Could  I  ask  a  question  about  the  matter  of  organi- 
zation, the  size  of  the  enterprise?  Dr.  Thorpe  pointed  out  the  com- 
paratively small  enterprises  in  the  contracting  field,  and  the  small 
amount  of  equipment  which  they  use  and  the  great  variety  of  materials. 
Some  people,  such  as  Mr.  Holden  of  the  F.  W.  Dodge  Corporation,  have 
suggested  that  one  of  the  answers  to  this  question  is  to  concentrate 
the  building  of  housing  units  into  large  enterprises  rather  than  con- 
tinue on  a  small-scale  basis  as  you  have  described.  Would  that  be  an 
appropriate  suggestion  from  the  point  of  view  of  cutting  into  this 
question  of  costs? 

Dr.  Thorp.  My  function  today  has  been  primarily  to  describe  the 
construction  industry  as  it  is,  and  not  to  offer  any  prescription.  I 
think  probably  the  answer  has  to  come  along  a  great  many  different 
lines.  Undoubtedly  one  of  the  lines  that  is  important  is  a  greater 
tendency  toward  prefabrication,  because  that  does  tend  to  eliminate 
certain  of  these  expenses  and  costs  and  the  unevenn esses  which  develop 
when  work  is  so  scattered  around  the  country,  and  so  erratic  in  its 
flow.  I  think  you  will  have  to  put  a  construction  man  and  an  archi- 
tect and  such  people  on  the  stand  rather  than  me  to  prophesy  the 
future  of  the  prefabricated  house. 

Acting  Chairman  Reece.  Do  you  have  any  further  questions? 

The  committee  appreciates  very  greatly  the  presentation  which  you 
have  made,  Dr.  Thorp. 

(The  witness,  Dr.  Thorp,  was  excused.) 

Mr.  OIConnell.  I  should  like  to  call  the  next  witness,  Mr.  William 
Stanley  Parker. 

Acting  Chairman  Reece.  D»  you  solemnly  swear  the  testimony 
you  are  about  to  give  in  this  proceeding  shall  be  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Parker.  I"&o. 

TESTIMONY    OF    WILLIAM    STANLEY    PARKER,    BOSTON,    MASS. 

RESIDENTIAL  REAL  ESTATE  TAXES  AS  COMPARED  TO  COST  OF  MUNICIPAL 
SERVICES  RENDERED 

Mr.  O'Connell.  Mr.  Parker,  will  you  please  state  your  name  and 
present  address  for  the  record? 

Mr.  Parker.  William  Stanley  Parker,  120  Boylston  Street,  Boston. 

Mr.  O'Connell.  Mr.  Parker,  am  I  correct  in  saying  that  you  are  a 
fellow  in  the  American  Institute  of  Architects,  general  chairman  of 
the  Construction  League  of  the  United  States,  member  of  the  Public 
Works  Committee  of  the  National  Resources  Committee,  past 
secretary  of  the  American  Institute  of  Architects,  past  president  of  the 

'  Subsequently  submitted,  see  appendix,  p.  55SS. 
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Boston  Society  of  Architects,  a  past  member  of  the  Massachusetts 
State  Planning  Board,  chairman  of  the  Boston  City  Planning  Board, 
and  a  member  of  the  board  of  governors  of  the  National  Association 
of  Housing  Officials? 

Mr.  Parker.  That  is  unfortunately  correct. 

Mr.  O'Connell.  Have  I  omitted  anything  you  think  might  be 
mentioned  as  to  your  qualifications? 

Mr.  Parker.  No,  sir. 

Mr.  O'Connell.  That  is  enough. 

Mr.  Chairman,  before  asking  Mr.  Parker  the  few  questions  I  wish  to 
propound  to  him,  I  might  say  that  I  expect  to  ask  Mr.  Parker  a  few 
questions  which  will  enable  him  to  present  to  the  committee  some  gen- 
eral observations  that  he  wishes  po  make  as  to  the  construction  indus- 
try generally,  at  which  time  I  sould  like  to  ask  him  to  refer  to  a  study 
which  was  made  several  years  ago  in  the  City  of  Boston  relative  to  the 
tax  burden  on  various  types  of  real  estate.  Due  to  the  fact  that  we 
are  a  little  late,  I  am  afraid  that  his  testimony  will  be  a  little  briefer 
than  we  had  anticipated,  but  we  will  try  to  cover  the  material  which 
I  think  will  interest  the  committee,  as  briefly  as  possible. 

Mr.  Parker,  as  I  understand  it  you  have  some  fairly  definite  con- 
victions as  to  what  obstacles  there  are  to  recovery  in  the  construction 
industry,  and  preliminary  to  discussion  of  them,  I  should  like  you  to 
explain  to  the  committee  what  you  mean  by  the  construction  industry 
and  how  it  is  broken  down. 

Mr.  Parker.  I  would  like  to  present  the  construction  industry  to 
you,  not  in  the  detailed  way  that  it  has  just  been  presented,  but  in 
four  broad  classifications  which  seem  to  me  to  have  particular  charac- 
teristics and  varying  characteristics,  varying  possibilities  inherent  as 
sources  of  trouble,  sources  of  fluctuation  and  possibilities  for  stabilizing 
the  construction  industry. 

Those  four  subdivisions,  which  are  roughly  equivalent  if  one  elimi- 
nates the  excess  of  residential  construction  during  the  peak  years  of 
the  twenty's,  I  have  called:  public  works,  public  utilities,  non- 
residential private  enterprise  and  residential  private  construction. 
Those  are  the  four  main  categories,  and  I  think  that  the  further  con- 
sideration of  methods  for  stimulating  construction  and  methods  for 
stabilizing  construction  will  be  facilitated  if  they  are  focused  on  those 
four  major  classifications'. 

Mr.  O'Connell.  Mr.  Parker,  the  major  emphasis  of  this  phase  of 
the  committee's  inquiry  relates  to  the  private  residential  construction, 
so  I  suggest  that  we  might  pass  fairly  briefly  over  the  other  three  ele- 
ments of  the  construction  industry,  if  you  would  care  to  discuss  those 
briefly  in  order,  and  then  we  can  defer  the  discussion  of  the  residential 
field  until  last. 

Mr.  Parker.  First  the  nonresidential  private  construction  followed 
the  trend  of  all  private  construction.  In  fact,  all  the  different  cate- 
gories of  private  construction  followed  very  closely  parallel  lines. 
They  all  dropped  in  the  depression  from  80  to  90  percent  of  their  vol- 
ume. The  figures  that  I  am  using  are  the  Department  of  Commerce 
figure^  in  a  chart  which  I  have  filed  with  the  committee,  a  cumulative 
chart  which  shows  the  total  just  under  $14,000,000,000  in  1927. 

The  nonresidential  construction,  it  seems  to  me,  is  less  needful  of 
particular  discussion  because  I  think  there  is  less  that  one  can  do  in 
that  by  direct  action  than  in  any  other  field. 
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Mr.  O'Connell.  By  nonresidential  construction  you  mean  indus- 
trial construction  and  business  construction? 

Mr.  Parker.  Industrial  and  business  and  educational,  institutional 
types. 

Public  utilities  and  public  works  are  two  very  important  phases 
which  represent  roughly  in  good  times  half  of  the  construction  industry 
and  in  bad  times  more  than  half.  Public  utilities  and  public  works  I 
think  may  properly  be  brought  together  in  the  diagrams  because  in 
both  of  those  categories  there  is  a  definite  public  interest,  although 
there  is  a  different  method  of  finance.  Public  utilities  shrank  during 
the  years  of  the  depression,  from  '30  to  '33,  to  the  tune  of  at  least 
$2,000,000,000  a  year,  and  considerably  more  than  that,  about  two 
and  a  half  if  the  electrical  equipment  and  power  equipment  were 
included.  In  that  way,  the  operation  of  the  construction  and  public 
utilities  was  a  very  important  factor  in  aggravating  the  depression, 
cutting  nearly  20  percent  out  of  the  employment  in  the  construction 
industry. 

Public  works,  which  was  in  total  at  the  peak  somewhat  more  than 
public  utilities,  although  not  much  more  than  public  utilities  if  that 
added  factor  of  plant  was  included,  went  up  to  something  over  three 
and  a  half  billion,  and  then  dropped  to  just  under  two  billion  by  '33. 
The  more  significant  part  of  that  drop  was  in  the  nonfederal  category 
of  public  works,  which  seems  to  me  perhaps  the  most  significant  and 
most  important  category  to  consider.  The  total  of  non-Federal  public 
works  at  the  peak  in  1930  was  something  over  $3,000,000,000,  about 
three  billion  and  a  third,  and  it  dropped  in  '33  to  one  billion  and  a 
third.  In  other  words,  that  category  also  pulled  $2,000,000,000  out 
of  construction  in  2  or  3  years  and  created  perhaps  in  the  rough 
2,000,000  unemployed  that  theretofore  had  been  normally  employed  in 
the  performance  of  private  enterprise,  servants  of  private  enterprise., 
the  employees  of  private  enterprise  serving  local  municipalities  and 
States  in  the  field  of  construction. 

The  most  significant  part  of  the  chart  to  me  is  the  line  indicating 
the  development  of  the  financing  of  local  public  works  since  '33, 
which  on  the  dollar  volume  has  lifted  only  from  about  one  billion  two 
hundred  twenty-five  million  to  one  billion  and  a  half,  a  very  slight 
increase  compared  to  the  increases  in  the  other  major  sections*  of  the 
construction  industry;  and  the  fact  that  our  States  and  munici- 
palities have  practically  remained  at  the  low  level  of  activity  so  far  as 
their  financing  of  construction  was  concerned,  has  remained  one  of  the 
perhaps  most  important  trials  and  difficulties  of  the  Federal  Govern- 
ment in  its  program  of  endeavoring  to  stimulate  construction  and 
offse*t  the  depression  in  the  construction  industry.  That  is  the  field 
in  which,  it  seems  to  me,  in  the  future  most  important  concentration  of 
attention  should  be  given — a  very  brief  indication  of  a  theory — to 
the  stablizing  of  public  utilities  and  local  public  works  on  a  policy  of 
steady  development  and  with  reserves  of  finance  that  will  make  that 
possible. 

Heretofore  local  public  works  have  fluctuated  exactly  parallel  to 
private  enterprise.  It  seems  to  me  we  must  expect  private  enterprise 
to  fluctuate  in  the  temperamental  way  that  it  does  on  the  basis  of 
self-interest.  Public  works  is  the  public  business  and  it  seems  to  me 
they  should  be  administered  in  the  public  interest,  and  the  public 
interest  is  certainly  not  to  have  them  add  to  the  difficulties  of  fluctua- 
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tions  of  private  enterprise,  but  at  least  tend  to  steady  their  own 
operations  so  as  not  to  add  to  the  difficulties  which  the  Federal 
Government  will  find  itself  burdened  with  in  trying  to  offset  depres- 
sions in  private  enterprise. 

Mr.  O'Connell.  Let  me  see  if  I  understand  you.  As  I  understand 
you,  you  couple  public  utilities  and  public  works  on  the  theory  that 
they  are  both  affected  with  the  public  interest  and  that  in  normal 
times  public  works  and  public  utilities  construction  has  constituted 
about  50  percent  of  all  construction,  and  that  it  is  your  view  that 
stabilization  and  long-range  planning  of  that  50  percent  of  the  con- 
struction industry  will  help  to  stabilize  the  industry  and  to  mitigate 
the  fluctuations  in  the  other  50  percent  about  which  little  can  be  done 
in  terms  of  stabilization,  is  that  correct? 

Mr.  Parker.  Yes;  that"  those  two  are  the  only  two  sections  in 
these  four  sections  of  the  construction  industry  that  are  vested  with  a 
definite  public  interest,  and  that  steps  should  be  taken  to  administer 
those  in  the  public  interest,  and  that  if  that  half  of  the  construction 
industry  can,  by  long-term  planning  and  controls  which  now  exist  in 
both  of  those  phases  to  some  extent,  be  stablized,  the  fluctuation  of 
private  enterprise  in  the  other  two  sections  will  be  very  greatly  reduced 
because  undoubtedly  the  shrinkage  in  private  residential  construction 
would  have  been  very  greatly  reduced  if  the  fluctuation  had  not 
occurred  in  employment  in  the  fields  of  public  utility  construction 
and  public  works  construction  which  threw  perhaps  4,000,000  people 
out  of  work  and  undoubtedly  affected  the  market  for  private  resi- 
dential construction. 

Mr.  O'Connell.  If  it  meets  with  your  wishes,  I  should  like  to  have 
you  discuss  with  us  briefly  the  fourth  category  of  construction,  namely, 
private  residential  construction.  As  I  said  before,  that  is  the  field 
which  the  committee  is  most  interested  in  at"  the  time,  as  the  field 
which  holds  the  greatest  possibilities  for  expansion  by  the  encourage- 
ment of  private  capital  on  an  investment  basis  or  otherwise.  Have  you 
any  general  comments  you  would  care  to  make  about,  that  field? 

Mr.  Parker.  I  think  perhaps  the  field  might  be  broken  down 
desirably  into  two  main  categories  of  multiple  urban  housing  and  the 
single  family  suburban  housing.  First  in  the  multiple  urban  housing, 
the  speculative  demand  will  take  care  of  apartment  houses  in  the 
urban  areas.  The  difficult  problem  there  is  in  the  depreciated  areas  of 
our  larger  cities.  The  less  depreciated  areas  should  be  handled  by 
private  enterprise  if  possible,  but  they  are  full  of-  lifficulties  on  account 
of  the  multitude  of  ownerships,  the  separate  controls,  the  difficulty  of 
assembling  the  properties  into  a  neighborhood  which  will  permit  a 
consistent,  protected  development,  and  the,. fact  that  even  in  any  such 
development  it  is  almost  essential  that  a  neighborhood  be  redeveloped 
for  a  higher  rental  group  in  order  to  take  care  of  the  cost  of  the-develop- 
ment,  that  it  cannot  be  redeveloped  to  take  care  of  the  same  level  of 
rents  that  are  now  occupying  the  depreciated  building,  and  it  is  not 
always  easy  to  find  the  areas  that  permit  that  shift  in  tenancy,  bring- 
ing in  the  new  higher  rental  group  to  take  the  rehabilitated  structure. 
It  is  a  most  difficult  field  to  work  in.  Various  suggestions  have  been 
offered,  in  almost  every  case  I  think  based  upon  neighborhood  controls, 
in  some  cases,  after  a  reasonable  amount  of  organization,  giving  to 
such  groups  on  a  limited  dividend  basis  some  public  opportunities  and 
responsibilities  to  take  by  eminent  domain  and  to  tax.   They  become 


CONCENTRATION  OF  ECONOMIC  POWER        5239 

immediately  extremely  complicated  mechanisms  to  bring  about  de- 
velopment of  neighborhoods,  and  so  far  as  I  know,  practically  nothing 
of  that  sort  has  actually  been  accomplished. 

In  the  lower  rental,  more  depreciated,  more  obsolete  sections  of 
our  larger  cities,  the  situation  is  even  more  difficult  and  even  less 
likely  to  be  handled  by  private  enterprise,  and  that  gets  into  the 
field  where  apparently  public  operations,  with  some  form  of  subsidy, 
the  U.  S.  IT.  A.  program,  appears  to  be  about  the  only  solution  of 
those  sections.  The  cost  of  taking  the  existing  structures  and 
throwing  them  away  is  something  that  private  industry  doesn't 
face  with  equanimity,  and  the  communities  have  been  certainly  to 
a  considerable  extent  responsible  for  creating  the  conditions  of 
structures  and  density  and  slum  conditions  that  have  been  built  up, 
and  they  have  taken  the  taxes  from  those  conditions  of  over-con- 
gestion that  have  resulted  in  very  undesirable  community  conditions, 
and  undoubtedly  it  is  becoming  evident  that  it  is  in  part  a  public 
duty  to  carry  some  of  the  burden  of  costs  involved  in  throwing  away 
and  reconditioning  those  depreciated  and  slum  areas. 

Mr.  O'Connell.  Would  it  be  fair  to  interpret  what  you  have 
said  as  indicating  that  the  problem  of  what  is  generally  referred  to 
as  slum  clearance  and  providing  adequate  housing  facilities  for  the 
lowest  sector  of  our  population,  is  something  that  we  cannot  hope 
to  meet  with  private  capital  at  the  present  time? 

Mr.  Parker.  I  should  say  so!     I  see  no  other  way. 

Mr.  O'Connell.  Moving  a  little  higher  into  what  is  referred  to 
as  the  middle  income  group,  which  is  the  group  which  we  have  dis- 
cussed at  great  length  before  this  committee — by  that  1  mean  families 
having  an  income  of  more  than  $1,000  a  year  and  less  than  $2,000 
a  year,  that  is  an  area  which  according  to  testimony  before  this 
committee  has  not  been  reached  to  any  appreciable  extent  by  private 
capital  at  the  present  time,  and  at  the  same  time  there  is  substantial, 
some  people  say  tremendous,  unsatisfied  demand  for  dwelling  ac- 
commodations in  that  area — have  you  any  feeling  as  to  what  the 
future  holds  or  what  can  be  done  to  bring  about  additional  activity 
in  that  area? 

Mr.  Parker.  I  think  that  field  is  of  course  very  seriously  affected 
by  the  unemployment  and  the  relief  situation.  The  largest  section 
of  the  single-family  field  is  certainly  houses  costing  $5,000  and  under. 
Now  all  the  unemployed  families,  practically  speaking,  are  in  that 
category,  and  constitute  a  very  definite  drag  on  the  business  of 
building  houses  in  that  category  for  sale. 

Mr.  O'Connell.  As  a  matter  of  fact,  Mr.  Parker,  I  believe  the 
statistics  are  generally  to  the  effect  that  even  eliminating  the  un- 
employed and  taking  those  persons  who  are  gainfully  employed,  a 
majority  of  the  family  incomes  in  this  country  would  probably  fall 
in  the  range  of  persons  who  cannot  afford  dwelling  accommodations 
costing  as  much  as  $5,000. 

Mr.  Parker.  I  think  that  is  true. 

Mr.  O'Connell.  So  that  excluding  relief  people  and  unemployed 
people  and  confining  ourselves  to  those  people  gainfully  employed, 
you  would  have  a  very  substantial  market  which  is  not  being  met 
by  the  construction  industry  at  present  price  levels. 

Mr.  Parker.  I  was  referring  of  course  'to  all  of  the  families  with 
$5,000  and  less,  and  it  seems  to  me  the  drag  there  will  exist  in  various 
levels  in  that  group,  due  to  the  unemployed  situation. 
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So  far  as  houses  built  for  sale  are  concerned,  all  those  families, 
however,  are  susceptible  to  rental  housing,  and  they  are  all  renting 
housing,  and  if  housing  could  be  built  for  rent,  the  drag  on  the  market 
in  that  field  would  not  be  the  same  and  it  would  be  possible  to  provide 
housing  that  would  appeal  even  to  the  families  that  now  have. reduced 
incomes,  due  to  some  element  of  unemployment  within  the  family. 
It  seems  to  me  perhaps  the  most  unfortunate  phase  of  the  small-house 
market  is  that  it  has  had  no  interest  whatever  in  the  part  it  might 
play,  except  in  the  large  apartment  houses  on  a  single  plot  of  land, 
to  provide  rental  housing  for  those  of  the  lower  income  groups,  and 
that  is  the  great  need,  in  my  mind,  to  find  some  way  to  interest 
equity  money  in  the  production  of  long-term  protected  neighborhoods 
in  rental  housing. 

Mr.  O'Connell.  Mr.  Parker,  that  interests  me.  There  was  quite 
some  discussion  before  the  committee  several  times  on  the  encourage- 
ment of  home  ownership  as  distinguished  from  the  encouragement  of 
rental  housing  for  persons  in  the  middle  income  group.  One  or  more 
of  the  witnesses  took  the  view  that  the  future  of  the  construction 
industry  for  this  middle  income  group  was  largely  in  the  rental 
housing  field,  large  scale  housing  projects  to  be  rented  to  persons 
in  this  income  group.  Another  witness  felt  that  everything  should 
be  done  that  could  be  done,  to  encourage  home  ownership  as  dis- 
tinguished from  rental  housing.  Have  you  any  definite  conviction 
or  belief  as  to  that  general  proposition? 

Mr.  Parker.  I  think  that  home  ownership  is  a  luxury  that  should 
be  enjoyed  by  those  who  can  afford  it  and  who  have  the  reasonable 
assurance  of  sustained  income  in  that  locality.  Unless  a  family  is 
reasonably  sure  that  they  can  live  in  that  locality  for  a  substantial 
number  of  years  with  a  sustained  income,  home  ownership  seems  to 
me  a  somewhat  hazardous  operation  because  a  forced  sale  of  a  house, 
with  the  family  having  to  move  quickly,  without  much  background 
and  not  being  ready  to  carry  the  equity  in  it  for  a  long  time,  is  pretty 
certain  to  involve  a  pretty  considerable  cut  in  the  equity  of  the  prop- 
erty and  therefore  a  financial  sacrifice.  It  seems  to  me  that  a  great 
many  families,  probably  due  to  the  home-ownership  campaign,  all  of 
which  is  desirable  for  those  who  can  afford  it— that  this  campaign 
has  led  a  good  many  who  can't  afford  home  ownership  and  who  haven't 
the  security  that  warrants  it,  to  attempt  it,  and  I  think. that  has  un- 
doubtedly been  unfortunate  for  a  great  many  houses  and  neighbor- 
hoods. I  think  there  is  a  very  great  need  for  rental  housing  in  neigh- 
borhood units,  held  for  permanent  ownership  by  housing  corporations 
making  that  a  business  and  providing  a  diversified  background  of 
housing  investment  back  of  the  capital  funds  of  the  corporation. 

Mr.  O'Connell.  In  other  words,  as  I  understand  you,  while  you 
would  have  no  quarrel  with  the  concept  as  to  the  social  desirability 
of  having  every  man  own  his  own  home,  you  would  question  the  eco- 
nomic feasibility  of  encouraging  home  ownership  among  persons  who 
do  not  have  stability  of  employment  and  who  would  be  in  a  position 
possibly  of  putting  their  small  amount  of  savings  into  an  equity  on  a 
house  which  they  might  lose  if  they  lost  their  employment. 

Mr.  Parker.  Yes.  There  are  many  difficulties  of  course  in  develop- 
ing rental  housing  that  might  be  touched  upon,  if  you  desire  to  go 
into  that  at  this  time. 

Mr.  O'Connell.  You  might  mention  a  few  of  them. 
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Mr.  Parker.  The  problem  being  that  if  you  are  going  to  build 
neighborhoods  of  small  units  of  housing  on  a  rental  basis,  it  is  necessary 
for  the  corporation  to  build  on  a  large  scale.  It  is  necessary  for  them 
to  build  better  than  the  speculatively  built  house  in  the  same  general 
market,  because  the  speculative  builder  passes  the  maintenance  on  to 
the  purchaser,  and  in  the  case  of  large  scale  rental  projects,  the  owner 
has  to  maintain  his  own  house,  so  he  will  be  forced  to  build  better. 
In  many  cases,  in  most  cities  that  I  am  familiar  with,  wages  are  not 
a  particular  factor  in  the  small  house  field  because  they  are  generally, 
even  in  the  vicinity  of  a  unionized  municipality,  built  on  nonunion 
wages,  substantially  below  the  union  rate. 

A  large  scale  operation,  however,  in  that  field  would  probably  be 
forced  to  adopt  the  union  labor  rates.  If  that  were  necessary,  if  that 
were  accomplished,  it  would  create  two  handicaps  that  would  make  it 
extremely  difficult  for  a  rental  project  to  earn  its  keep.  One  is,  it 
would  have  to  be  built  better  in  competition  with  the  speculative 
builder,  and  the  second  is,  it  would  have  to  pay  more  wages.  There- 
fore, it  is  essential  as  an  outlet  to  that  type  of  project,  in  my  mind, 
that  agreement  be  reached  for  special  wages  for  low-cost  housing,  and 
for  special  rates  based  upon  longevity  of  guaranteed  employment, 
whether  it  is  an  annual  wage  or  some  longer  period  than  the  day-to- 
day employment  at  the  normal  rates.  And  I  think  perhaps  recogni- 
tion could  be  given  and  could  be  agreed  upon  that  if  a  company 
building  large-scale,  low-rental  housing  had  business  in  the  community 
which  could  guarantee  to  employ  mechanics,  say,  for  3  months  at  a 
time  or  6  months  at  a  time,  a  preferential  wage  in  exchange  for  that 
longer  term  of  employment  would  permit  the  saving  and  the  economy 
that  I  think  would  be  essential  in  developing  adequately  the  large- 
scale  rental  projects. 

Mr.- O'Connell.  That  whole  problem  of  the  per-hour  wage  and 
the  very  unsteady  employment  in  the  building  trades  as  against  a 
steadier  employment  and  something  comparable  to  the  annual  wage 
is  a  very  difficult  problem,  is  it  not? 

Mr.  Parker.  Very  difficult. 

Mr.  O'Connell.  I  have  heard  nothing  that  seems  very  definitive 
in  the  way  of  an  answer  to  that  problem. 

Mr.  Parker.  A  great  deal  has  been  discussed  in  regard  to  the 
annual  wage.  The  only  answer  that  I  know  is  somebody  on  the  other 
side  of  the  fence  agreeing  to  pay  the  wages.  It  has  frequently  been 
put  up  to  the  labor  unions  in  the  past  that  if  they  would  reduce  their 
rates  25  percent,  there  would  be  so  much  more  business  they  would 
make  more  money  in  the  end. 

I  know  of  one  case  a  good  many  years  ago  in  St.  Louis.  It  was  a 
question  whether  with  leveling  of  wages  owners  would  guarantee  the 
additional  amount  of  employment.  If  not  perhaps  it  would  be 
better,  the  mechanics  felt,  to  take  their  present  rate. 

Mr.  O'Connell.  On  that  same  point,  I  think  Dr.  Thorp  indicated 
the  difficulty  in  persuading  any  particular  group  or  any  persons 
representing  any  particular  element  in  construction  cost..  It  is  very 
difficult  tc  persuade  them  it  is  to  their  self-interest,  to  take  a  sub- 
stantially lesser  price  for  their  product  either  in  material  or  labor, 
because  it  is  such  a  comparatively  small  part  of  the  total  cost  that  the 
increased  demand  would  not  take  place. 
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Mr.  Parker.  And  in  the  large  centers  seasonal  unemployment  is  a 
serious  factor.  Our  studies  in  Boston  back  in  '21  and  '22  showed  the 
average  building  mechanic  got  about  3  months'  vacation  without  pay, 
and  that  necessarily  affected  their  impression  of  what  they  ought 
to  get  per  hour  while  they  were  working  by  and  large  during  the  year. 
It  was  said  they  were  paid  by  the  week  and  lived  by  the  year,  and  it 
was  necessary  to  get  a  higher  union  wage  in  an  industry  that  couldn't 
guarantee  steady  employment.  The  only  answer  to  that  is  individual 
owners,  individual  corporations  that  can  guarantee  employment,  and 
it  is  a  settled  fact  in  the  maintenance  crews  of  department  stores  and 
various  other  kinds  of  maintenance  work  that  that  agreement  for 
long-term  employment  is  met  with  a  lower  wage;  it  always  has  been 
so,  it  is  not  a  new  principle.  It  would  merely  mean  applying  it 
particularly  to  assist  this  field  of  large-scale  rental  housing  which  I 
think  is  absolutely  dependent  upon  some  type  of  agreement  of  that 
sort. 

I  don't  believe  that  it  can  develop  otherwise,  because  I  think  any 
corporation  without  a  definite  agreement  would  be  stalled  at  the  start 
and  never  would  be  able  to  get  started. 

Mr.  O'Connell.  Also,  it  would  seem  to  me  you  have  indicated  the 
possibility  of  achieving  anything  in  the  way  of  steady  employment  or 
annual  wage  depended  upon  large-scale  rental  housing. 

Mr.  Parker.  The  large-scale  operator  is  the  only  one  that  can 
guarantee  steady  employment,  and  I  believe  it  would  be  an  excellent 
idea  if  each  large  city  had  one  large  housing  corporation,  organized'as 
the  Bridge  )ort  housing  corporation  was  organized  before  the  war,  to 
provide  lc  ^v*  rental  housing  in  that  metropolitan  area.  I  think  it 
would  be  highly  desirable,  but  I  think  these  other  steps  in  regard  to 
wages  would  be  essential  if  such  a  thing  could  be  made  practical, 
because  they  will  be  in  competition  with  the  rentals  and  other  factors 
involved  in  the  speculative  building  field. 

Mr.  O'Connell.  If  you  have  nothing  more  to  say  on  that  particu- 
lar point,  I  should  like  to  refer  to  the  work  that  you  did  or  were  con- 
nected with  in  Boston  in  making  a  survey  of  the  city  of  Boston  with 
a  view  to  ascertaining  the  tax  burden  and  the  areas  which  bear  the 
greatest  share  of  the  real  estate  tax  burden  in  that  city.  Will  you 
take  a  few  moments  just  to  tell  us  what  brought  that  study  about 
and  what  it  involves  and  what  its  general  conclusions  are? 

Mr.  Parker.  The  study  was  stimulated  by  a  study  made  by 
Howard  Whipple  Green  in  Cleveland,  which,  however,  was  a  study  of 
one  slum  area.  I't  seemed  to  me  indefinite  because  while  it  said  that 
area  produced  about  $250,000  in  taxes  and  cost  the  community  about 
a  million  and  a  quarter  annually  to  run,  that  it  didn't  indicate  to  me 
what  those  relative  figures  were  in  other  typical  sections  of  the  city. 
I  thought  perhaps  all  the  residential  areas  were  in  the  red.  We 
made  a  tentative  study  of  six  areas  in  Boston  to  test  that  and  found 
such  a  wide  range  of  results  that  we  applied  it  later  to  the  entire 
city,  in  wh^h  there  are  127  census  tracts.  We  used  the  census  tract 
as  the  basis,  and  we  appraised  for  each  census  tract  the  taxes  and 
fees  collected  and  then  on  as  careful  and  logical  a  basis  as  possible,  w  e 
appraised  the  share  of  the  municipal  expense  that  should  be  allocated 
into  each  of  those  census  tracts.  That  is  in  many  ways  necessarily 
a  somewhat  arbitrary  allocation.  So  far  as  we  could,  we  allocated 
the  costs  actually  on  a  service  basis,  street  cleaning  by  the  area, 
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or  running  feet  of  the  street;  we  allocated  carefully  the  types  of 
collection  of  garbage,  and  so  forth.  The  schools  we  could,  of  course, 
allocate  into  the  residential  areas  according  to  the  residence  of  the 
pupil  and  according  to  the  grade  of  school  that  they  occupied.  The 
overhead  expenses  were  more  difficult.  Police  and  fire,  for  instance, 
constitute  a  double  factor,  a  readiness  to  serve  and  the  service,  and 
lacking  any  fairer  method  in  those  cases,  we  divided  the  cost  in  two 
and  assessed  half  the  cost  as  a  readiness  to  serve.  In  the  fire  depart- 
ment this  was  on  the  assumption  that  if  the  city  was  as  fireproof  as 
we  could  probably  make  if  we  probably  wouldn't  cut  the  service 
more  than  in  two,  because  we  still  would  need  the  protection  to  life.- 
The  other  half  was  allocated  on  the  basis  of  where  fires  were  and  the 
police  service  actually  rendered  in  the  different  districts. 

When  that  was  accomplished,  we  found  that  78  percent  of  the  area 
of  the  city  was  in  the  red,  and  about  22  percent  was  in  the  black. 

Mr.  O'Connell.  By  being  in  the  red,  what  do  you  mean? 

Mr.  Parkeh.  Meaning  the  census  tract  produced  less  in  taxes  than 
it  cost  the  city  to  run  it,  in  the  colloquial  sense.  That  is  largely  due 
to  the  fact  that  the  two  major  items  in  the  municipal  budget  are 
schooling  and  welfare,  and  those  all  had  to  be  allocated  into  the  resi- 
dence areas,  of  course,  where  the  individuals  that  received  the  welfare 
and  received  the  schooling  live,  so  that  is  the  place  where  we  put  it. 
That  meant  that  in  that  78  percent  of  the  area  which  covered  almost 
all  the  residence  area,  except  a  very  few  residential  areas,  was  also 
included  half  the  industrial  areas  or  more  than  half. 

They  built  up,  out  of  a  budget  of  65  million  for  the  city  as  a  whole, 
or  thereabouts,  a  deficit  of  eighteen  million  over  and  above  the  taxes 
that  they  produced,  which  had  to  come  out  of  the  excess  profits  of 
the  taxes  in  those  congested  areas,  the  downtown  central  business 
area,  and  the  high  rental  residence  areas  that  didn't  send  their  children 
to  the  public  schools,  and  that  had  very  many  fewer  children  per  dollar 
of  property  value.  There  was  only  one  suburban  residential  tract 
that  was  paying  its  way,  and  only  just  doing  so.  So  the  study 
showed  that  the  downtown  business  area  which  covered  about  2 
percent  of  the  tract  of  the  city  produced  eleven  out  of  the  eighteen 
million  deficit  to  carry  the  expenditures  in  other  areas,  and  the 
balance  was  produced  in  a  few  other  districts  of  the  high  rental 
residence  areas  that  I  have  suggested.  This  pointed  to  the  extreme 
importance  of  protecting  that  basket  of  eggs  that  were  carrying  all 
the  burden,  the  downtown  high  value  areas.  It  showed,  of  course, 
that  it  was  a  good  deal  more  expensive  to  service  individuals  than  to 
service  buildings,  and,  of  course,  the  service  costs  due  to  welfare  and 
schooling  are  necessarily  charged  into  the  residential  areas. 

To  show  the  effect  of  the  balance  in  the  low  rental  areas,  the  deep 
red  in  the  map  which  you  have  shows  the  concentration,  of  the  net 
loss,  and  they  are  all  the  concentrated  poyerty  areas,  the  slum  areas 
of  the  city. 

Mr.  O'Connell.  Have  you  any  figures  showing  the  relative  taxes 
against  the  cost  of  service? 

Mr.  Parker.  Roughly  speaking,  the  low  depreciated  slum  areas 
cost  the  city  about  $4  for  every  $1  that  they  paid  [providing  taxes 
"are  paid}  and  that  includes  the  taxes  from  the  retail  business  properties 
in  those  residential  areas,  because  they  are  all  mixed  in  with  the 
residence  areas  in  the  census  tracts.     Each  census  tract  is  listed 
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according  to  its  major  characteristic,  70  percent  occupancy,  so  there 
is  a  substantial  amount  of  taxes  coming  from  movie  houses  and  retail 
trade  establishments  in  those  various  residential  areas. 

Dr.  Lubin.  These  figures  then  are  figures  which  show  the  actual 
amount  spent  by  the  municipality  in  maintaining  those  areas  as  com- 
pared with  the  actual  amount  paid  in  direct  taxes  to  the  muncipality 
from  those  areas. 

Mr.  Parker.  Yes. 

Dr.  Lubin.  They  do  not,  however,  include  the  taxes  that  these 
same  people  pay  when  they  buy  things  downtown 

Mr.  Parker.  Oh,  no. 

Dr.  Lubin.  Which  in  turn  go  back  to  the  city. 

Mr.  Parker.  Oh,  no.  This  is  an  analysis  of  the  city's  budget, 
the  books  of  the  city,  how  the  different  census  tracts  stand  in  the 
money  that  they  provide  directly  from  the  property  tax  and  personal 
tax,  poll  tax,  and  the  automobile  and  the  liquor  licenses,  and  those 
are  allocated  into  the  census  tracts. 

Mr.  O'Connell.  I  know  it  is  very  difficult  to  generalize  it,  but 
thinking  of  real-estate  taxes  as  being  one  of  the  possible  deterrents 
to  construction  in  the  residential  field,  if  we  take  the  city  of  Boston 
as  an  example,  and  use  the  test  that  you  have  used  as  to  the  cost  to 
the  city  of  services,  and  balance  against  that  the  taxes  collected  from 
the  residential  areas,  it  wouldn't  appear  as  though  those  areas  were 
paying  more  than  their  proportionate  share,  as  much  as  they  should. 

Mr.  Parker.  The  thought  that  appeals  to  me  there,  if  you  con- 
sider the  lower  cost  housing,  let  us  say  that  would  be  assessed  at 
$4,000  per  housing  unit,  and  take  a  $40  tax  rate,  you  have  got  a  tax 
from  that  piece  of  property  of  $160,  and  that  family,  except  for  these 
taxes  which  Mr.  Lubin  has  referred  to  from  purchases  of  materials, 
the  other  taxes,  most  of  which,  however,  don't  go  to  the  community 
but  go  to  the  Federal  Government,  that  $160  represents  about  the 
entire  amount  that  that  family  pays  in  taxes  for  the  support  of  the 
city,  perhaps  $14  a  month,  and  I  am  wondering  if  that  is  an  excessive 
fee  for  that  family  to  pay  for  schooling,  hospitalization,  street  cleaning, 
fire  protection,  police  protection,  and  all  the  other  services  of  the 
city.  That  family  probably  would  not  pay  much  of  any  income  tax 
to  the  State. 

Mr.  O'Connell.  Assuming  the  validity  of  the  method  of  allocation 
of  services  arid  assuming  that  the  city  is  providing  services  which  it 
should  not  be  expected  to  provide,,  and  taking  Boston  as  an  ex- 
ample, the  residential  property  is  not  bearing  more  than  its  share? 

Mr.  Parker.  It  is  bearing,  of  course,  much  less  in  taxes  than 
it  is  getting  in  service  from  the  community,  but,  Of  course,  it  isn't 
necessary  to  assume  that  it  should  pay  on  the  basis  of  this  allocation 
the  full  amount  allocated.  That  is  an  arbitrary  basis  and  these  figures 
must  be  used  with  caution.  It  is  not  proper  to  say  in  the  slum  area, 
for  instance,  that  because  the  city  gets  $250,000  in  taxes,  and  it  costs 
the  city  a  million  a  year,  that  if  you  rebuild  it  witri  a  housing  project, 
you  will  save  $750,000  a  year,  of  course,  because  the  expense  of  that 
tract  is  largely  the  expense  of  poverty,  of  people  that  cannot  afford 
to  pay  for  the  services  that  the  city  requires  as  an  essential  of  the 
community  life;  so  that  it  is  quite  improper  to  use  these  figures  as  an 
argument  of  the  savings  that  will  accompany  reconstruction  of  the 
slum  area.     There  will  be  the  imponderable  savings  of  hospitalization 
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and  crime  and  police  and  fire  that  are  undoubtedly  caused  by  the  bad 
fire  conditions  and  bad  housing  conditions,  but  those  are  the  more 
difficult  elements  to  figure  but  they  are  hidden  in  the  community  costs. 

Mr.  O'Connell.  I  should  like  to  offer  this  report  to  which  Mr. 
Parker  has  referred  and  suggest  it  be  filed  with  the  committee.  There 
is  a  lot  of  interesting  information  in  it  that  we  haven't  had  an  oppor- 
tunity to  cover. 

(The  report  referred  to  was  marked  "Exhibit  No.  919"  and  is  on 
file  with  the  committee.) 

Mr.  O'Connell.  I  have  no  further  questions  to  ask  of  Mr.  Parker. 

Acting  Chairman  Reece.  Are  there  any  questions  by  the  members- 
of  the  committee?     If  not,  we  thank  you  very  kindly,  Mr.  Parker. 

(The  witness,  Mr.  Parker,  was  excused.) 

Mr.  O'Connell.  I  should  like  to  call  Mr.  Gerhardt  F.  Meyne. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testimony 
you  are  about  to  give  in  this  proceeding  shall  be  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Meyne.  I  do. 

TESTIMONY  OF  GERHARDT  F.  MEYNE,  CHICAGO,  III. 

COLLUSIVE  PRACTICES  IN  THE  BUILDING  TRADES  IN  CHICAGO 

Mr.  O'Connell.  Will  you  state  your  name  and  address  and 
occupation? 

Mr.  Meyne.  My  name  is  Gerhardt  F.  Meyne;  my  business  address, 
7  South  Dearborn  Street,  Chicago ;  and  I  am  a  building  contractor. 

Mr.  O'Connell.  What  type  of  construction  work  does  your  com- 
pany undertake? 

Mr.  Meyne.  "We  do  heavy  construction  to  some  extent  and  also  do 
considerable  reconstruction  and  reconditioning,  industrial  work,  and 
occasionally  some  residences. 

Mr.  O'Connell.  One  general  question,  Mr.  Meyne — would  you  be 
in  accord  with  the  view  that  has  been  quite  generally  expressed  before 
this  committee  that  additional  expansion  in  the  construction  industry 
will  flow  to  a  large  extent  from  a  removal  of  the  deterrents  which  at 
present  unduly, increase  the  cost  of  such  construction,  and  that  a 
reduction  in  such  costs  would  stimulate  additional  demand? 

Mr.  Meyne.  I  certainly  do. 

Mr.  O'Connell.  As  a  contractor,  Mr.  Meyne,  would  you  care  to 
state  to  the  committee  what  you  consider  the  principal  deterrent  to 
recovery  in  the  construction  industry  in  the  area  in  which  you 
operate? 

Mr.  Meyne.  I  would  say  that  the  chief  reason  why  building  is  being 
retarded  is  that  the  builder  is  unable  to  produce  his  product  in  line 
with  the  other  fellow's  ability  to  buy  or  rent.  The  ( tenant's  pocket- 
book  doesn't  seem  to  be  able  to  cover  the  requirement  to  give  a 
reasonable  return  on  investments. 

Mr.  O'Connell.  Well,  what  specific  items  of  cost  would  you  con- 
sider appropriate  to  consider  as  ones  which  have  not  been  brought 
down  but  which  might  be? 

Mr.  Meyne.  Well,  I  consider  the  cost  of  materials,  I  think,  the  cost 
of  transportation,  the  cost  of  fuel,  which  go  into  the  manufacture  of 
material,  labor,  and  so  forth. 
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Mr.  O'Connell.  That  is  practically  everything.  Let  us  take  some 
of  them  specifically.  You  mentioned  material  costs.  Have  you  any 
views  as  to  whether  material  costs  in  general  are  too  high  or  anything 
specific  to  give  us  on  that  subject? 

Mr.  Meyne.  "Well,  general  material  costs  are  fairly  high.  They 
are  high  chiefly  because  of  high  transportation  costs,  as  Dr.  Thorp 
brought  this  morning  in  a  discussion  here  in  which  he  showed  that 
the  freight,  )Fer  instance,  on  the  rough  material,  sand  and  gravel,  was 
56  percent  of  the  cost  of  the  material,  and  when  I  first  started  in 
business,  back  in  1909,  and  1910,  we  used  to  buy  a  yard  of  gravel 
delivered  on  the  job,  for  a  dollar  and  a  dollar  ten  cents,  and  today  the 
freight-rate  transportation  alone  is  a  dollar  six  cents. 

Mr.  O'Connell.  "Would  that  be  typical,  or  would  that  be  attributed 
to  the  fact  of  going  farther  away  to  get  the  material? 

Mr.  Meyne.  Well,  no,  the  sources  of  material  are  the  same  sources 
of  material,  Lake  Michigan  is  the  same,  same  Gainesville,  same 
Wisconsin. 

Mr.  O'Connell.  Are  there  any  other  things  you  think  unreasonably 
affect  the  price  of  materials  as  well  as  transportation? 

Mr.  Meyne.  I  think  the  labor  monopolies  that  go  into  the  making 
up  the  cost  of  material  from  the  very  first  pick  and  shovel  to  the  last 
delivery,  and  installation  m  the  building,  all  have  to  do  with  the 
extraordinary  cost  of  building. 

Mr.  O'Connell.  Could  you  be  a  little  more  explicit  on  what  you 
mean  by  labor  monopoly?     I  am  not  clear. 

Mr.  Meyne.  By  labor  monopoly  I  mean,  generally  speaking,  a 
labor  union  council,  as  we  understand  it,  and  known  as  the  Building 
Trades  Councils. 

Dr.  Lubin.  Are  those  people  engaged  in  manufacturing  labor 
materials? 

Mr.  Meyne.  He  asked  me  the  question,  What  was  generally  the 
high  building  cost? 

Mr.  O'Connell.  You  said  materials  cost.  You  mentioned  high 
materials  cost.  I  was'  going  to  refer  to  labor  after  you  had  discussed 
materials.  Now,  in  connection  with  materials,  you  referred  to  the 
high  cost  of  transportation,  which  Dr.  Thorp  also  mentioned  this 
morning.  Are  there  any  other  factors  which  seem  to  you  to  have 
unreasonably  increased  the  cost  of  materials? 

Mr.  Meyne.  Cost  of  fuel  is  unreasonably  high  in  comparison  to 
former  years.     Back  in  '16,  '18,  and,  '20,  and  '23,  and  '24. 

Dr.  Lubin.  Do  you  have  any  material  showing  what  has  hap- 
pened to  the  actual  fuel  cost  per  unit  of  production?  All  the  data 
we  can  find  show  us,  determining  actual  cost  per  pound  of  coal  used 
for  horsepower  generally,  have  been  going  down  steadily  and  that  is 
why  people  are  not  buying  so  much  coal  as  they  did.  The  efficiency 
of  the  use  of  coal  has  been  stepped  up  so  far,  we  find  in  many  in- 
stances, while  the  price  of  coal  has  gone  up,  the  cost  has  gone  down 
in  terms  of  productivity. 

Mr.  Meyne.  Lcan't  give  you  that  but  I  do  know  that  the  cost  of 
coal  is  a  decided  factor  in  it,  because  we  used  to  buy  coal  in  '12,  a 
dollar  five  at  the  mine,  and  in  '38  we  paid  two  and  five  in  the  mine 
and  the  freight  rate  I  can't  give  to  you  at  this  minute,  so  the  coal  to 
us  now  is  quite  an  item  in  the  manufacturing  of  the  material. 

Dr.  Lubin.  What  happens  to  its  efficiency,  the  efficiency  of  the 
boilers? 
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Mr.  Meyne.  They  have  been  improved  and  also  cost  more.  You 
mean  in  the  line  of  B.  t.  u.'s? 

Dr.  Lubin.  Yes. 

Mr.  Meyne.  Efficiency  of  B.  t.  u.'s  there  is  some  merit  to  it,  but 
it  isn't  sufficient,  in  my  judgment,  to  offset  the  high  cost  of  fuel  and 
the  transportation  involved  in  fuel. 

Mr.  O'Connell.  In  view  of  the  fact  that  you  are  primarily  en- 
gaged in  the  construction  industry,  perhaps  we  had  better  confine 
ourselves  to  things  with  which  you  are  more  familiar  in  your  day-to- 
day work,  and  another  thing  you  mentioned  was  that  one  of  the 
difficulties  in  expansion  in  construction  industry  was  labor  cost,  and 
then  you  referred  to  labor  monopoly.  Would  you  explain  what  you 
have  in  mind  there? 

Mr.  Meyne.  What  I  had  in  mind  in  the  labor  monopoly  is  chiefly, 
particularly  to  building-trades  council. 

Mr.  O'Connell.  What  are  building-trades  councils? 

Mr.  Meyne.  Building  trades  council  is  a  council  of  a  number  of 
unions  where  they  are  controlled  by  a  group  of  men  or  group  by 
their  delegates,  which  is  headed  into  committees,  and  those  com- 
mittees usually  control  the  entire  labor  policy  in  the  building  industry 
of  the  city. 

Mr.  O'Connell.  Well,  now,  do  you  mean  there  is  anything  in- 
herently wrong  in  having  labor  organizations  such  as  unions  and  in 
turn  to  have  these  organizations  organized  into  building-trades 
councils? 

Mr.  Meyne.  No;  I  certainly  do  not.  I  certainly  do  not  think  so, 
that  there  is  anything  wrong  in  having  the  labor  unions,  but  where 
the  difficulty  comes  in  is  that  the  leaders  of  the  labor  unions  are  so 
apt  to  develop  into  racketeers. 

Mr.  O'Connell.  Well,  possibly  we  would  get  along  a  little  more 
rapidly  if  you  were  to  give  us  something  a  little  more  specific  in  terms 
of  your  experience. 

Mr.  Meyne.  You  are  meaning  to  ask  mof  as=  I  =get=it,  if  a-labor 
union  is  a  racket,  how  it  gets  that  way.     Is  that  it?     [Laughter.]  - ' 

Mr.  O'Connell.  Possibly  we  might  say  that.  I  understood  you 
to  say  that  unions  were  all  right,  but  that  mere  was  a  tendency  in 
unions  to  have  policies  in  some  instances  controlled  by  persons  whom 
you  referred  to  as  racketeers.  With  that  as  a  starting-off  point,  I 
wanted  you  to  be  a  little  more  specific  and  tell  us  what  you  mean  by 
the  term  "racketeers,"  and  how  the  unions  are  used  by  these  racketeers 
for  unsocial  purposes. 

Mr.  Meyne.  Well,  I  just  wanted  to  say  this,  that  in  order — the 
labor  leaders  usually  become  leaders  by  being  elected  and  playing 
politics.  Now,  they  usually  are  constantly  reelected  due  to  the 
apathy  or  lack  of  understanding  of  the  average  union  member. 
Now,  what  makes  them  become  a  racketeer  is  the  fact  that  he  is  not 
content  with  merely  being  satisfied  with  the  wage  or  salary  that  he 
gets  from  the  union,  but  he  devises  ways  and  means  whereby  he  can 
impose  on  the  building  public  other  income  besides  his  regular  salary. 
Mr.  O'Connell.  Well,  you  mean,  then,  that  in  cases  of  the  type 
to  which  you  refer,  the  labor  leader  would  in  effect  betray  his  union 
members  and  do  things  incompatible  with  their  best  interests? 
Mr.  Meyne.  That  is  right. 

Dr.  Lubin.  Would  you  be  willing  to  generalize  and  say  that  is 
true  of  labor  leadership  as  a  whole  or  in  general? 
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Mr.  Meyne.  No;  I  wouldn't  generalize  that  as  a  labor  situation  as 
a  whole.  I  am  talking  specifically  as  I  know  it  in  the  building 
industry. 

Dr.  Lubin.  Would  you  think  it  was  typical  of  the  building  industry 
as  a  whole? 

Mr.  Meyne.  No;  I  only  know  it  as  I  know  it  in  Chicago,  and  as 
I  have  read  about  it  in  other  large  cities  of  the  country. 

Dr.  Lubin.  Would  you  say  that  it  was  typical  of  labor  leadership 
in  Chicago? 

Mr.  Meyne.  No;  but  I  would  say  that  it  was  typical  of  many  of 
the  building  industry  leaders  of  Chicago. 

Mr.  O'Connell.  You  first  referred  to  a  building-trades  council. 
Does  that  involve  a  combination  or  group  of  combinations  in  the 
building  trades? 

Mr.  Meyne.  Yes. 

Mr.  O'Connell.  Is  that  the  group  to  which  you  are  referring? 

Mr.  Meyne.  Yes. 

Mr.  O'Connell.  Could  you  be  more  specific  than  you  have  been 
as  to  the  activities  of  the  labor  leadership  in  that*  particular  group? 
Possibly  that  js  a  rather  difficult  question. 

Dr.  Lubin.  I  think,  Mr.  O'Connell,  it  is  an  important  question. 
The  charge  has  been  made  that  this  group  has  been  dominated  by 
racketeers,  and  I  think  it  is  important  that  specific  instances  be  put 
in  the  record. 

Mr.  O'Connell.  If  Mr.  Meyne  can  answer  the  question,  I  wish 
he  would. 

Mr.  Meyne.  Well,  let's  see.  I  have  a  newspaper  clipping  where  a 
school  building  was  put  on  a  strike  only  a  few  months  ago,  where  the 
contractor's  bond  was  being  challenged,  or  whatever  you  call  it, 
because  the  stonecutters'  unionv  demanded  the  cutting  of  the  stone, 
which  was  shipped  up  from  Bloomington,  or  from  the  oolitic  stone 
center  in  Indiana,  to  Chicago.  Now,  the  stone  for  years,  on  decent- 
sized  jobs,  has  been  shipped  from  Indiana  to  Chicago,  and  been  set 
and  handled  by  Chicago  people. 

Now,  the  stonecutters  demand  the  cutthjg  of  that  stone  be  done 
right  in  Chicago  rather  than  in  Indiana.  Now,  your  W.  P.  A.  money 
is  going  into  this  particular  project;  it  is  money  from  all  over  the 
country,  yet  our  particular  stonecutters  are  demanding  that  this 
work  be  awarded  to  them.     That  is  what  I  call  racketeering. 

Mr.  O'Connell.  If  I  may  say  so,  I  think  that  is  a  little  different 
type  of  situation  than  I. thought  you  had  in  mind  when  you  referred, 
to  racketeering.  That  is  a  condition  which  I  thfnk  we  will  refer  to  a 
little  later,  and  it  involves,  as  I  understand  itt^  a  general  attempt  on 
the  part  of  laboring  people  to  preserve  for  themselves,  and  I  think  a 
certain  amount  of  it  is  legitimate,  as  large  a  share  of  the  work  in 
connection  with  the  particular  activity  of  the  building  as  is  possible. 

Now,  racketeering,  it  seems  to  me,  involves  a  much  more  nepharious 
concept.  I  wish  you  could  be  a  little  more  specific.  If  that  is 
racketeering,  it  isn't  what  I  thought  of  as  racketeering,  frankly.  You 
had  used  the  word  racketeering  in  connection  with  the  practices  of 
labor  leaders. 

Mr.  Meyne.  Who  brings  the  attention  of  the  situation  to  the  labor 
trades  council,  but  the  labor  leaders? 

Mr.  O'Connell.  That  is  undoubtedly  true,  but  I  still  was  under 
the  impression  when  you  started  that  by  referring  to  racketeers  you 
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were  thinking  of  practices  indulged  in  by  labor  leaders  which  were 
clearly  against  the  best  interests  of  the  group  that  they  represent  in 
their  community. 

Mr.  Meyne.  All  right,  I  will  have  to  go  back  a  little  further.  I 
didn't  know  that  this  questioning  was  going  to  take  a  turn  in  this 
particular  kind  of  way.     Probably  it  is  my  fault. 

In  one  of  my  buildings — this  was  quite  a  few  years  ago — certain 
boilers  were  to  be  made  in  Waukegan,  Wis.  Those  boilers  were 
shipped.  The  day  they  arrived,  a  strike  was  called.  Thirteen  or 
fourteen  trades  were  called  out.  There  wasn't  any  shop  big  enough 
in  Chicago  to  manufacture  those  boilers. 

Somebody  claimed  that  these  boilers  were  made  by  nonunion  men. 
They  were,  I  later  found  out.  It  took  us  about  15  weeks  to  get  that 
strike  settled.  The  fact  that  money  was  passed  was  evident,  and 
quite  a  few  of  those  men  were  indicted,  later  pleaded  guilty,  and  were 
fined.  Now,  is  that  racketeering?  That  is  what  I  would  call  racket- 
eering in  that  sense. 

Mr.  O'Connell.  You  think  that  is  racketeering. 

Mr.  Meyne.  That  is  racketeering. 

Mr.  O'Connell.  Have  any  other  instances  that  you  would  care  to 
relate,  some  that  are  more  current,  that  would  reflect  what  you  are 
referring  to  as  racketeering?  Frankly,  the  only  reason  I  have  for 
bringing  it  up  is  I  hadn't  realized  we  were  going  to  discuss  labor 
leaders  as  racketeers,  but  since  it  has  been  mentioned,  I  think  with 
Dr.  Lubin  it  is  only  fair  that  you  should  tell  the  committee  specifically 
whatever  you  can  recall  of  practices  that  involve  that  general 
principle. 

Mr.  Meyne.  You  go  along,  and  in  the  meantime  my  memory  will 
come  back  to  me.  I  am  not  used  to  being  on  the  stand,  as  it  were,  and 
if  you  will  go  along  and  carry  on  your  line,  I  will  guarantee  my  memory 
wUl  come  back  and  I  will  be  able  to  recite  probably  quite  a  few  of  them. 

Mr.  O'Connell.  All  right.  Now,  from  your  knowledge  of  the 
construction  industry  and  the  building  industry  generally,  can  you 
tell  us  anything  about  your  view  as  to  the  labor  supply  in  the  various 
trades  and  whether  or  not  it  has  been  in  recent  years  maintained? 

Mr.  Meyne.  Well,  the  labor  supply  has  not  been  so  very  well 
maintained.  In  the  present  abnormal  times,  there  are  sufficient 
mechanics,  but  the  average  age  of  the  mechanics  is  about  52  years 
in  the  building  industry.  Of  course,  in  the  years  of  the  immedate 
past,  '33  and  '34,  there  were  quite  a  few.  In  '36  and  '37  it  was  rather 
difficult  to  get  skilled  men  who  had  a  knowledge  of  the  job  and  knew 
what  it  was  all  about. 

Mr.  O'Connell.  When  you  say  that  the  average  age  of  building 
tradesmen  is  now  about  52  years,  I  take  it  you  mean  that  it  should  be 
less,  and  that  new  apprentices  and  people  are  not  coming  into  the 
field.     Is  that  it? 

Mr.  Meyne.  That  is  what  I  mean.  I  mean  the  apprentice  situa- 
tion is  such  that  we  are  not  training  any  apprentices  in  the  building 
industry. 

Mr.  O'Connell.  Before  we  go  any  further  with  that,  when  you 
refer  to  the  building  industry,  I  take  it  that  you  are  referring  primarily 
to  a  situation  that  exists  in  and  around  Chicago  where  you  are  most 
familiar  with  it. 

Mr.  Meyne.  That  is  right. 
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Mr.  O'Connell.  And  that  we  must  not  generalize  too  much  from 
what  you  say  or  are  you  of  the  opinion  that  the  situation  that  you 
describe  as  existing  there  would  be  of  general  application  to  the 
country. 

Mr.  Meyne.  No;  it  is  not  a  general  application  to  the  country, 
but  it  is  generally  in  large  cities. 

Mr.  O'Connell.  Now  could  you  tell  us  something  about  the  train- 
ing of  apprentices,  as  you  understand  it? 

Mr.  Meyne.  Well,  there  is  comparatively  little,  if  any,  training  of 
apprentices  in  the  building  industry.  The  unions,  of  course,  are 
fairly  liberal  in  the  number  of  apprentices  that  we  are  able  to  take  on, 
but  we  can't  criticize  them  on  that  score,  that  we  can't  get  enough 
boys  and  will  not  take  enough  boys,  but  the  conditions  that  they 
impose  of  bringing  up  an  apprentice  is  such  that  it  is  practically  im- 
possible, certainly  unprofitable.  The  starting  pay  of  an  apprentice  in 
our  building  industry  is  25  percent  of  the  original  mechanic's  pay, 
which  in  most  trades  would  be  somewhere  around  45  or  50  cents  an 
hour  to  start  with. 

In  the  second  year  his  pay  is  increased,  and  the  third  year  it  is  in- 
creased some  more,  and  in  the  fourth  year  it  is  about  75  percent  of  a 
mechanic's  pay,  but  the  condition  that  additionally  is  imposed  is  that 
you  have  to  keep  this  apprentice  on  your  pay  roll  constantly.  You 
have  to  guarantee  him  employment  and  you  have  to  send  him  to 
school  1  day  a  week.  Now  the  mechanic  only  works  5  days  and 
you  send  your  boy  to  school  1  day,  so  he  only  works  4  days.  By  the 
time  you  are  through  why  he  has  cost  you  more  than  the  hiring  of  a 
mechanic. 

Besides  that,  he  is  spoiling  materials  and  takes  up  the  time  of  the 
foreman  and  of  the  other  mechanics,  and  therefore  we  just  don't  take 
them,  and  I  suppose  that  outside  of  probably  where  we  ought  to  in 
Chicago  be  having  somewhere  around  six  or  seven  hundred,  we  prob- 
ably have  only  40  or  50  apprentices  in  the  various  trades. 

Mr.  O'Connell.  If  I  understand  you  correctly,  then,  it  isn't  a 
situation  in  which  the  unions 

Mr.  Meyne  (interposing).  The  union  is  not  to  blame. 

Mr.  O'Connell  (continuing).  Discourage  having  apprentices  enter 
the  field,  but  rather  that  the  employers  do  not  feel  it  profitable  to 
train  apprentices,  and  I  suppose  it  is  also  true  that  there  is  no  other 
way  of  training  apprentices  than  to  have  them  employed  on  the  job? 

Mr.  Meyne.  Yes;  there  is. 

Mr.  O'Connell.  Is  there? 

Mr.  Meyne.  You    can    train    apprentices,    s~>me    apprentices,    in" 
certain  trades,  by  intensive  training.     It  doesn't  take  4  years  to 
always  make  a  mechanic.     He  may  not  have  structural  knowledge 
by  intensive  training.     You  take  a  boy  out  of  high  school  and  you 
can  make  a  mechanic  out  of  him  very  much  quicker  than  4  years. 

Mr.  O'Connell.  But  traditionally,  I  take  it,  the  method  has  been 
training  apprentices  by  actual  work  on  the  job,  hasn't  it? 

Mr.  Meyne.  Yes;  for  example,  when  labor  was  scarce  back  in  '23 
and  '24,  we  made  bricklayers  in  6  months,  pretty  good  bricklayers 
at  .that".;  and  they  didn't  have  construction  knowledge,  but  they  could 
lay  comers  and  they  could  earn  a  day's  pay.  We  made  plasterers  in, 
9  months-;  we  made  tile  setters  in  6  months,  by  giving  them  intensive 
training  in  the  school. 
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Mr.  O'Connell.  That  would  seem  to  indicate,  too,  that  if  there 
were  substantial  expansion  in  construction  that  we  wouldn't  have  a 
serious  and  long-continued  shortage  of  skilled  workers  to  contend 
with? 

Mr.  Meyne.  If  unions  would  permit  us  to  give  them  intensive 
training  rather  than  traditional  4  or  5  years,  why  it  wouldn't  take 
long  to  make  mechanics  in  a  number  of  the  trades.  You  see,  a  boy 
of  18  can  take  knowledge  much  faster  than  a  boy  of  12,  when  we 
started. 

Mr.  O'Connell.  Well,  generally,  I  take  it  you  feel  that  not  enough 
young  people  are  in  a  position  to  learn  to  enter  one  of  the  building 
trades? 

Mr.  Meyne.  Well,  that  is  another  thing.  You  see  it  is  rather 
difficult  to  enter  the  building  trades.  The  initiation  fees  in  the  build- 
ing trades  are  rather  high;  the  cheapest  initiation  fee  in  Chicago  that 
I  know  of  in  the  building  trades  is  $100.  From  that  it  ranges  up  to 
$500  to  become  a  member  of  the  union.  The  laborer,  common  laborer; 
must  pay  $5  initiation  fees,  and  the  dues  range  from  $2.25  a  month  to 
$6  a  month,  plus  such  assessments  and  fines  for  infractions  of  rules 
as  may  occur  from  time  to  time,  and  the  rates  of  initiation  fees  are 
for  the  various  trades — the  bricklayers  and  masons  is  $100,  $3  a 
month  dues.  The  carpenter's  is  $100  and  a  dollar  and  a  half  a  month 
dues. 

Mr.  O'Connell.  This  is  in  Chicago? 

Mr.  Meyne.  This  is  in  Chicago.  It  runs  in  the  same  general  run 
in  other  large  cities.  Electricians,  first-class  journeymen,  $350;  the 
B  and  C  class  journeymen,  $200,  and  the  apprentice  must  pay  $100 
initiation  fee  before  he  is  ever  taken. 

Mr.  O'Connell.  You  haven't  mentioned  any  apprentice  initiation 
fee  for  the  other  trades.  Generally  speaking,  is  the  initiation  fee  a 
fee  that  is  paid  after  the  period  of  apprenticeship? 

Mr.  Meyne.  That  is  arranged  afterward,  as  far  as  I  remember. 
Mine  is  quite  a  while  ago,  but  I  had  to  pay  mine  before  we  started. 
That  was  only  a  few  dollars  then,  $10  or  $15. 

Mr.  O'Connell.  I  take  it  there  wouldn't  be  any  apprenticeship  for 
labor,  would  there? 

Mr.  Meyne.  There  is  no  apprenticeship  for  labor. 

Plasterers'  are  $150  to  $125;  plumber,  journeymen,  $200;  steam- 
fitters,  $300;  painters,  an  average  of  $100;  and  the  plumbers'  quarterly 
dues  are  $15  and  the  steamfitters'  quarterly  dues  are  $10.75. 

Now  another  rather  peculiar  thing  about  this  is  that  even  though 
the  unions  are  supposed  to  be  national  organizations,  the  transfer  of 
membership  from  one  city  to  another  and  from  one  part  of  the  country 
to  another  is  often  found  be  be  as  difficult  for  a  journeyman  to  get 
into  a  union  in  a  strange  town  because  the  ranks  are  closed  and  they 
have  a  phrase,  what  they  call  "the  books  are  closed,"  and  they  won't 
take  any  mechanics  from  strange  towns. 

Mr.  O'Connell.  Well,  now,  that  particular  situation,  I  take  it, 
would  tend  to  make  it  difficult  for  a  member  of  the  union  in  one  area 
to  move  to  another  and  find  employment  on  a  union  job.  Referring 
for  the  moment  to  the  initiation  fee,  I  take  it  from  your  reference  to 
the  size  of  the  fees  in  connection  with  some  of  these  trades,  that  you 
believe  that  to  be  an  unequitable  or  unfortunate  situation? 
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Mr.  Meyne.  Where  is  a  young  man  going  to  get  $500  or  $100  or  a 
man  that  comes  from  the  Country  to  learn  his  trade  and  comes  to  the 
city,  where  is  he  going  to  get  the  money  to  join  the  union?  The 
initiation  fees  are  exorbitant  and  in  my  past  experience  most  of  the 
young  men  that  have  come  to  the  cities  have  come  from  the  country. 
I  think  that  is  one  of  the  things  that  this  committee  might  give  some 
sympathetic  thought  and  study  to,  to  see  what  could  be  done  in 
correcting  that  sort  of  situation. 

Mr.  O'Connell.  How  much  effect  do  you  spppose  that  situation 
has  on  the  matter  of  the  cost  of  the  finished  product,  the  house  that 
we  are  talking  about? 

Mr.  Meyne.  That  is  pretty  difficult  to  say.  I  would  like  to  say 
this,  that  every  foreman  that  has  been  in  my  employ  has  either  come 
from  the  country — they  don't  seem  to  raise  them  in  the  city;  that  is  a 
startling  statement,  but  that  is  nevertheless  true ;  nearly  every  super- 
intendent that  comes  into  the  large  city  comes  from  the  country,  or 
is  foreign-born. 

Dr.  Lubin.  Mr.  Meyne,  I  understood  you  to  say  a  minute  ago  that 
as  far  as  you  knew  there  was  no  shortage  of  building  mechanics  in 
Chicago  at  the  present  time? 

Mr.  Meyne.  Not  at  the  present  time. 

Dr.  Lubin.  Has  there  been  in  the  past  2  or  3  years? 

Mr.  Meyne.  In  '37  there  was  a  shortage,  beginning  to  be  felt,  and 
the  beginning  of  '38;  there  isn't  any  particular  shortage  at  this  time. 

Dr.  Lubin.  When  you  say  "beginning  to  be  felt,"  you  actually 
couldn't  get  enough  people? 

Mr.  Meyne.  We  could  get  them,  but  there  wasn't  any  selection  of 
men,  efficient  and  proficient  in  the  work. 

Dr.  Lubin.  If,  for  example,  his  initiation  fees  were  lowered  tomor- 
row, as  far  as  your  supply  of  labor  is  concerned,  it  would  have  no 
effect?  I  mean,  you  see,  right  now  you  have  plenty;  anyway,  you 
have  no  trouble  getting  it? 

Mr.  Meyne.  We  haven't  any  particular  trouble  getting  them  now. 

Dr.  Lubin.  So  it  is  really  a  question  of  anticipating  a  shortage? 

Mr,  O'Connell.  Well,  generally  speaking,  I  would  gather  that  it 
was  your  complaint  with  the  situation  that  young  people  find  it 
difficult  to  get  the  wherewithal  to  join  the  union  or  to  become  con- 
nected with  the  building  trades  generally,  and  to  that  extent  it  limits 
their  opportunity  for  employment?  It  really  doesn't,  I  gather,  mean 
that  you  were  concerned  with  any  imminent  shortage  in  that  type  of 
labor? 

Mr.  Meyne.  No;  of  course  I  must  confine  myself  to  my  particular 
personal  knowledge,  and  my  own  particular  work,  which  is  probably 
high-grade  and  a  high-standard,  and  I  have  had  a  following  over  a 
period  of  time,  that  whenever  I  need  any  men  they  would  leave  other 
people  and  come  to  me,  so  that  also  affects  my  viewpoint,  but  never- 
theless these  men  are  getting  older  and  older  and  they  are  getting  less 
efficient. 

Mr.  O'Connell.  Referring  again  for  the  moment  to  the  material 
prices  to  which  you  referred,  have  you  any  first-hand  knowledge  as 
to  other  deterrents  that  might  affect  the  price  of  materials — you  see, 
when  we  speak  of  transportation  costs  and  such  things,  I  don't  con- 
ceive of  those  as  being  the  sort  of  deterrents  to  which  I  am  referring*! 
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I  am  thinking  of  things  that  are  artificial  and  which  arbitrarily  increase 
prices. 

Mr.  Meyne.  I  think  that  building  materials  cost  more  than  other 
important  things  in  our  civilized  life,  and  that  are  made  under  the 
jurisdiction  of  labor  monopolies;  by  that  I  mean  generally  speaking, 
broadly  speaking,  unions. 

Mr.  O'Connell.  Now  we  are  still  getting  confused,  I  think,  be- 
tween materials  and  labor. 

Mr.  Meyne.  By  materials  you  mean  such  things  that  go  in  as 
millwork? 

Mr.  O'Connell.  I  mean  lumber,  cement,  steel,  raw  materials  that 
go  to  make  up  the  house.  I  am  thinking  of  the  cost  of  the  materials 
now  as  distinguished  from  the  cost  of  putting  materials  together  on 
the  site  of  the  project.  Have  you  any  first-hand  information  as  to 
any  practices  that  might  have  had  the  effect  in  your  area,  to  your 
knowledge,  of  unreasonably  incresaing  the  price  of  materials?  It  is 
one  of  the  elements — I  have  no  way  of  knowing  whether  you  have 
any  comparative  answer  or  not;  it  happens  to  be  one  of  the  major 
elements  that  enter  into  the  cost  of  the  house.  If  you  haven't  any 
first-hand  knowledge  of  it,  why  we  will  pass  the  question. 

Mr.  Meyne.  Well,  I  was  just  thinking  about  some  of  the  practices 
of  material  dealers.  For  instance,  we  can't  buy  any  materials  from 
any  manufacturer — of  course  they  may  have  their  own  reasons  for 
that,  but  it  does  seem  to  me  that  in  many  of  the  instances  we  ought 
not  to  be  charged  more  for  our  material  than  is  reasonable.  Now  to 
get  specific,  a  sack  of  cement  costs  about  $1.70  to  produce;  at  least 
that  is  what  they  tell  us.  If  we  buy  it  in  Chicago  delivered  by 
freight,  it  costs  29  cents  freight  rate,  yet  the  rate  is  only  about  14 
cents.  If  we  send  a  truck  or  trailer  to  the  bins  of  the  cement  com- 
pany, their  charge  is  $1.70,  but  15  cents  a  barrel  for  loading.  Now 
if  you  can  tell  anybody  that  knows  anything  about  handling  cement 
that  it  costs  15  cents  to  load  it  on  the  truck  when  it  doesn't  cost 
anything  additional  to  load  it  on  a  car,  I  can't  quite  understand  it. 

Now  then  if  we  want  to  buy  Chicago  cement  m  Milwaukee,  it  is 
the  same  price  as  it  is  in  Chicago.  You  can  buy  cement  that  is  made 
down-State  in  Chicago  for  the  same  price  that  you  can  buy  Chicago 
cement  for.  Now  that  is  the  sort  of  a  thing  I  mean  when  I  say 
"dealer  prices  are  not  fair  to  our  own  people."  Did  I  make  myself 
clear? 

Mr.  O'Connell.  I  take  it  that  you  mean  the  price  structure  in 
the  cement  industry 

Mr.  Meyne.  That  is  the  price  structure  in  the  cement  industry. 
Now  the  other  industries,  of  course,  the  dealer  and  jobber  situation 
is  that  we  feel  we  would  like  to  in  many  cases,  especially  where  we 
have  large  quantities  to  buy,  be  able  to  buy  direct  from  the  dealer. 

Mr.  O'Connell.  Well,  generally  speaking,  do  you  mean  that  you 
are  not  able  to  find  a  competitive  price  situation  in  buying  certain 
types  of  materials  that  you  wish  to  buy?  You  have  explained  what 
the  situation  was,  but  you  haven't  made  clear  to  me  what  the  cause 
of  the  situation  was,  or  what  a  more  desirable  situation  would  be.  ■ 

Mr.v  Meyne.  Well,  of  course  a  more  desirable  situation  would  be — 
and  we  could  produce  homes  for  less  money  if  we  could  buy  our  mate- 
rials cheaper.     Now  to  get  to  the  cheaper  market,  we  ought  to  be 
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able  to  get  direct  to  the  manufacturer,  to  the  wholesaler,  instead  of 
the  jobbers.  Now  we  have  had  in  times  past  a  number  of  what  we 
call  set-ups  or  combinations.  They  have  come  and  they  have  gone. 
I  remember  the  first  one  back  in  1916  or  '18  with  the  ornamental 
group  that  had  a  bidding  practice  in  Cleveland. 

I  have  seen  the  sheet-metal  men  having  groups  and  being  indicted 
and  prosecuted,  and  fined;  the  carpenters  and  the  carpenters'  union 
had  a  collusive  agreement  back  in  1918  when  a  number  of  contractors 
were  fined.  The  Chicago  mill  men  were  fined.  Some  of  the  labor 
leaders  were  fined.  One  of  them  even  had  to  go  to  jail.  And  we 
have  seen  the  glazing  situation  where  glass  cannot  be  purchased  in 
the  sash.  If  you  buy  a  sash  you  must  buy  it  and  fit  it  and  then  the 
glazier  comes  on  the  job  and  puts  in  his  gloss. 

If  you  could  buy  these  various  materials  fitted,  if  you  could  buy 
glass  right  in  the  sash  where  it  would  be  glazed  in  the  shop,  you 
would  have  quite  a  saving,  and,  speaking  again  of  racketeers,  only  a 
few  years  ago,  comparatively  a  few  years  ago,  if  you  bought  a  medi- 
cine chest  and  it  had  the  glass  in  it,  it  was  set  in  the  State  of  Indiana 
or  some  other  State,  the  glass  would  have  to  be  taken  out  and  reset 
by  a  Chicago  glazier  or  some  business  agent  would  have  to  be  satis- 
fied, and  he  would  be  fined,  and  the  glass  and  medicine  chest  might 
be  set. 

If  you  had  a  situation  where  you  didn't  have  the  union  label  on 
certain  mill  work,  you  couldn't  get  the  carpenters  to  install  this  mill- 
work.  That  is  what  I  mean  by — and  I  think  you  are  trying  to  get 
out  of  me  by  asking  if  there  are  any  further  retardents  in  this  business 
of  materials. 

Mr.  O'Connell.  You  have  indicated  just  now  a  number  of  prac- 
tices, some  of  them,  I  take  it,  a  matter  of  union  rule,  and  some  of 
them  a  matter  of  combination  between  material  men  and  contractors 
or  some  other  group,  all  of  which,  to  some  extent  have  had  the  fact 
of  unreasonably  increasing  the  cost  of  the  finished  product,  and  I 
take  it  you  also  mean  that  while  some  of  the  instances  to  which  you 
have  referred  are  historical  in  the  sense  that  they  happened  a  number 
of  years  ago,  it  is  your  belief  that  those  practices  or  similar  practices 
continue  to  exist. 

Mr.  Meyne.  There  is  no  question  about  that,  that  they  exist. 
Now,  further,  if  we  could  have  prefabricated  houses — by  that  I  don't 
mean  houses  that  you  bring  whole  sides  to  the  building,  to  the  job, 
but  precut  lumber — if  you  could  buy  your  lumber  cut,  if  you  could 
have  your  doors  and  windows  fitted  in  the  mill  and  have  it  shipped  to 
the  building,  the  erection  labor  would  be  considerably  less.  You 
haven't  that  privilege  now.  There  is  no  reason  why  you  should,  if 
you  could  buy  a  kitchen  cabinet  that  you  couldn't  buy  that  from  the 
makers  of  these  things  completely  made  up  with  drawers  fitted  and 
doors  fitted,  and  hardware  applied,  and  completely  finished,  but  we 
can't.  If  we  want  a  wooden  kitchen  cabinet,  we  have  to  buy  it  and 
make  it  up.  We  have  to  fit  the  doors  on  the  job.  We  have  to  fit  the 
door  and  apply  the  hardware,  and  we  have  to  paint  it  in  the  kitchen. 
All  of  those  things  are  multiplying  the  cost. 

Dr.  Thorp  this  morning  referred  to  the  laborers  and  concrete  mixer. 
Now,  we  in  Chicago  haven't  the  privilege  of  using  such  a  thing  as  a 
batch  mixed  as  he  indicated  was  outmoded  by  the  fact  that  you  already 
have  used  ready-mixed  concrete,  that  you  have  a  device  where  you 
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ship  the  concrete,  that  somebody  within  a  few  minutes  of  the  point 
of  destination  applies  the  water,  and  by  the  time  it  is  ready  to  be 
backed  up  and  dumped  into  the  hopper  you  have  ready-mixed 
concrete. 

Now,  just  see  what  that  means  to  a  small  operation  of  a  home  where 
you  only  have  fifty  or  a  hundred  yards  of  concrete.  You  must  set  up 
a  plant;  you  must  haul  the  mixer;  you  must  haul  your  equipment  to  the 
job;  you  must  then  set  it  up,  and  then  you  go  after  it  the  old-fashioned 
way  of  30  years  ago,  of  wheeling  your  wheelbarrow  and  dumping  it 
into  the  mixer  and  it  churns  around  and  you  take  it  out  at  the  other 
end.  Well,  now  the  modern  way  is  that  you  just  merely  have  the 
truck  back  up  to  the  hopper  and  dump  it.  No;  we  in  Chicago  are 
not  allowed  that  sort  of  thing;  we  must  pay  the  full  price  of  having 
all  of  these  things  done  in  the  old-fashioned  way. 

Mr.  O'Connell.  Then  I  understand  you  to  say  that  the  modern 
way  as  Dr.  Thorp  referred  to  of  having  ready-mixed  concrete  and 
deliver  on  the  site  is  not  available  to  you  in  Chicago,  and  by  virtue 
of  the  rule 

Mr.  Meyne  (interposing).  Not  by  virtue  of  the  rule,  but  by  virtue 
of  a  dictation  of  the  labor  unions  their  leaders  will  not  permit  them 
to  work  on  any  job  where  batch  concrete  is  delivered.  The  rule  very 
definitely  says  that  they  shall  not  interfere  with  the  use  of  any  machin- 
ery of  any  kind,  but  that  does  not  mean  anything,  apparently. 

Mr.  O'Connell.  In  your  experience,  have  you  anything  you  can 
tell  the  committee  about  the  restrictive  effect  of  building  codes?  We 
have  had  some  testimony  from  persons  of  various  areas  and  all  of 
them  have  indicated  outmoded  provisions  of  building  codes  had  the 
effect  of  unduly  hampering  the  introduction  of  new  materials. 

Mr.  Meyne.  All  I  can  say,  it  took  us  12  years  to  get  a  new  building 
code  in  Chicago  that  we  should  have  been  able' to  get  in  6  months  by 
intelligent  application  of  engineering  minds  and  architects  and  build- 
ers. Naturally,  when  you  have  a  building  code  where  somebody  has 
in  the  past  set  up  for  himself  a  special  privilege,  and  that  special 
privilege  is  being  removed,  he  resents  it;  he  is  trying  to  keep  his 
position,  as  was  outlined  here  this  morning,  and  he  uses  influence  of 
every  kind  that  he'can  to  persuade  those  who  are  in  charge  of  adopting 
the  code,  to  keep  the  old  privilege  intact. 

Mr.  O'Connell.  Those  interested  parties,  they  would  not  be  con- 
fined to  any  particular  group,  would  they? 

Mr.  Meyne.  There  may  be  a  number  of  groups.  To  illustrate,  the 
plasterers'  union  had  a  bill  introduced  in  Illinois  which  would  compel 
three  coats  of  plaster  and  put  every  plasterer  on  a  licensed  basis.  The 
painters  also  had  a  bill  introduced  which  would  compel  every  painter 
to  have  a  license.  It  would  prohibit  any  home  owner  from  painting 
a  dado  in  his  kitchen.  Fortunately  the  bill  didn't  pass,  but  it  did  pass 
second  reading  and  was  given  consideration. 

We  endeavored  to  have  the  exits  of  an  ordinary  three-flat  building 
to  withstand  3-hour  fire  test,  but  no,  we  couldn't  get  by  with  that  in 
a  change  of  our  ordinance ;  we  had  to  have  extra  heavy  brick  walls  and 
tiles  and  things  of  that  sort. 

Mr.  O'Connell.  Well  now,  that  type  of  pressure  or  interest 
wouldn't  be  confined  to  the  labor  group,  would  it? 

Mr.  Meyne.  Oh,  no;  I  didn't  mean  to  infer  that  the  labor  group  is 
at  fault.    There  are  a  number  of  people  there  that  have  a  privilege. 
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Mr.  O'Connell.  That  is  what  I  wanted  to  bring  out,  the  privilege 
you  refer  to  as  being  solidified 

Mr.  Meyne  (interposing).  No,  the  plasterer  employer  was  just  as 
guilty  of  trying  to  get  a  license  for  himself  and  his  people  as  the  labor; 
in  fact  I  believe  he  pushed  it  more  than  the  labor. 

Mr.  O'Connell.  There  is  general  resistance  to  change,  then  I  take 
it,  by  various  groups;  they  might  be  material  people  or  manufacturers 
of  a  particular  type  of  product  which  was  approved  under  the  building 
code  or  it  might  be  a  labor  group  who  would  resist  change  in  a  building 
code  or  in  other  improved  methods  of  construction.     Is  that  correct? 

Mr.  Meyne.  Yes;  speaking  of  improved  methods  of  construction, 
we  have  constant  resistance  against  the  use  of  new  methods,  like  the 
use  of  compressed  air  for  steel  riveting  and  steel  drilling  and  stone 
cutting  and  carving  and  concrete  cutting — we  have  had  all  those 
things  and  we  have  had  resistance  against  electric  tooling.  To 
illustrate,  back  about  15  years  ago  the  stone  cutters  over  all  the  period 
compressed  air  was  being  developed,  refused  the  use  of  cutting  stone 
with  compressed  air.  After  a  very  serious  strike  and  a  compromise, 
an  award  by  an  umpire  gave  the  employer  the  right  to  use  compressed 
air.  The  result  was  not  one  tall  building  was  built  in  terra  cotta 
after  that  but  they  got  all  of  that  work  of  building  all  the  skyscrapers 
in  15  years  in  Chicago  out  of  stone.  So  you  see  what  the  resistance 
to  an  improvement  meant  to  them.  It  called  for  men  from  all  over 
the  country  to  come  in  and  help  men  cut  stone  in  Chicago  by  giving 
them  the  new  methods,  and  so  it  is  all  the  way  through. 

Mr.  O'Connell.  That  is  a  rather  difficult  situation  to  correct, 
is  it  not? 

Mr.  Meyne.  Oh,  education. 

Mr.  O'Connell.  It  is  a  long-range  program  of  making  little  prog- 
ress at  a  time,  I  take  it. 

It  is  getting  late.     Dr.  Lubin — oh,  he  has  gone. 

Acting  Chairman  Reece.  He  said  he  would  forego  asking  any 
questions. 

Mr.  O'Connell.  If  the  committee  have  no  further  questions  to 
ask  Mr.  Meyne  on  this  material  he  has  discussed,  I  have  none.  The 
chairman  has  suggested,  and  I  feel  quite  sympathetic  with  it,  that  you 
might  desire  to  possibly  change  what  you  had  said  about  racketeering 
or  at  least  make  it  a  little  clearer  that  by  racketeering  as  developed 
you  were  meaning  something  a  little  different  from  racketeering  as 
we  had  understood  it  in  the  first  instance.  Are  you  willing  to  stand 
on  your  statement  as  it  is  developed? 

Mr.  Meyne.  If  I  understood  you  correctly,  and  you  understood 
me  correctly,  probably  we  had  better  change  my  definition  of  racket- 
eering as  it  later  developed  in  the  answering  of  your  questions  and 
if  you 

Mr.  O'Connell  (interposing).  Let  me  say  this  and  see  if  you  are 
in  accord:  In  developing  the  practices  to  which  you  are  referring,  it 
seems  to  me  that  what  you  had  in  mind  was  practices  which  have  been 
indulged  in  and  are  being  indulged  in  on  the  part  of  unions  which  have 
for  their  purpose  the  obtaining  of  as  large  a  share  of  the  labor  cost  of  a 
completed  house  as  is  possible  for  that  particular  special  group,  and 
that  you  are  unsympathetic  with  that  view  and  that  it  is  that  type  of 
practice  that  you  were  thinking  of  when  you  referred  to  racketeering. 

Mr.  Meyne.  Yes;  I  was  thinking  of  that  particular  thing;  but  at 
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the  same  time  when  men  can  settle  things  for  money,  and  cause  situa- 
tions to  be  created  so  that  they  may  get  money,  why  that  is  racket- 
eering. 

Mr.  O'Connell.  I  have  no  quarrel  with  you  on  that.  My  feeling 
is  that  while  we  are  now  in  accord  on  the  definition  of  racketeering 
it  is  a  very  dangerous  thing  to  make  allegations  to  the  effect  that 
racketeering  exists  to  an  extent  in  the  building  trades  without  being 
in  a  position  to  be  fairly  explicit,  because  you  are  almost  in  a  position 
of  tarring  a  lot  of  people  with  a  brush  without  indicating  the  extent 
to  which  they  should  be  so  tarred.  If  you  are  willing  to  stand  on  the 
general  statement  that  that  kind  of  practice,  which  we  will  agree  is 
racketeering,  exists  in  Chicago  and  at  the  same  time  unwilling  or 
unable  to  be  specific  as  to  instances,  why  I  take  it  that  that  is  the 
state  at  which  we  will  have  to  leave  the  record. 

Mr.  Meyne.  Well,  I'll  tell  you,  I  prefer  to  have  it  deleted  from  the 
record  for  this  reason — that  I  can't  afford  to  get  into  an  awful  lot 
of  lawsuits. 

Mr.  O'Connell.  I'm  not  sure  about  how  successful  we  will  be  in 
deleting  it  from  the  record  but  let  us  say  for  the  purpose  of  the  record 
that  the  practices  which  you  primarily  had  in  mind  on  the  part  of 
labor  unions  were  those  which  were  for  the  purpose  of  obtaining  for 
that  group  as  large  a  share  of  the  labor  employed  in  housing  as  it  was 
possible  and  that  it  is  your  view  that  that  is  not  a  desirable  practice 
socially  and  that  you  are  entirely  unsympathetic  with  it  and  that  is 
as  far  as  you  care  to  go  in  discussing  labor  practices  with  this 
committee. 

I  have  no  further  questions  tonight. 

Mr.  Meyne.  I  am  sorry  that  I  made  such  a  poor  witness.  I  have 
been  on  the  train  all  night. 

Acting  Chairman  Reece.  I  think  you  have 'made  a  very  splendid 
presentation  and  the  committee  has  enjoyed,  it  very  much.  Your 
testimony,  I  think,  has  been  very  helpful. 

Mr.  Meyne.  I  thank  you  very  much. 

Acting  Chairman  Reece.  The  committee  will  stand  in  recess 
until  tomorrow  at  10:30. 

(Whereupon,  at  5:20  p.  m.,  a  recess  was  taken  until  Wednesday, 
July  12,  1939,  at  10:30  a.  m.) 
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WEDNESDAY,  JULY   12,   1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:45  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  July  11,  1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Senator  Joseph  C.  O'Mahoney  presiding. 

Present:  Senator  O'Mahoney  (chairman),  Representatives  Reece 
and  Williams,  Messrs.  O'Connell,  Henderson,  Lubin,  Hinrichs,  and 
Brackett. 

Present  also:  Messrs.  Lowell  J.  Chawner,  Department  of  Com- 
merce; Ernest  Meyers,  Department  of  Justice;  Gerhard  A.  Gesell, 
Securities  and  Exchange  Commission;  and  Peter  A.  Stone,  coordinator 
of  construction  studies  for  the  committee. 

Chairman  O'Mahoney.  This  committee  is  now  in  order.  Are  you 
ready  to  proceed? 

Mr.  O'Connell.  I  am,  Mr.  Chairman. 

Before  calling  the  first  witness  I  should  like  to  make  a  very  brief 
statement.  From  time  to  time  during  the  course  of  these  hearings 
various  witnesses  have  referred  to  the  part  that  labor  plays  in  de- 
termining the  cost  of  housing.  And  it  has  on  several  occasions  been 
suggested  or  intimated  that  this  particular  element  of  cost  has  been 
and  is  now  inordinately  high.  As  was  pointed  out  by 'Mr.  Arnold 
last  week,  it  has  not  been  possible  or  practical  to  examine  at  this  time 
this  angle  of  the  whole  problem  with  the  degree  of  particularity  that 
one  might  wish,  and  for  this  reason  labor  and  labor  practices  have 
come  into  our  picture  incidental  to  testimony  on  a  broader  basis. 
However,  such  practices  have  been  referred  to  and  it  has  been  felt 
that  it  was  only  appropriate  to  bring  before  the  committee  a  repre- 
sentative of  organized  labor  so  that  also  in  a  general  fashion  the  posi- 
tion of  labor  might  be  stated  from  its  point  of  view. 

With  that  preliminary  statement  I  would  like  to  call  Mr.  Daniel 
Tracy.     - 

Chairman  O'Mahoney.  Do  you  solemnly  swear  that  the  testimony 
you  are  about  to  give  in  this  procedure  will  be  the  truth,  the  whole 
truth  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Tracy.  I  do. 

Chairman  O'Mahoney.  Please  be  seated,  Mr.  Tracy. 
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TESTIMONY    OF    D.    W.   TRACY,    PRESIDENT,   INTERNATIONAL 
BROTHERHOOD  OF  ELECTRICAL  WORKERS,  WASHINGTON,  D.  C. 

ROLE  OF  LABOR  UNIONS  IN  RESIDENTIAL  CONSTRUCTION 

Mr.  O'Connell.  Mr.  Tracy,  will  you  please  state  your  name, 
present  address? 

Mr.  Tracy.  Dan  W.  Tracy,  1200  Fifteenth  Street  NW.,  Wash- 
ington, D.  C. 

Mr.  O'Connell.  What  is  your  position? 

Mr.  Tracy.  President  of  the  International  Brotherhood  of  Elec- 
trical Workers. 

Mr.  O'Connell.  And  that  is  an  organization  of  the  local  unions 
of  electrical  workers,  is  that  correct? 

Mr.  Tracy.  Yes;  United  States,  Canada,  Panama,  Alaska,  and 
other  possessions  of  the  United  States,  known  as  an  international 
labor  organization. 

Mr.  O'Connell.  And  that  in  turn  is  an  affiliate  of  the  American 
Federation  of  Labor,  I  suppose. 

Mr.  Tracy.  American  Federation  of  Labor  and  all  of  its  branches. 

The  Chairman.    Any  other  foreign  countries  than  Canada? 

Mr.  Tracy.  Not  yet,  Mr.  Chairman. 

The  Chairman.  You  have  some  hopes,  apparently. 

Mr.  Tracy.  We  have  had  in  the  Republic  of  Mexico,  local  unions, 
but  under  the  present  political  administration,  we  have  none. 

Mr.  O'Connell:  How  many  members  are  there  in  your  organiza- 
tion, Mr.  Tracy? 

Mr.  Tracy.  Approximately  200,000  members  in  the  United  States 
and  those  countries  which  I  have  mentioned. 

Mr.  O'Connell.  I  suppose  the  vast  majority  of  the  members  are 
in  the  United  States. 

Mr.  Tracy.  Yes;  that  is  true. 

Mr.  O'Connell.  Are  all  of  the  members  of  your  unions  connected 
with  the  construction4  industry? 

Mr.  Tracy.  No.  There  are  42  percent  only  of  that  number  that 
are  employed  in  the  construction  industry;  the  balance,  58  percent, 
listed  in  other  fields,  namely,  the  electrical  utility,  telephone,  electrical 
manufacturing,  railroads,  marine,  radio  broadcasting,  and  kindred 
lines. 

Mr.  O'Connell.  I  see.  Then  the  .58  percent  includes  maintenance 
crews  for  public  utilities  and  other  organizations? 

Mr.  Tracy.  Yes. 

Mr.  O'Connell.  Includes  some  workers  in  factories,  electrical 
manufacturing  groups? 

Mr.  Tracy.  That  is  right.     Now  the  maintenance  and  repairs, 
alteration  men,  come  under  this  42  percent. 
— -Mr.  O'Connell.  They  would? 

Mr.  Tracy.-  Yes.  They  come  under  what  is  known  to  us  as  the 
inside  branch  of  our  trade,  which  covers  all  construction  workers. 
We  consider  maintenance,  alterations,  and  minor  extensions,  con- 
struction. 

Mr.  O'Connell.  I  see.  Mr.  Tracy,  I  take  it  you  are  generally 
familiar  with  the  construction  industry,  been  connected  with  it  for 
quite  some  time? 
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Mr.  Tracy.  Yes;  quite  familiar.  For  many  years  I  have  handled 
the  business  of  the  local  unions  in  the  local  industry  and  believe 
I  am  familiar  with  their  problems  and  with  the  problems  of  the  con- 
struction industry.  As  president  of  the  Brotherhood  there  pass 
through  my  office  every  day  and  every  year  the  major  problems  that 
confront  the  workers  in  the  construction  industry. 

Mr.  O'Connell.  We  have  had  some  testimony  before  the  com- 
mittee as  to  what  you  might  call  the  fragmentary  character  of  the 
industry,  particularly  the  number  of  small  units  engaged  in  the  indus- 
try on  the  site  of  the  project.  Has  your  experience  been  that  the 
description  of  the  industry  as  given  by  Dr.  Thorp  yesterday  was  sub- 
stantially a  correct  one? 

Mr.  Tracy.  Well,  I  didn't  hear  Dr.  Thorp's  full  testimony.  I 
haven't  had  the  time  to  read  it,  either,  so,  therefore,  I  couldn't-  answer 
that  particular  part  of  your  question;  however,  your  first  question 
is  a  very  good  one  in  my  opinion.     I  would  like  to  answer  that. 

Mr.  O'Connell.  All  right. 

Mr.  Tracy.  The  construction  industry,  as  every  one  knows,  is  of 
a  large  scope.  Taken  as  a  whole,  it  is  a  big  business.  Recently  a 
questionnaire  was  sent  out  to  the  electrical  contractors  in  this  coun- 
try, including  large  and  small,  and  this  mailing  covered  15,000  in 
the  classification  of  electrical  contractors.  Our  international  union 
has  contracts  with  4,000  of  those  electrical  contractors.  Even  the 
so-called  large  firms  or  companies  in  the  construction  industry  are 
small  businesses  when  compared  with  the  giants  such  as  the  Bell 
Telephone  System,  the  General  Electric  Co.,  the  Ford  Co.  and  the 
General  Motors. 

The  very  decentralized  and  local  character  of  the  construction 
industry  appears  to  preclude  an  assumption  of  collusion  in  restraint 
of  trade  or  monopoly.  If  v?e  had  a  centralized  industry  with  a  few 
large  firms,  it  appears  to  me  the  assumption  of  monopoly  would  be 
more  justified. 

Mr.  O'Connell.  I  hadn't  intended  to  discuss  that  particular  phase 
of  the  problem  at  this  time,  but  since  you  have  mentioned  it,  I  am 
not  entirely  clear  as  to  why  large  units  and  a  few  units  are  necessary 
to  monopoly.  If  by  monopoly  we  mean  an  absolute  monopoly,  that 
is  one  thing,  but-if  by  monopoly  we  are  thinking  of  monopolistic  prac- 
tices or  restrictive  practices,  it  has  always  been  my  impression  that 
those  practices  would  flourish  in  localities  where  there  are  a  number 
of  otherwise  competing  units.  Would  you  care  to  elaborate  on  that 
statement  of  yours  at  all? 

Mr.  Tracy.  Yes;  I  might  do  that.  The  construction  industry 
today,  from  our  own  experience  and  knowledge,  is  chopped  up  between 
so  many.  First,  you  have  the  architects,  you  have  the  general  con- 
tractor who  in  many  instances  operates  as  a  broker,  does  very  little 
of  the  construction  job  directly  by  himself.  He  sublets,  such  as 
the  foundation  work,  such  as  the  brick  work,  the  plastering,  plumbing, 
electrical  work,  and  he  has  nothing  to  do  with  the  plans  of  the  architect. 
In  many  cases  the  plumbing  engineer,  the  electrical  engineer,  draw 
the  electrical  and  plumbing  specifications  and  plans  for  a- job,  for  the 
architect,  which  are  accepted  and  then  used  in  the  generalcontractor's 
bid  that  is  submitted,  and  with  the  many  ramifications  in  the  construc- 
tion industry  today,  it  has  created  a  condition  of  chaos  in  the  con- 
struction industry,  for  in  former  years  the  general  contractor  did 
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practically  all  of  the  work  on  the  job  which  he  secured,  except  plumb- 
ing and  electrical,  and  those  were  let  out  to  employers  who  specialized 
in  those  two  branches  of  the  construction  industry. 

That  is  why  I  state  that  the  character  of  the  construction  industry 
appears  to  preclude  an  assumption  of  collusion  in  restraint  of  trade 
because  there  are  so  many  in  it.  It  is  not  one  big  business.  As  a 
whole  you  might  call  it  a  big  business,  but  it  has  rather  loose  con- 
nections of  different  types  of  people. 

Mr.  O'Connell.  I  certainly  would  agree  it  would  be  as  a  practical 
matter  impossible  to  combine  all  of  the  many  different  groups  en- 
gaged in  the  construction  industry  into  one  large  combination  in 
restraint  of  trade,  and  I  don't  want  to  pursue  this  further..  It  has 
been  suggested  from  time  to  time,  though,  that  it  is  entirely  possible 
to  have  collusive  arrangements  and  combinations  in  restraint  of  trade 
among  groups  representing  a  particular  part  of  the  construction 
industry.  For  example,  there  wouldn't  seem  to  me  to  be  any  unsur- 
mountable  difficulty  to  haviDg  a  combination  between  the  retail 
lumber  dealers  in  a  given  area,  or  a  combination  between  the  plumbers 
or  electrical  contractors  or  any  of  the  many  groups  that  go  to  make 
up  the  whole  picture.  I  don't  think  we  ought  to  pursue  that.  I 
merely  wanted  to  indicate  that  I  wasn't  entirely  clear  that  monopoly 
or  restricted  combinations  in  restraint  of  trade  were  impossible  in  the 
construction  industry. 

The  Chairman.  Mr.  O'Connell,  it  might  be  well  to  say  that  there 
is  a  frequent  misconception  of  what  is  meant  by  monopoly.  I 
suppose  there  is  a  popular  impression  that  when  one  speaks  of  mo- 
nopoly, one  is  speaking  of  a  single  unit  dominating  and  controlling 
an  entire  field,  whereas,  as  a  matter  of  fact,  the  Sherman  antitrust 
law  was  not  restricted  to  that  interpretation.  The  Sherman  anti- 
trust law  not  only  forbade  monopolies  in  attempts  to  monopolize  in 
that  sense,  but  it  also  forbade  combinations  of  conspiracy  in  restraint 
of  trade  and  a  combination  of  conspiracy  in  restraint  of  trade  might 
be  committed  at  a  crossroads  town  as  well  as  in  the  big  city  of  New 
York,  so  long  as  it  was  operated  in  interstate  commerce. 

I  think  that  distinction  is  not  frequently  understood. 

Mr.  O'Connell.  That  is  stated  much  better  than  I  could  have 
stated  it.     Would  you  care -to*"a'dd  anything  to  what  you  said? 

Mr.  Tracy.  No;  I  don't  believe  I  care  to  go  into  that  any  further. 

Mr.  O'Connell.  All  right.  There  has  been  some  testimony  before 
the  committee  as  to  the  relative  cost  of  the  various  elements  that 
enter  into  the  capital  cost  of  accounts.  Have  you  any  statistics  as 
to  the  percentage  of  the  cost  of  construction  of  residential  housing 
that  goes  to  labor  on  the  site  of  the  project?^ 

Mr.  Tracy.  Yes.  This  has  shrunk  considerably  during  the  last 
7  years.  For  many  years  the  ratio  was  50-50,  that  is  50  percent  of 
the  builders'  funds  went  to  purchase  the  building  material,  and  50 
percent  to  labor.  The  ratio  now  is  about  35  to  65.  That  is,  35  per- 
cent of  the  construction  job  goes  to  labor  and  65  percent  to  materials. 
Even  put  upon  a  most  conservative  basis,  I  can  state  with  assurance 
that  the  ratio  now  is  from  33  to  42  percent  for  labor  as  compared 
with  67  and  58  percent  for  materials. 

A  report  made  by  the  Public  Works  Administration  to  President 
Roosevelt  in  June  1939,  states,  and  I  quote,  ;'0n  a  P.  W.  A.  project, 
35.7  percent  of  the  expenditures  are  for  labor;  the  balance,  64.3  goes 
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for  material."  This  report  is  borne  out  by  figures  we  have  gathered 
on  residential  building  both  of  public  and  private  character.  As 
early  as  October  1932,  the  Monthly  Labor  Review  of  the  United 
States  Department  of  Labor  has  evidence  of  this  trend  toward  lower 
labor  costs.  In  Atlanta,  Ga.,  the  labor  cost  on  construction  jobs 
was  as  low  as  29.9  percent.  In  Dallas,  Tex.,  it  was  as  low  as  26  per- 
cent. The  highest  figure  given  was  for  Boston,  Mass.,  at  43.1  percent. 
Purdue  University  housing  research  project,  so-called,  places  the 
percentage  of  labor  between  28  and  33  percent.  Incidentally,  we 
should  state  that  the  electrical  part  of  any  given  job  or  project  repre- 
sents only  3  percent  of  the  total  cost  of  the  job  or  project. 

Mr.  O'Connell.  Mr.  Tracy,  you  referred  to  the  fact  that  some 
years  ago  the  ratio  as  between  labor  and  materials  was  about  50-50. 
To  what  do  you  attribute  the  decrease  in  the  percentage  of  labor  or 
cost  on  the  site,  has  it  increased  mechanization? 

Mr.  Tracy.  Yes;  and  evolution  in  the  construction  industry,  the 
replacement  of  manpower  bj  machines,  the  fabrication  of  certain 
equipment  and  material,  and  manufacturing  plants  and  other  types 
of  plants,  and  the  change  of  manufacturing,  of  certain  materiel  th«t 
permits  an  individual  worker  to  put  in  more  different  types  of  work 
than  he  did  under  the  old  system. 

Mr.  O'Connell.  Have  you  any  figures  as  to  how  much  workers  in 
the  electrical  field  make  per  hour,  per  week,  and  per  year? 

Mr.  Tracy.  Yes;  our  research  department  keeps  a  rather  close 
check  on  employment  problems  in  our  union.  If  an  electrical  worker 
worked  full  time,  a  40-hour  week  for  52  weeks,  he  would  have  worked 
1,038  hours,  or,  in  1938 — I  beg  your  pardon,  he  would  have  worked  in 
1938  2,080  hours  per  year.  Figures  from  47  cities  indicate,  however, 
that  the  average  hours  per  man  per  year  was  1,276.9  hours.  This 
indicates  a  subnormal  employment  based  upon  a  full-time  year.  The 
average  hourly  wage  for  inside  electric  workers,  and,  by  the  way,  that 
is  those  people  that  are  employed  in  construction — the  average  hourly 
wage  for  inside  electrical  workers  for  the  entire  inside  section  of  the 
union,  was  $1.20  an  hour.  These  figures  are  based  upon  reports  from 
140  cities. 

On  the  basis  of  average  hours  worked,  our  men  earned  $1,532.28 
in  1938.  Following  the  same  line  of  figuring  in  1939,  the  average 
wage  is  $1.21,  which  would  mean  an  average  of  $1,545.  Now,  you 
will  notice  that  we  took  two  of  the  best  years  for  those  figures  that  we 
have  had  since  1929.  This,  I  think,  you  will  agree  is  not  a  profiteering 
income  for  skilled  workers  in  a  basic  industry.  These  figures  of 
$1,532  must  be  regarded  as  a  more  or  less  theoretical  figure,  because  it 
represents  work  hours  in  principal  industrial  cities  rather  than  in  small 
towns  and  outlying  districts. 

Mr.  O'Connell.  As  I  understand  it,  then,  in  1938,  taking  140  cities, 
the  average  number  of  hours  worked  was  1,276  and  had  they  worked 
full  time,  that  is,  40  hours  a  week  for  50  weeks,  52  weeks,  in  the  year,  it 
would  have  been  2,080.  That  indicates  that]  the  average  employ- 
ment was  not  greatly  over  50  percent,  that  is,  in  hours.  Now,  the 
wage  rates,  you  say  the  average  wage  rate  in  140  cities  was,  in  1938, 
$1.20  an  hour? 

Mr.  Tracy.  That  is  right. 

Mr.  O'Connell.  Is  there  a  substantial  variation  between  the  high- 
est union  rate  and  the  lowest?,  union' rate  within  those  -cities Z. 
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Mr.  Tract.  Yes;  there  is  a  range  there  from  $1  an  hour  to  $2  an 
hour. 

Mr.  O'Connell.  And  in  determining  the  $1.20  average,  that  is,  an 
average  by  cities,  or  is  it  an  average  by  individual  workers? 
Mr.  Tracy.  Average  by  cities. 

Mr.  O'Connell.  Would  you  think  that,  with  the  average  taken  in 
terms  of  the  actual  workers,  that  it  would  change  the  figure  very  much? 
Mr.  Tracy.  I  figure  it  would  change  it,  yes;  downward  to  some  ex- 
tent.    As  to  how  much,  I  could  not  say.     We  have  not  had  time  to 
work  it  out  on  that  basis. 

Mr.  O'Connell.  Now,  those  figures  relate  to  members  of  your  union 
only? 

Mr.  Tracy.  That  is  correct. 

Mr.  O'Connell.  Can  you  give  ,us  any  information  as  to  the  extent 
of  unionization  in  the  residential  building  fields  generally?  I  am 
referring  now  to  your  union,  primarily. 

Mr.  Tracy.  Yes;  I  can  do  that.  As  a  matter  of  fact,  numerous 
low-cost  housing  projects  have  been  erected  under  Government  super- 
vision on  a  purely  nonunion  basis;  moreover,  the  residential  field, 
so-called,  throughout  the  United  States,  has  been  characterized  by 
nonunion  conditions;  in  view  of  the  fact  that  there  is  a  differential  of 
10  to  40  percent  between  union  and  nonunion  wages,  it  is  apparent 
that  the  reason  for  the  failure  to  produce  low-cost  housing  on  a  low- 
cost  basis  cannot  be  traced  to  wage  conditions  at  all.  It  seems  to  me 
that  the  whole  theoretical  case  against  unions  and  union  wage  scales 
in  this  particular  field  falls  to  the  ground  upon  this  fact  alone. 

Now,  as  close  as  we  could  figure  it  in  these  United  States,  90  percent 
of  the  small  homes  throughout  this  country  are  erected  and  equipped 
by  workers  not  members  of  any  labor  organization;  90  percent  is  done 
by  nonunion  people. 

Mr.  O'Connell.  You  are  speaking  about  residential  construction? 
Mr.  Tracy.  I  am  talking  about  residential  construction. 
Mr.  O'Connell.  The  large  projects  as  well  as  the  small,  that  is, 
individual  homes  and  large  homes? 

Mr.  Tracy.  Homes  ranging  from  $3,000  to  $12,000,  up  to  as  high 
as  $15,000. 

Mr.  O'Connell.  But  are  you  referring  primarily  to  the  single- 
family  type  of  construction? 

Mr.  Tracy.  I  am  referring  primarily  to  the  single-family,  yes; 
because,  as  the  cost  of  the  residence  goes  up,  the  more  modern  equip- 
ment is  placed  in  that  home  and  a  higher  type,  of  skill  is  required. 
Mr.  O'Connell.  And  when  you  get  into  the  large  multiple-dwelling' 
type  of   construction    the  probabilities  are  that  the  percentage  of 
unionization  would  be  higher? 
Mr.  Tracy.  Is  greater. 
Mr.  O'Connell.  Would  it  not? 
Mr.  Tracy.  Yes. 

Mr.  O'Connell.  And  you  referred  to  the  fact  that  some  Govern- 
ment housing  projfects  had  been  constructed  on  a  nonunion  basis. 
You  haven't  any  idea  how  extensive  that  is;  that  is  probably  a  fairly 
small  percentage  of  Government  activity,  isn't  it? 

Mr.  Tracy.  Well,  we  have  done  just  about — that  is,  the  organiza- 
tions and  the  American  Federation  of  Labor  has  done  very  little  of 
the  Government  work  under  the  F.  H.  A.  and  other  branches  of  the 
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Government,  including  the  housing  programjinderJP.  W.  A.  Now, 
in  the  District  of  Columbia  here,  where  there  happens  to  be  at  this 
time  and.has  been  for  a  year  and  a  half,  quite  a  housing  program  both 
by  Government  and  private  industry,  while  my  organization  does 
possibly  more  of  that  work — except  the  plumbers  do  about  an  equal 
amount  of  work  on  those  residences — all  of  the  other  trades  are  non- 
union. Now,  that  condition  exists  right  here  in  the  District.  It  is 
here  for  anybody  to  see.  The  wage  rates  for  mechanics  in  all  branches 
of  the  building  trades  are  as  low  as  50  and  60  cents.  Our  organiza- 
tion has  tried  to  meet  that  situation  in  order  to  gain  control  of  that 
earning  opportunity  for  our  people  and  we  have  reduced  our  rates 
of  wages  materially  to  get  that  work,  and  we  have  reduced  it  almost 
100  percent. 

Now,  some  of  the  other  trades  have  done  the  same  thing  but  we 
find  that  when  we  as  a  labor  organization,  reduce  our  rates,  the 
nonunion"  employer  then  in  turn  advises  his  people  that  the  union 
has  reduced  the  rate  and  therefore  he  is  compelled  to  reduce  his, . 
until  today,  in  our  own  great  capital  here,  we  have  got  a  mechanic's 
rate  on  housing  as  low  as  50  and  60  cents  for  mechanics,  and,  under- 
stand, that  takes  in  the  electrical  workers  as  well  as  other  trades. 

Now,  we  find  that  the  real-estate  people  and  lumber  people  and 
materia]  people  secure  the  services  of  competent  nonunion  mechanics, 
they  underwrite  the  cost  for  that  job  and  pay  him  as  a  rule  a  fore- 
man's wages,  and  he  secures  only  nonunion  people  because  union 
people  will  not  give  their  services  on  that  type  of  a  job. 

Now,  that  condition  prevails  here  in  the  District  of  Columbia  and 
I  think  I  can  safely  say  that  in  the  greater  majority  of  the  cities  in 
this  country  that  same  condition  prevails.  There  may  be  some 
exceptional  cases.  I  know  that  there  are  a  few  within  our  organiza- 
tion and  there  are  a  few  possibly  within  some  of  the  other  labor 
organizations,  in  this  field  of  activity. 

Now,  with  that  condition  of  wages,  no  working  rule  is  established 
under  those  conditions  other  than  probably  the  8-hour  day,  and  you 
can  see,  I  think,  that  the  labor  cost  is  not  a  factor  in  retarding  this 
housing  program  throughout  these  United  States. 

Dr.  Lubin.  Mr.  Tracy,  when  you  talk  about  the  housing  con- 
struction in  Washington,  you  are  talking  about  all  types,  large  as 
well  as  small,  multiple? 

Mr.  Tracy.  I  'am  talking  about,  Doctor,  residences  from  $3,000 
up  to  $15,000 — I  dare  say  there  have  been  some  up  to  $25,000  that 
have  been  done. 

Dr.  Lubin.  How  about  lighter  scale  big  apartment  houses?  Are 
they  usually  union  or  nonunion? 

Mr.  Tracy.  I  wouldn't  say  that  they  are  100  percent  union, 
Doctor.  Some  trades  are  successful  in  getting  employment  on  it, 
probably  through  friendship  for  a  contractor  who  secures  Ascertain 
part  of  that  work.  I  can't  speak  for  the  other  trades.  I  only  know 
those  conditions  from  my  own  personal  observation  and  mention 
only  those.  I  would  say  that  the  apartment  work,  the  majority  of 
that,  I  would  say,  is  union.  The  majority  of  it  being  done  even 
in  what  we  call  the  downtown  area — a  lot  of  it  has  been  done  not 
exclusively  by  union  labor  but  80  percent  union. 

Dr.  Lubin.  In  other  words,  as  far  as  the  individual  trades  are  con- 
cerned there  is  no  attempt  to  make  any  job  completely  union.    In 
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other  words,  the  plumbers  will  install  plumbing  in  a  building  that  has 
been  erected  with  nonunion  bricklayers. 

Mr.  Tracy.  Yes;  in  the  District  of  Columbia;  and  the  electrical 
workers  will  do  the  same  thing  because  there  is  no  way  to  control  the 
contractor  who  comes  into  existence  today  to  build  one  or  more  houses 
and  after  he  has  completed  that  he  goes  out  of  business  as  a  rule, 
uiJess  there  is  further  opportunity  for  him. 

Dr.  Lubin.  Would  that  be  pretty  general  throughout  the  country? 

Mr.  Tracy.  I  would  say  yes,  Doctor,  that  it  is  pretty  general. 
However,  there  are  certain  cities  in  the  United  States  that  have 
successfully  maintained  that  earning  opportunity  for  members  of  the 
respective  craft  organizations.  Take  in  the  city  of  Chicago,  all  those 
residences  there  are  done  by  union  labor  simply  because  the  union  has 
had  in  effect  for  several  years  to  my  knowledge  a  lower  wage  bracket 
for  that  type  of  work. 

Dr.  Lubin.  That  is  an  interesting  point  you  raise  there.  Is  it  quite 
common  for  the  unions  to  agree  with  the  contractors  to  accept  low  wage- 
rates  for  lower-cost  housing? 

Mr.  Tracy.  That  is  right.     That  is,  pretty  generally. 

Dr.  Ltubin.  Is  it  growing? 

Mr.  Tracy.  That  is  pretty  general  in  my  organization,  and  I  have 
some  knowledge  that  it  is  pretty  general  in  one  or  two  others  that 
there  is  a  differentiation.  For  illustration,  in -the  District  of  Columbia 
on  the  large  Government-controlled  work  the  wage  rate  for  the  elec- 
trical work  is  a  dollar  eighty  cents  an  hour.  On  the  apartment  work 
it  is  $1  an  hour.  On  the  residence  work  and  the  extreme  outer  part  of 
the  District  of  Columbia  a  75-cent  wage  rate  has  been  established. 

The  Chairman.  Would  it  be  proper  to  say  that  the  larger  the  con- 
tractor, and  the  more  stable  the  business  of  the  contractor,  the  more 
easy  unionization  becomes? 

Mr.  Tracy.  I  think  we  can  safely  say  that,  Mr.  Chairman. 

The  Chairman.  The  difficulties  that  the  union  organizer  meets  are 
more  apparent  with  the  small  contractors  than  the  big  operators. 

Mr.  Tracy.  That  is  right. 

The  Chairman.  So  that  this  situation  in  which  complete  unioniza- 
tion is  to  be  found  is  usually  on  large  projects? 

Mr.  Tracy.  Generally,  yes.  There  are  some  cities,  however,  where 
the  larger  contractor  you  know  doesn't  care  to  go  into  this  housing 
work.  It  builds  up  his  overhead  and  he  just  really  doesn't  care  for 
it,  and  the  competition  is  so  keen  in  it  he  doesn't  find  it  worth  while, 
and  we  know  the  competition  is  keen  for  it.  But  we  find  that  we  have 
what  we  call  the  individual  contractors  that  make  a  specialty  of  follow- 
ing this  housing  work.  They  go.  out  and  solicit  the  contract,  they 
either  supervise  the  contract  or  they  may  do  the  work  themselves. 
In  our  case,  we  have  individuals  who  call  themselves  electrical  con- 
tractors, and  they  do  contract  for  electrical  work,  but  they  solicit  the 
work,  they  install  the  work,  and  they  collect  for  it  themselves  as  an 
individual.  That  is  the  keen  competition  that  we  have  now,  and  that 
exists  generally  over  the  country;  there  is  no  doubt  about  that  at  all. 

The  Chairman.  So  the  figures  you  are  giving  with  respect  to  union- 
ization, particularly  among  electrical  workers,  have  to  do  with  housing 
.projects  from  the  small  house  of  $3,000  up  to  about  fifteen  thousand 
all  through  the  country. 
*  Mr.  Tracy.  That  is  right. 
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The  Chairman.  And  most  of  that  work  is  done  by  nonunion  con- 
tractors? 

Mr.  Tracy.  Ninety  percent  of  it  is  done  by  nonunion  people. 

The  Chairman.  That  is  very  interesting. 

Dr.  Lubin.  May  I  ask  another  question?  Is  there  any  difference 
in  your  labor  cost  per  unit  of  installation  on  a  big  project  as  compared 
to  a  little?  In  other  words,  is  it  almost  as  easy  for  a  man  to  pay  $2 
an  hour  when  you  have  to  put  in  150  fixtures  in  a  building,  than  it 
would  be  to  hire  a  man  at  $1  an  hour  where  you  had  only  6  or  7  to 
put  in?  In  terms  of  the  actual  cost  to  the  contractor,  is  there  a  differ- 
ence in  the  day's  work  you  get  out  of  the  men  when  you  have  a  big 
job  as  compared  to  a  little  job? 

Mr.  Tracy.  I  think  that  an  employer  paying  $2  an  hour  gets  $2 
worth  of  service. 

Dr.  Lubin.  I  am  not  thinking  of  it  in  that  sense.  Here  is  an 
employer  who  has  a  big  building,  300  apartments.  He  puts  a  crew 
of  electricians  to  work.  In  terms  of  the  units  of  work  done,  is  it 
possible  to  get  more  work  done  in  a  day  on  a  job  like  that  than  would 
be  if  you  had  only  a  small  job? 

Mr.  Tracy.  It  is  our  experience  he  will  get  greater  production  and 
greater  efficiency,  yes,  out  of  the  individuals.  It  is  my  opinion  that 
if  you  employ  60-cent  labor,  you  are  going  to  get  60  cents  worth  .of 
work  an  hour. 

Dr.  Lubin.  I  was  thinking  of  your  own  case  where  you  have  a  $2 
rate  for  some  jobs  and  a  $1  rate  for  other  jobs. 

Mr.  Tracy.  The  type  of  fixture  where  the  $2-an-hour  rate  applies 
is  of  the  type  we  have  in  this  building  here.  The  type  of  fixture  the 
dollar-an-hour  man  hangs  is  what  is  known  as  a  single  unit.  It  is 
true  he  can  put  up  more  single  units  than  the  type  of  fixtures  which 
appear  in  this  room,  it  is  quite  natural  he  would  because  they  are 
very  simple — a  single  unit  with  a  base,  a  canopy  of  this  type  that  is 
just  fastened  on  the  ceiling,  fastened  to  the  outlet  box. 

I  would  say,  Doctor,  on  the  big  buildings  where  those  fixtures  are 
hung — however,  there  is  a  differential  in  the  rate  for  hanging  of 
fixtures  in  the  electrical  contracting  industry;  that  $2  an  hour  doesn't 
apply  to  hanging  of  fixtures.  .We  have  no  $2  an  hour  for  the  hanging 
of  fixtures. 

Representative  Reece.  What  is  the  source  of  the  figures  on  which 
you  base  your  estimate  that  90  percent  of  the  mechanical  work  on 
houses  ranging  up  to  $15,000  is  done  by  nonunion  labor? 

Mr.  Tracy.  The  check  by  our  local  unions  through  the  permits 
issued  by  the  municipalities.  The  great  majority  of  the  municipalities 
have  electrical  ordinances  where  permits  are  required  before  starting 
the  job;  by  that  I  mean  electrical  permit.  The  size  of  the  job  or  the 
number  of  outlets  is  made  known  upon  that  permit,  and  we  check 
those  permits  in  the  city  halls  and  find  out  what  the  volume  of  work 
was  that  was  done  in  that  city  per  month  or  per  year.  Of  course  we 
know  who  the  union  employers  are,  we  know  "Tho  the  nonunion 
employers  are,  so  it  is  a  very  simple  matter  to  checK  it.  We  can  get 
all  the  individual  projects  that  were  done  in  that  particular  area  and 
then  we  can  separate  it  and  know  how  much  we  did  and  how  much  the 
nonunion  men  did. 

It  is  through  our  local  units  i;nd  our  research  department  who  make 
that  check,  and  we  have  set  up  in  all  of  our  local  unions  an  educational 
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committee  whose  responsibilities  are  to  check  that  permit  list  in  the 
city  hall. 

Representative  Reece.  The  houses  ranging  up  to  $15,000  in  cost 
would  represent  a  majority  of  the  residential  construction  in  cities  of 
100,000  or  less,  would  they  not? 

Mr.  Tracy.  No  ;  I  wouldn't  say  that.  I  would  say  that  they  were 
in  a  minority  because  in  the  majority  workers  don't  purchase  that 
type  of  homes.  They  purchase  a  smaller  home  than  fifteen  thousand. 
I  would  say,  now  you  take  Tulsa,  Okla.,  which  I  am  quite  familiar 
with  and  have  made  somewhat  of  a  survey  there  recently,  the  average 
type  home  there  is  $15,000  or  less. 

Representative  Reece.  Your  statement  then  did  not  include  the 
houses,  the  cost  of  which  was  less  than  three  thousand? 

Mr.  Tracy.  No;  because  we  don't  go  below  that.  We  have  some- 
what of  a  check  on  that,  I  believe,  but  that  is  going  pretty  low  when 
you  go  into  a  home  of  less  than  three  thousand.  There  are  very  few 
of  those,  I  think. 

Representative  Reece.  Is  that  work  done  with  union  or  nonunion 
labor? 

Mr.  Tracy.  About  three  thousand? 

Representative  Reece.  Yes. 

Mr.  Tracy.  It  is  done  exclusively  by  nonunion.  We  do  very, 
very  little  of  that.  I  would  say  that  is  exclusively  lost  to  the  union 
worker  if  it  is  a  project  below  $3,000. 

Representative  Reece.  My  question  was,  In  cities  of  a  hundred 
thousand  or  less,  would  not  the  residential  construction  ranging  up  to 
$15,000  include  a  very  large  percentage  of  the  residential  construction? 

Mr.  Tracy.  I  don't  know  whether  I  grasp  your  question.  May  I 
ask  a  question  to  find  out  whether  I  have -you  right?  You  mean  if  in 
cities  of  a  hundred  thousand  or  less 

Representative  Reece  (interposing).  I  will  restate  my  question. 
In  cities  of  a  hundred  thousand  or  less,  is  not  a  very  large  percentage 
of  the  residential  construction  of  less  than  $15,000  in  cost? 
~Mr.  Tracy.  Yes;  I  would  say— below  $15,000. 
-^Representative  Reece.  Then,  according  to  your  statement,  in 
cities  of  a  hundred  thousand  or  less,  most  of  the  mechanical  work  on 
residences  is  done  by  nonunion  labor. 

Mr.  Tracy.  Yes;  done  by  nonunion  labor.     I  made  that  statement. 

Mr.  O'Connell.  Mr.  Tracy,  how  did  your  organization  in  its 
dealings  with  employers  of  labor — does  it  have  individual  contracts 
with  employers,  or  does  it  establish  a  union  scale  for  an  area,  or  just 
how  does  it  operate? 

Mr.  Tracy.  The  labor  organizations  operate  exclusively  on  a  con- 
tract basis  with  our  employers.  We  have  many  reasons  for  that. 
Those  contracts  are  entered  into  by  collective  bargaining  through 
negotiation  of  the  employer  and  committees  representing  our  local 
unions,  and  those  contracts  are  entered  into  individually  by  the 
contractor  and  by  the  local  union.  No  contract  can  be  finally  con- 
summated between  a  contractor  or  a  group  of  contractors  and  any  one 
of  our  local  unions  until  it  first  has  the  approval  of  the  international 
organization,  or  the  international  president,  and  we  do  make  contracts 
exclusively  throughout  the  country,  which  contract  covers  the  wages, 
7/orking  conditions  for  the  members  of  the  union. 

Mr.  O'Connell.  Some  unions  don't  operate  that  way.  Isn't  that 
correct?, 
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Mr.  Tracy.  As  I  understand  it,  there  are  very  few  that  do  operate 
that  way. 

Mr.  O'Connell.  And  your  contract  with  individual  contractors 
embodies  wages,  hours,  other  working  conditions. 

Mr.  Tracy.  That  is  right. 

Mr.  O'Connell.  Tell  me  first,  does  your  contract  cover  a  particular 
term  for  a  particular  period? 

Mr.  Tracy.  Yes,  it  does;  some  are  entered  into  for  a  period  of  12 
months,  some  for  a  period  of  24,  and  some  for  a  period  of  36.  Others 
are  what  we  term  as  perpetual  agreements. 

Mr.  O'Connell.  Supposing  that  I  as  a  contractor  wished  to  make  a 
contract  with  your  umons  fixing  wages,  hours,  and  other  conditions 
of  work  over  a  period  which  would  conform  to  the  period  of  a  particular 
construction  job  that  I  propose  to  undertake;  would  that  be  possible? 
I  mean  in  general  would  it  be  possible  for  me  to  protect  my  labor  cost 
on  a  particular  job  by  contracting  with  the  union? 

Mr.  Tracy.  Yes,  it  would  be  good  business  on  your  part  to  do  so; 
because  of  the  fact  that  on  signing  that  contract  for  that  job  or  for 
several  jobs,  you  would  be  given  a  guaranty  from  the  union  that  that 
job  would  be  completed  upon  the  terms  contained  in  the  agreement 
at  the  time  that  the  job  started.     Does  that  answer  your  question? 

Mr.  O'Connell.  Yes;  I  can  see  that  would  be  very  desirable. 

Mr.  Tracy.  I  might  elaborate  a  little  more  on  that.  Agreements 
with  us  are  very  sacred,  and  contractors  operate  in  San  Francisco 
under  a  union  contract  with  us  and  operate  any  place  throughout  the 
United  States  and  Canada  under  that  same  contract.  However, 
should  there  be  a  change  of  conditions  in  the  territory  outside  of 
San  Francisco,  what  the  conditions  are  in  San  Francisco,  the  only 
requirements  upon  him  are  that  he  comply  with  those  conditions  in 
the  territory  in  which  he  is  doing  the  work.  He  also  has  the  oppor- 
tunity to  send  his  own  men  in  to  supervise  the  work  and  look  out  after 
his  own  personal  interest. 

We  service  him  in  New  York  and  Canada  or  any  other  part  of  the 
United  States  as  long  as  he  operates  in  his  home  town  as  a  union 
employer,  and  that  contract  covers  him  no  matter  where  he  goes. 

Mr.  O'Connell.  Generally ,  speaking,  I  take  it  he  would  be  ex- 
pected to  obtain  his  union  workers  from  the  territory  in  which  he 
happens  to  be  operating. 

Mr.  Tracy.  That  is  quite  right.  If  he  should  come  into  the 
District,  he  would  be  required  to  get  his  workers  from  the  union  in  the 
District  here,  other  than  those  of  a  supervisory  or  foreman  capacity. 

Dr.  Lubin.  What  would  happen  if  there  weren't  enough  here? 

Mr.  Tracy.  Then  the  union  would  be  compelled  to  go  to  Baltimore 
or  Philadelphia  and  bring  them  in  here,  because  we  are  compelled  to 
service  the  contract. 

Dr.  Lubin.  You  do  that? 

Mr.  Tracy.  We  do  that  day  after  day.  It  is  quite  a  responsibility 
and  it  is  quite  an  expense,  but  we  do  it,  nevertheless. 

Dr.  Lubin.  That  is  very  interesting,  because  one  of  the  witnesses 
yesterday  raised  the  question  about  the  inability  of  getting  workers 
mto  one  city  from  another  under  union  contracts.  It  is  rather  inter- 
esting to  hear  that. 

Mr.  Tracy.  For  illustration,  a  job  of  a  large  project  last  year  started 
in  the  State  of  Pennsylvania  through  our  local  union  which  is  one  of  the 
largest  in  that  area  there,  exhausted  their  supply  and  the  International 
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was  called  upon  to  supply  the  additional  labor  over  and  above  what 
the  local  union  was  able  to  supply.  So  we  brought  them  in  from  the 
areas  where  there  is  less  employment  such  as  in  the  Central  States ;  we 
brought  them  in  from  Chicago.  We  pay  their  transportation  and  de- 
liver them  on  the  job,  and  they  pay  their  own  living  expenses  while 
they  are  there. 

Dr.  Lubin.  What  do  they  get;  the  Pennsylvania  wage  rate? 

Mr.  Tracy.  They  get  the  wage  rate  which  is  a  dollar  and  a  half,  and 
their  own  wage  rate  in  Chicago  is  $1.70.  But,  nevertheless,  we  had  to 
supply  the  men,  and  we  did  it. 

The  Chairman.  Which  wage  rate  did  they  get? 

Mr.  Tracy.  A  dollar  and  a  half.  They  got  the  lower  wage  rate 
than  what  prevailed  in  the  city  in  which  they  left. 

Now,  others  left  in  the  territory  that  received  an  increase  in  wages, 
they  left  the  territory  at  only  a  dollar  and  a  quarter,  but  they  got  the 
dollar  and  a  half. 

The  Chairman.  How  many  men  were  transported  in  this  particular 
instance? 

Mr.  Tracy.  I  don't  believe  I  have  the  correct  figures,  Mr.  Chair- 
man, but  there  were  755  electrical  workers,  and  their  quota  I  think  was 
220.     As  it  comes  to  me,  that  is  about  the  number  that  was  imported. 

The  Chairman.  How  much  of  that  sort  of  transportation  would 
you  do  in  a  normal  year? 

Mr.  Tracy.  We  do  an  enormous  amount  of  it.  We  have  done  an 
enormous  amount  of  it,  particularly  in  the  last  5  years,  because  of  the 
jobs  being  done  in  rural  communities  such  as  the  Boulder  Dam.  We 
had  to  supply  all  of  the  men  there  from  the  Pacific  coast  area.  I 
couldn't  give  you  any  figures  as  to  how  many  we  have  transported 
without  the  facts  being  before  me.  I  don't  believe  we  could  give  it  to 
you  correctly,  but  it  has  been  more  the  last  few  years  than  it  was  prior 
to  that,  because  there  has  been  more  rural  construction,  and  in  those 
rural  areas,  there  is  not  sufficient  labor  to  supply  the  demand,  but  it 
being  a  union  job,  then  the  union  obligates  itself;  that  is,  our  union 
obligates  itself  to  supply  the  demand  on  that  job  on  that  site  without 
any  cost  or  expense  to  the  employer.  He  pays  the  expenses  of  his 
own  people  that  he  sends  direct.  Those  that  he  calls  upon  us  for,  we 
have  to  pay  that  cost. 

The  Chairman.  You  wouldn't  want  to  hazard  a  guess  as  to  the 
number  which  were  transported  last  year,  let  us  say? 

Mr.  Tracy.  No,  because  we  imported  a  large  number  into  the  New 
York  area  because  of  the  fair,  and  then  we  had  several  other  large  pro- 
jects. I  wouldn't  want  to  hazard  a  guess  on  that.  If  the  committee 
wanted  it,  I  could  try  to  get  it  as  accurately  as  I  could  from  our  records, 
but  I  know  the  cost  has  tripled  itself  in  the  last  few  years. 

The  Chairman.  I  think  it  would  be  an  interesting  fact  to  know 
what  it  has  cost  the  union,  for  example,  for  the  transportation  of  work- 
ers in  this  manner  and  the  approximate  number. 

Mr.  Tracy.  Well,  I  could  give  that  to  the  committee.  We  can  try 
to  get  it  for  the  committee  if  they  decide  they  care  to  have  that  infor- 
mation. It  is  rather  interesting.  I  have  the  responsibility  of  the 
administration  of  the  affairs,  and  I  have  to  watch  the  financial  part  of 
it,  and  Ldiscovered  that  it  increased  tremendously  because  of  the  jobs 
being  in  rural  areas  where  we  didn't  have  it  before.  r/ 

The  Chairman.  Is  that  practice  followed  by  any  other  unions? 


CONCENTRATION  OF  ECONOMIC  POWER        5271 

Mr.  Tracy.  Yes,  I  think  it  is.  I  don't  think  that  the  union  itself 
pays  the  expenses  of  transportation. 

The  Chairman.  You  think  the  Electrical  Workers  are  the  only  or- 
ganization that  do  that? 

Mr.  Tracy.  I  wouldn't  say  that,  because  I  don't  know;  I  don't 
know  all  of  the  policies  of  all  the  labor  organizations. 

The  Chairman.  But  in  any  event,  it  is  more  or  less  common  practice 
for  the  unions  to  furnish  workers  for  contractors  in  various  parts  of  the 
country  by  shifting  them  back  and  forth. 

Mr.  Tracy.  I  think  all  unions  do  that.  I  thought  your  question 
was,  Do  all  unions  take  care  of  the  transportation  and  incidental  ex- 
penses in  connection  therewith?  I  don't  know  whether  they  do  or 
not.  I  can  speak  only  for  the  Electrical  Workers.  For  instance,  we 
had  a  small  job,  but  it  required  highly  specialized  cable  men  and  in  the 
city  of  Jacksonville,  Fla.,  there  were  not  sufficient  men  available  there 
to  do  that  type  of  work  and  with  the  fair  going  on,  in  fact,  two  fairs 
going  on,  there  was  no  place  close  by  that  those  local  unions  could  get 
men  of  that  type,  so  we  were  called  upon  and  we  went  to  Boston,  that 
was  the  closest  place  we  could  get  them,  and, of  course,  they  take  their 
cars  along  and  we  furnish  them  transportation.  But  you  see  the  dis- 
tance that  we  have  to  go  sometimes  to  supply  them.  That  is  without 
any  cost  to  our  employers. 

Dr.  Lubin.  What  that  means  in  effect  is  that  you  are  hurting  the 
wage  rate,  at  least  to  the  extent  that  the  employer  otherwise  would 
have  to  go  out  and  bid  higher  prices  and  offer  higher  wages  to  get 
them  to  come. 

Mr.  Tracy.  Yes,  I  agree  with  you.  I  wish  the  industry  would 
take  over  that  expense  that  we  go  to  year  after  year.  The  industry 
should  take  it  over.  I  don't  think  the  labor  should  have  to  do  it.  -It 
is  an  obligation  we  have  made  and  we  carry  it  'dut. 

Dr.  Lubin.  But  in  a  sense,  you  keep  your  local  wage  rate  from 
going  up  because  you'  say  to  the  contractor,  "If  you  can't  get  these 
fellows,  we  will  furnish  them  at  the  wage  rate  that  prevails  here  in 
town." 

Mr.  Tracy.  That  is  right. 

Mr.  O'Connell.  Mr.  Tracy,  do  you  know  in  a  general  way 
whether  other  unions  follow  similar  practices  to  your  union  in  con- 
tracting with  individual  contractors  for  a  term  or  period  of  time,  or 
whether  the  tendency  in  other  unions  is  to  fix  a  wage  rate  f  or  an  area? 

Mr.  Tracy.  Only  from*  general  observation.  I  do  know  that  other 
unions  do  negotiate  wages  for- a  definite  period  of  time,  which  is  a 
guaranty  to  the  contractor  there  will  be  no  wage  increase  during  that 
period  of  time  agreed  to.  I  have  no  records  of  any  other  unions  on 
that. 

Mr.  O'Connell.  You  have  indicated  that  your  wage  scale  is  far 
from  uniform  throughout  the  United  States. 

Mr.  Tracy.  It  varies  in  every  locality;  wages  are  set  up  locally, 
based  upon  local  conditions. 

Mr.  O'Connell.  And  the  top  you  indicated  was  in  some  of  the 
metropolitan  areas  $2  an  hour,  and  ranges  down  as  low  as  a  dollar 
an  hour? 

Mr.  Tracy.  A  dollar  an  hour. 

Mr.  O'Connell.  In  addition  to  provisions  governing  the  wage 
rates  and  hours  of  employment,  does  your  organization  set  up  other 
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standards  governing  other  phases  of  the  employer-employee  rela- 
tionship? 

Mr  Tracy.  Yes. 

Mr.  O'Connell.  And  they  are  referred  to  generally  as  working 
rules? 

Mr.  Tracy.  Working  rules. 

Mr.  O'Connell.  Would  you  explain  to  the  committee  something 
about  the  working  rules,  what  they  are,  and  what  type  of  thing  they 
involve? 

Mr.  Tracy.  To  explain  that,  let  me  explain  certain  things  about 
the  working  rules.  In  the  first  place,  working  rules  attest  to  the 
competitive  character  of  the  -building  construction  industry.  A 
working  rule  can  be  denned  as  a  protective  measure  against  conditions 
arising  under  competitive  conditions,  one  builder  against  another.  It 
is  unreasonable  to  believe,  therefore,  the  working  rules  are  evidence 
of  monopolistic  conditions  if  they  arise  out  of  competition.  They 
merely  cushion  the  shock  of  competition. 

Dr.  William  Haber,  author  of  "Industrial  Relations  in  the  Building 
Industry,"  published  by  Harvard  University,  probably  the  most 
reliable  work  in  the  field,  says: 

The  rules  of  the  union  are  protective  devices  to  protect  highly  competitive 
forces  from  endangering  the  standard  rate  of  pay  in  other  union  conditions.  Many 
of  the  regulations  enforced  at  present  or  in  the  past  are  closely  related  to  objective 
conditions  found  in  the  industry  and  corrections  of  such  conditions  are  the  first 
essential  toward  a  sane  approach  to  this  vexing  problem. 

In  the  second  place  it  must  be  noted  that  working  rules  are  a  growth,  largely. 
They  are  not  a  set  of  restrictions  promulgated  in  any  given  city  by  the  union. 
They  are  worked  out  over  a  period  of  years  at  instances  of  abuses.  And  in  the 
third  place  working  rules  are  restrictions  which  I  believe  cannot  possibly  affect 
the  economics  of  tbe  industry. 

I  recently  looked  over  the  working  rules  in  one  of  our  large  local 
unions  and  here  is  the  type  of  rule  that  has  been  set  up: 

Rule  requiring  foremen  who  are  members  of  the  union  to  employ 
only  union  members; 

A  rule  forbidding  members  to  borrow  tools  from  other  mechanics 
on  the  job; 

A  rule  requiring  contractors  to  carry  a  bond  which  fully  protects 
the  members  of  the  union  for  their  wages; 

A  rule  requiring  that  a  contractor  elect  to  come  under  workmen's 
compensation; 

A  rule  requiring  that  the  foreman  shall  notify  and  authorize  the 
physician  of  any  injury  to  a  member  on  the  job; 

A  rule  against  a  so-called  kick-back  in  wages; 

Another  rule  requiring  that  the  worker  keep  a  written  employment 
record ; 

A  rule  forbidding  working  with  nonunion  men  ; 

A  rule  regulating  overtime. 

Mr.  O'Connell.  Two  of  those  rules,  the  first  one  and  the  next  to 
the  last  one,  seem  to  be  rules  which  relate  to  closed  shop. 

Mr.  Tracy.  That  is  right. 

Mr.  O'Connell.  And  one  or  two  of  the  other  rules  that  you  men- 
tioned would  seem  to  be  an  attempt  to  enforce  what  might  already 
be  a  provision  of  existing  law. 

Mr.  Tracy.  In  a  State  or  nationally. 
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Dr.  Lubin.  Mr.  Tracy,  are  there  any  rules  that  you  know  of  in 
any  of  your  locals  which  limit  the  amount  of  work  a  man  can  do  a 
day. 

Mr.  Tracy.  No.  I  shall  answer  that  directly  "no".  I  have  seen  in 
the  public  press  statements,  and  I  have  heard  it  said  by  contractors 
that  union  men  sabotage  a  job,  but  if  we  go  to  figures  we  will  find  a 
steady  curve  of  efficiency  upward  by  building- trade  workers.  The 
very  fact  that  the  labor  bill  is  falling  is  an  indication  of  increased 
efficiency.  No  one  is  capable  of  saying  that  a  union  limits  production. 
Jobs  differ,  and  what  might  be  a  good  day's  work  on  one  job  may  be 
impossible  of  fulfillment  on  another.  Moreover,  production  must  be 
seen  in  relation  to  quality  of  work. 

In  my  own  organization  we  have  constantly  striven  to  give  the 
highest  quality  of  local  performance.  Some  of  our  local  unions 
require  their  members  to  correct  mistakes  and  faulty  work  without 
any  additional  expense  to  customer  or  contractor,  thereby  guarantee- 
ing to  the  employer  his  services.  We  believe  that  the  critics  of  the 
building  trades  who  talk  glibly  about  sabotage  are  doing  it  merely 
for  a  sinister  purpose.  Until  there  are  work  standards  set  up  for  each 
craft  by  an  authorized  agency,  no  one  has  the  right  to  say  that  union 
limits  production.  To  my  knowledge,  such  statements  have  never 
been  supported  by  facts,  and  I  know  from  personal  experience  that 
unions  do  not  limit  production  on  any  type  of  job. 

Dr.  Lubin.  In  other  words,  as  far  as  your  own  union  is  concerned, 
there  are  no  rules  and  regulations  which  say  that  a  man  cannot  do 
more  than  so  many  units  per  day. 

Mr.  Tracy.  There  are  no  such  rules,  and  there  will  be  no  such  rules 
permitted  or  approved.  We  know  of  none  in  any  other  trade  in  the 
building-trades  construction  industry.  They  paint  us  pretty  black 
sometimes. 

Mr.  O'Connell.  Mr.  Tracy,  from  your  testimony  it  is  quite  evident 
that  you  do  not  believe  that  labor  or  labor  practices  have  any  deterrent 
effect  on  housing  construction.  Would  you  care  to  give  the  com- 
mittee your  views  as  to  why  in  your  belief  adequate  dwelling  accom- 
modations are  not  being  made  available  by  the  construction  industry 
to  the  portion  of  our  population  which  is  compelled  to  live  on  ar 
income  of,  say,  from  one  thousand  to  two  thousand  dollars  a  year? 

Mr.  Tracy.  Well,  we  think  that  is  simple.  At  least  one-third  of  our 
population  does  not  make  enough  money  to  afford  to  live  in  a  house 
of  their  own,  or  in  a  house  with  adequate  standards.  Of  30urse  those 
critics  who  assert  that  the  way  to  stimulate  the  construction  of  houses 
is  to  lower  the  buildirfg  minimum  wage,  already  a  low  wage,  are 
merely  talking  nonsense.  It  would  accomplish  nothing  except 
penalization  of  workers  who  through  more  than  50  years  have  struggled 
to  raise  their  own  standard  of  living.  I  don't  believe  that  the  building- 
trades  men's  wages  have  anything  to  do  with  the  problem  of  low-cost 
housing.  I  am  not  sure  that  the  building  materials  are  exorbitant  in 
price.  Our  climate  requires  that  all  houses  be  heated  and  our  Ameri- 
can standard  of  living  requires  that  there  should  be  good  plumbing. 
These  items  alone  raise  the  standards.  It  is  my  opinion  that  tie 
movement  for  low-cost  housing,  within  and  without  the  Government, 
has  fallen  short  primarily  not  because  of  monopolistic  conditions,  but 
cutthroat  competition  in  the  industry.     It  is  my  opinion  that  you  are 
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struggling  against  worker  psychology.  Workers  are  desirous  of 
having  homes,  but  they  have  not  forgotten  the  tragic  experience 
beginning  in  1929  in  lost  homes  and  savings  and  equity.  Workers 
are  contenting  themselves  with  undesirable  living  quarters  rather 
than  running  the  risk  of  losing  all  equities  and  all  savings  when  another 
depression  comes.  The  worker  knows  that  a  home  is  expensive, 
not  only  to  own  it  but  to  maintian  it,  due  to  high  taxes,  upkeep,  and 
so  on.  Lack  of  national  unity  in  the  housing  program  is  largely 
responsible  for  the  failure  to  meet  the  workers'  fear. 

Finally,  I  must  reemphasize  the  point  that  the  so-called  low-cost 
housing  is  in  most  cases  done  under  nonunion  conditions  and  the 
organized  workers  of  the  building  trades  should  not  be  held  responsible 
for  the  lack  of  low-cost  housing  in  this  country. 

The  Chairman.  What  do  you  mean  by  cutthroat  competition. 

Mr.  Tracy.  That  is  a  long  story,  Mr.  Chairman,  but  I  will  be  glad 
to  go  into  it  with  you  because  I  think  we  know  something  about  it, 
because  we,  after  all,  are  affected  by  it. 

The  Chairman.  I  am  interested.  I  would  like  to  know  what 
your  definition  is  and  how  you  believe  it  retards  construction. 

Mr.  Tracy.  First,  the  general  contractor  as  a  rule  has  the  sub- 
contracts to  let.  He  goes  to  certain  subcontractors  and  peddles  those 
bids,  gives  out  false  information  as  to  what  John  Brown's  figures  are, 
and  Bill  Smith  gets  angry  at  John  Brown's  figures  and  he  makes  a  cut 
on  the  job  in  order  to  get  it.  It  is  nothing  but  vindictiveness,  believ- 
ing that  the  general  contractor  is  correct  in  his  statement. 

Then  the  job  is  cut  down  in  price  as  far  as  the  subcontractor  is 
concerned  The  materialman,  very  anxious  to  sell  his  material  on 
the  job,  goes  out  and  attempts  to  quote  a  price  to  sell  it  but  he  has 
competitors  in  the  field.  So  we  have  got  the  materialmen  fighting 
to  sell  their  product  on  the  job.  We  have  got  the  general  contractor 
peddling  certain  bids  on  the  job — and  I  stated  at  the  beginning  he 
is  somewhat  of  a  broker. 

We1  have  got  the  employer  of  the  workers  advising  the  worker  that 
he  has  taken  this  job  because  he  wanted  to  take  it  away  from  Bill 
Brown  or  John  Smith;  he  isn't  going  to  make  any  money  on  it  but  he 
took  it  for  the  sake  of  giving  those  employees  some  employment.  So 
the  word  is  passed  out,  you  have  to  hit  the  ball  and  you  have  to  put 
this  job  in  in  so  many  days.  There  is  very  keen  competition  in  the 
construction  industry,  in  all  of  its  branches,  as  we  see  it  and  as  we 
know  it.  In  our  negotiation  of  contracts,  we  hear  all  of  this.  We 
don't  believe  it,  but  we  are  compelled  to  check  on  some  of  it  and  we 
find  it  to  be  facts.  We  find  that  even  the  contractor  employers  of 
our  people  are  just  as  much  responsible  for  the  chaotic  condition  in 
this  industry  as  anybody  else — not  all  of  them  but  some  of  them  are. 
But  there  is  chiseling  and  there  is  undercutting  of  bids  in  the  con- 
struction industry,  and  with  all  of  that,  I  would  say  that  the  low-cost 
housing  should  be  done  cheaper  today  than  ever  in  the  history  of  this 
country,  in  my  estimation.  It  is  my  opinion  that  it  is  being  done 
cheaper. 

The  Chairman.  Well,  do  these  practices  retard  construction? 

Mr.  Tracy.  No;  I  don't  say  that  they  retard  construction. 

The  Chairman.  I  misunderstood  you  then. 

Mr.  Tracy.  No  ;  it  doesn't  retard  construction  at  all. 

The  Chairman.  What  you  mean  then  is  that  these  practices  lead 
to  the  performance  of  work  at  less  than  actual  cost. 
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Mr.  Tracy.  Yes;  I  would  say  that  the  customer,  the  owner,  doesn't 
get  what  he  is  really  entitled  to  because  of  that  action,  and  the  workers 
have  difficulty  in  maintaining  their  wages  and  their  working  rules 
on  those  jobs  because  of  conditions  created  by  the  employer. 

The  Chairman.  Do  you  want  us  to  understand  that  it  is  your 
experience  that  where  cutthroat  competition  exists,  materials  are 
sold  for  less  than  they  should  bring? 

Mr.  Tracy.  Yes;  I  would  say  in  many  cases  material  is  sold  for 
less  than  it  should  bring. 

The  Chairman.  The  common  statement  is  that  prices  of  materials 
are  held  up,  maintained  at  too  high  a  level. 

Mr.  Tracy.  I  don't  know  who  is  making  those  statements.  I  can 
only  speak  for  the  electrical  branch  of  it.  I  am  not  speaking  for 
employers  and  materialmen,  but  my  experience  has  proven  to  me — and 
had  I  known  you  were  going  to  ask  this  question  I  would  have  brought 
some  facts  over  with  me,  particularly  about  the  quotations  of  copper 
wire  that  is  used  quite  extensively  in  electrical  installations,  and  other 
equipment  used  in  connection  with  an  electrical  installation,  where 
the  materialmen  actually  go  out  and  sacrifice  all  of  the  profit  on  it 
merely  to  regain  a  customer.  It  is  not  my  opinion  that  the  materials 
used  on  those  jobs  are  high.     I  have  no  such  thought  about  it  at  all. 

Dr.  Lubin.  I  am  very  much  interested  in  your  answers  to  the 
Chairman,  Mr.  Tracy.  I  don't  know  whether  I  get  what  you  have 
in  mind  really.  In  other  words,  it  is  your  opinion  with  all  of  this 
cutthroat  competition  that  if  the  actual  savings  that  resulted  from 
that  cutthroat  competition  by  bidding  down  labor,  bidding  down 
materials,  were  reflected  in  the  price  I  have  to  pay  for  the  house,  I 
ought  to  get  the  house  cheaper  than  I  am  getting  it. 

Mr.  Tracy.  I  think  you  are  getting  it  cheaper  under  the  present- 
day  operations  of  all  parties  connected  with  the  construction  industry. 
I  say  that  every  employer,  whether  he  be  a  contractor,  whether  he  be 
a  manufacturer,  subcontractor,  or  general  contractor,  is  entitled  to 
a  fair  and  legitimate  profit  on  his  work  and  on  his  investment,  in 
order  that  he  may  pay  a  reasonable  wage  to  his  workers  and  .give  the 
customer  a  job  that  he  is  entitled  to. 

Mr.  O'Connell.  Mr.  Tracy,  I  am  a  little  bit  puzzled  as  to  how  **>»+ 
particular,  and  what  you  call  a  desirable,  situatiou  couiu  oe  brought 
about.  It  has  always  been  my  impression  that  our  economy  is  prem- 
ised on  competition.  Now  .when  competition  becomes  cutthroat 
competition,  when  and  how  we  can  arrive  at  the  desirable  situation 
where  every  employer  of  labor  is  entitled  to  a  fair  profit  without  just 
departing  completely  from  our  concept  of  the  competitive  system,  I 
am  not  entirely  clear. 

Mr.  Tracy.  I  am  in  favor  of  the  competitive  system,  but  I  am  in 
favor  of  a  fair  competitive  system  among  the  employers. 

Mr.  O'Connell.  How  do  we  get  a  fair  competitive  system? 

Mr.  Tracy.  I  think  that  is  our  problem.  You  are  dealing  with  the 
human  element  and  I  don't  know  how  you  are  really  going  to  get  it. 

Dr.  Lubin.  Would  a  reorganization  of  the  industry— assuming  you 
eliminated  your  contractor  which  you  say  is  a  broker  in  many  instances, 
and  he  gets  these  subcontractors  to  bid  against  one  another — — 

Mr.  Tracy  (interposing).  That  is  right,  and  that  is  a  daily  practice 
throughout  the  United  States. 

Dr.  Lubin.  Let's  assume  you  go  back  to  the  old  system  where  /the 
contractor  was  really  a  contractor  in  the  sense  that  he  hirad  tfre  car 
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penters  and  hired  all  the  other  people  employed  on  the  job,  he  didn't 
sublet  his  bids,  would  that  eliminate  some  of  that  cutthroat  compe- 
tition? 

Mr.  Tract.  To  a  great  extent  I  would  say  that  it  would,  and  I 
think  that  the  public  would  get  better  returns  on  their  investment  in 
the  way  of  a  more  substantial  job,  and  there  would  be  less  opportunity 
for  burying  the  mistakes  made  by  all  parties  on  the  job. 

Mr.  O'Connell.  I  have  no  further  questions. 

Dr.  Lubin.  I  would  like  to  ask  Mr.  Tracy  a  few  questions  bearing 
on  the  testimony  that  was  submitted  yesterday,  Mr.  O'Connell.  Do 
you  people  have  a  different  rate  for  maintenance  men  in  stores  and 
factories  than  you  do  for  the  inside  men  on  construction  in  a  given 
situation? 

Mr.  Tracy.  Yes;  we  establish  a  maintenance  rate  for  employees. 

Dr.  Lubin.  Is  that  lower? 

Mr.  Tracy.  It  is  generally.  There  are  a  few  exceptions  where  the 
maintenance  rate  has  not  been  established.  Generally,  however,  our 
local  unions  and  the  international  organization  which  I  represent,  en- 
courage and  maintain  a  maintenance  rate  that  is  lower. 

Dr.  LUbIn.  On  what  theory  do  you  recommend  that? 

Mr.  Tracy.  Because  of  the  continuity  of  employment. 

Dr.  Lubin.  The  reason  I  raise  that  question,  one  of  the  witnesses 
yesterday  raised  the  question  as  to  whether  or  not  the  building  indus- 
try, assuming  it  could  get  to  the  point  where  it  undertook  real  large 
projects,  where  it  could  say  to  the  electrical  workers,  for  example, 
"We  have  enough  work  here  for  a  year  for  so  many  of  your  mem- 
bers"— whether  or  not  it  would  be  feasible  under  those  conditions  to 
make  an  agreement  with  the  union  to  the  effect  that  in  return  for  such 
a  guaranty,  the  union  would  make  some  sort  of  a  deal  on  wage  rates. 
Now;  of  course,  in  a  sense  you  have  already  done  that.  On  low-cost 
housmg  you  have  said  to  the  contractor,  "We  will  take  a  lower  rate." 
It  gets  back  to  the  question  people  have  been  talking  about  for,.  2  or  3 
years,  annual  wage,  and  the  answer  is  the  answer  given  yesterday  by 
a  witness,  give  us  a  contractor  who  will  talk  business  with  us,  and  we 
haven't  been  able  to  find  the  contractor  who  will  talk  business. 

Mr.  Tracy.  And  I  don't  think  the  contractor  can  talk  business  on 
that  basis.  I  don't  know  who  would  underwrite  the  contractor's 
guaranty.  The  contractor  can't  do  it.  I  don't  see  any  possibility 
in  the  construction  industry  of  establishing  or  maintaining  an  annual 
wage  for  the  worker,  because  there  is;so  much  uncertainty  in  the  con- 
struction industry. 

The  Chairman.  There  is  no  continuous  output  of  buildings. 

Mr,  Tracy.  Yes;  I  would  say  there  is  no  continuous  output.  If 
there  were  such,  isolated  in  spots,  because  you  might  have  a  continua- 
tion of  building  here  in  the  District  of  Columbia  for  maybe  2  years; 
after  that  is  completed  we  would  have  idleness  within  our  organization 
for  the  next  2  years.  As  I  see  it,  every  city  of  any  size  in  this  country 
today  is  amply  supplied  with  hotel  facilities,  office  buildings,  and  so 
forth,  and  there  is  not  going  to  be  any  great  building  program  in  this 
country.  This  housing  program  that  has  been  going  on  takes  up  a  very 
small  percentage  of  the  construction  workers,  a  very  small  percentage 
of  them.  It  is  the  large  office  buildings  and  large  industrial  plants 
that  absorb  the  workers  in  the  building-construction  industry. 

The  housing  projects  are  short-lived  as  far  as  the  earning  oppor- 
tunity of  the  building-construction  workers  are  concerned,  but  you 
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take  jobs  for  industrial  plants  that  run  from  12  months  to  24,  and  as 
high  as  36  months,  then  there  is  some  stability  of  employment  for  the 
workers  in  that  community  for  that  period  of  time,  but  I  don't  see  any 
real  encouragement  of  the  building  and  construction  industry  in  this 
country  for  some  time,  and  I  don't  see  any  possibility  of  establishment 
of  an  annual  wage.  If  the  Government  wanted  to  underwrite  the 
contractors'  guaranties  to  us  for  that,  it  might  be  worked  out  that  way, 
but  none  of  the  Government  administrations  today  would  agree  to 
underwrite  it.  The  contractor  can't  underwrite  it;  the  customer  can't 
underwrite  it. 

The  Chairman.  I  understand  you  to  say  that  residential  construc- 
tion constitutes  only  a  small  part  of  the  construction  industry  as  a 
whole. 

Mr.  Tracy.  Yes,  sir;  I  made  that  statement. 

The  Chairman.  To  what  degree  has  unionization  of  the  mechanics 
proceeded  in  the  industry  as  a  whole?  The  reason  I  am  asking  that 
question  is  that  you  have  testified  in  the  construction  of  residences, 
80  to  90  percent  of  the  work  is  done  by  nonunion  workers. 

Mr.  Tracy.  That  is  right. 

The  Chairman.  Does  that  same  proportion  exist  in  all  construction? 

Mr.  Tracy.  No;  it  does  not  exist  in  all  types  of  construction. 

The  Chairman.  The  construction  of  office  buildings  and  of  large 
apartment  houses,  of  public  buildings  and  large  projects  of  that  kind, 
that  sort  of  construction  is  carried  on  largely  by  union  labor,  is  it  not? 

Mr.  Tracy.  Yes ;  in  the  last  6  or  7  years. 

The  Chairman.  It  is  in  the  small  work  that  you  don't  have  the 
organized  work? 

Mr.  Tracy.  We  don't  have  any  control  whatsoever  over  the  earn- 
ing opportunities  of  the  worker  on  those  small  projects. 

The  Chairman.  As  I  understand  it,  the  construction  of  residences 
is  such  a  small  proportion  of  the  construction  industry  that  even  if 
that  were  stimulated,  it  would  not,  in  your  opinion,  bring  about  a 
degree  of  full  employment. 

Mr.  Tracy.  No;  it  would  not,  in  my  opinion.     That  is  my, opinion. 

The  Chairman.  What  future  do  you  see  for  the  building  industry 
in  the  United  States? 

Mr.  Tracy.  It  is  a  very  gloomy  picture. 

The  Chairman.  You  think  our  plant  has  been  pretty  well  erected, 
do  you? 

Mr.  Tracy.  I  think  it  has  in  public  buildings.  By  that  I  mean 
private  buildings,  such  as  hotels,  office  buildings,  store  buildings  of  all 
types.  I  think  that  the  large  manufacturing  concerns  throughout 
this  country  should  modernize  their  plants  and  if  they  had  done  so 
throughout  the  country,  which  I  understand  many  of  them  are  willing 
to  start  work,  have  appropriated  money  for  it  but  have  many  reasons 
for  not  starting  it — if  the  industrial  field  of  this  country  undertook  to 
expand  their  plant  and  modernize  it  today,  it  would  bring  about  greater 
prosperity  in  this  country  than  it  would  in  undertaking  to  establish 
and  create  building  of  small  homes. 

The  Chairman.  What  demand  is  there  for  the  expansion  of  plants 
by  big  industries? 

Mr.  Tracy.  I  would  say  through  modernizing,  for  instance  the 
steel  industry 

The  Chairman  (interposing).  There  is  a  difference  in  my  m±nd 
between  modernizing  and  expanding. 
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Mr.  Tracy.  In  expanding,  many  of  them  have  dilapidated  build- 
ings that  have  become  in  run-down  condition.  There  have  been  no 
alterations  or  improvements  on  it,  and  there  has  been  no  improvement 
in  the  lighting  conditions,  the  daylight  and  night  light.  There  has  been 
improvement  in  sanitary  conditions  in  some  of  the  plants  and  in  some 
of  the  larger  industrial  plants  they  change  from  the  old  furnace  into 
the  electrical  furnaces  which  modernize  the  steel  industry. 

The  Chairman.  Well,  what  is  retarding  modernization  of  such 
plants? 

Mr.  Tracy.  I  only  wish  I  knew.     I  couldn't  answer  that  question. 

The  Chairman.  Well,  of  course,  you  can  come  out  and  discuss. 

Mr.  Tracy.  Well,  I  wouldn't  even  want  to  express  my  opinion  at 
this  time. 

The  Chairman.  You  haven't  any  advice  to  offer  this  committee  as 
to  what  should  be  done? 

Mr.  Tracy.  I  would  offer  none — if  they  could  get  the  banks  of  this 
country  to  open  the  vaults  and  let  the  funds  flow  more  freely  to  those 
desirous  to  take  advantage  of  it. 

Dr.  Lubin.  One  question  I  should  like  to  ask — what  are  the  dues  of 
your  organization? 

Mr.  Tracy.  That  varies,  Doctor,  in  communities.  The  dues  in  our 
local  unions  are  as  a  rule  $3  a  month. 

Dr.  Lubin.  That  is  pretty  general. 

Mr.  Tracy.  However,  there  are  communities  where  overhead  is 
greater.  The  dues  run  from  $3  to  as  high  as  $7  a  month — all  depends — 
he  pays  his  dues  above  $3  on  his  earnings;  in  other  words,  he  pays  a 
flat  rate  of  $3,  and  an  assessment  of  1,  2,  or  3  percent  on  every  dollar 
he  earns. 

Dr.  Lubin.  In  other  words,  the  $3  is  a  basic  dues  and  if  above  that, 
it  varies  with  his  earnings? 

Mr.  Tracy.  Of  course,  the  apprentices'  dues  are  lower. 

Dr.  Lubin.  What  does  a  man  get  for  his  dues  other  than  the  fact 
that  he  is  a  member  of  his  union? 

Mr.  Tracy.  He  gets  the  service  of  his  organization  locally.  He 
gets  his  full  protection.     He  has  an  insurance  of  a  thousand  dollars. 

Dr.  Lubin.  Life  insurance? 

Mr.  Tracy.  Life  insurance  of  a  thousand  dollars.  He  also  has  an 
old-age  pension  of  $42  a  month  after  he  becomes  65  years  of  age,  and 
has  20  years  of  continuous  good  standing  in  the  organization.  The 
dues  which  he  pays,  a  proportion  of  that,  stays  in  the  local  union 
treasury;  a  portion  of  that  goes  to  the  international  office,  which  is 
divided  up  into  the  different  funds  of  the  international  organization 
which  I  have  outlined,  legal,  old-age  pension;  for  instance,  the  Brother- 
hood carries  insurance  on  all  of  its  beneficial  members;  it  is  compul- 
sory, 

Dr.  Lubin.  So  in  effect  his  dues  cover  more  than  the  mere  right  to 
belong  to  the  union?     „ 

Mr.  Tracy.  Dues  cover  all  of  the  benefits  in  the  organization  and 
many  of  our  local  unions  have  in  addition  to  that  sick  benefits  and 
local  death  benefits;  for  illustration,  in  the  city  of  Chicago,  a  man  a 
member  there,  dies;  he  gets  $3,000,  or  at  least  his  beneficiaries  get 
$3,000,  $1,000  from  the  International  organization  and  $2,000  from 
the  local  union.  He  also  has  a  sick  benefit  in  that  local  union,  as 
many  other  of  our  local  unions  throughout  the  country  have  sick 
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benefits  ranging  from  $9  a  week  to  as  high  as  $21  a  week,  sick  benefits. 
That  $21  is  exceptionally  high  and  there  is  only  one  I  know  of  which 
carries  that  high. 

Dr.  Lubin.  Have  any  of  your  locals  paid  out  unemployment 
benefits? 

Mr.  Tracy.  Not  since  the  strike  of  1922,  which  was  the  railroad 
strike,  and  we  haven't  paid  out  anything  since  then,  in  fact,  we 
abolished  that. 

Mr.  Chawner.  Mr.  Tracy,  in  a  number  of  industries  having 
high  wages  and  satisfactory  working  conditions,  and  indeed  they 
have  been  able  to  improve  the  wage  conditions  and  at  the  same  time 
lower  the  costs,  even  in  some  construction  processes  by  improved 
methods — I  understand  in  the  drilling  of  caissons,  they  have  de- 
veloped methods  to  rotate  the  big  steel  caissons,  instead  of  putting 
men  down  under  pressure,  and  by  that  improved  method  they  have 
been  able  to  greatly  lower  the  costs;  and  in  the  automobile  industry, 
for  example,  was  suggested  as  one  of  the  industries  in  which  that 
has  been  possible.  It  will  increase  wages  and  at  the  same  time  lower 
the  cost  of  product  by  improved  methods.  Some  suggestions  of 
that  kind  have  been  made  in  the  building  industry,  for  example, 
in  the  case  of  homes,  building  houses.  It  has  been  suggested  by 
fabrication,  more  complete  fabrication  of  units,  it  would  be  possible 
to  lower  the  costs.  What  is  your  judgment  about  that;  for  example, 
the  more  complete  installation,  for  example,  of  electric  wiring  and 
planning  in  a  house,  in  effect. 

Mr.  Tracy.  "Well,  I  don't  know  that  you  could  do  much  fabrica- 
tion of  any  equipment  that  goes  into  the  small  residential  work.  I 
don't  know  of  any  fabrication  any  more  than  what  they  are  doing 
now.  It  is  true  of  the  entrance  switches  and  fuse  boxes,  for  pro- 
tective purposes  they  are  fabricated  in  the  plant  now.  They  are 
delivered  to  the  shop  and  the  electrical  worker  merely  inserts  them. 
It  is  quite  different  from  the  old  system  where  you  had  to  put  in  the 
individual  boxes.  They  all  come  out  now  assembled  and  inserted 
in  there  in  one  piece.  Beyond  that  I  don't  know  any  other  fabrication 
that  you  could  do  on  low-cost  housing  projects.  That  might  be 
considered  in  a  large  building  and  in  larger  construction  projects, 
but  I  don't  believe  that  it  could  apply  to  electrical — and  I  don't 
know  what  much  more  fabrication  could  do  on  the  plumbing.  I 
am  not  a  plumber,  but  I  do  know  that  that  has  materially  changed 
in  years  past,  that  the  plumber  years  ago  was  a  man  who  handled 
lead  exclusively,  very  highly  skilled,  and  made  all  his  own  bends 
in  lead,  such  as  elbows  and  other  bases  of  that  kind,  and  today  that 
all  comes  out  cast  on  the  job,  and  all  he  has  to  do  is  screw  it  together; 
so  they  have  simplified  it  to  a  large  extent,  but  I  don't  know  how 
nuch  further  they  could  go  on  the  housing. 

Mr.  Chawner.  Some  of  the  witnesses  in  this  hearing  have  tended 
to  say  considerable  lowering  of  cost  could  be  effected  by  that  method. 
Local  arrangements  make  it  impossible  to  do  that  and  I  wondered 
whether  your  organization  had  any  objection  to  fabrication  in  the 
shop  of  units  to  go  into  a  house  of  that  type. 

Mr.  Tracy.  We  have  never  objected  to  or  interfered  with  progress 
in  the  industry  and  we  don't  propose  to. 

Mr.  Chawner.  I  must  say  I  don't  recall  in  the  previous  testimony 
electrical  workers  were  mentioned,  but  some  of  the  other  otouds  wprp 
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Mr.  O'Connell.  I  think  that  is  correct.  I  think  some  of  the 
)ther  witnesses  had  indicated  that  there  was  what  you  might  call  a 
natural  resistance  to  change  on  the  part  of  various  groups  who  are 
interested  in  maintaining  for  themselves  as  large  a  share  of  the 
finished  product  in  terms  of  labor  application  as  is  possible,  but  J 
think  that  it  is  correct  that  none  of  the  testimony  indicated  anythin 
specifically  as  to  the  group  that  you  represent,  so  I  take  it  that  w> 
don't  need  to  discuss  that  further  with  you. 

The  Chairman.  Are  there  any  other  questions? 

Mr.  O'Connell.  I  believe  not. 

The  Chairman.  You  have  two  more  witnesses;  who  are  they? 

Mr.  O'Connell.  Mr.  Henry  J.  Eckstein,  of  New  York,  and  Gerard 
P.  Lambert,  of  New  Jersey,  both  of  whom  will  discuss  ideas  they 
have  and  plans  which  in  their  opinion  stimulated  the  financing  of 
low-cost  housing. 

The  Chairman.  Thank  you  very  much,  Mr.  Tracy. 

The  committee  will  stand  in  recess  until  2  o'clock  this  afternoon/ 
and  an  effort  will  be  made  to  finish  with  both  of  these  witnesses  this 
afternoon. 

("Whereupon,  at  12:10  p.  m.,  a  recess  was  taken  until  2  p.  m. 
of  the  same  day.) 

afternoon  session 

The  committee  resumed  at  2:40  p.  m.  on  the  expiration  of  the 
recess. 

Acting  Chairman  Williams.  The  committee  will  be  in  order, 
please. 

Mr.  O'Connell.  I  would  like  to  say  a  few  words  before  calling  a 
witness. 

During  the  balance  of  the  day  and  in  all  probability  all  day 
tomorrow,  the  committee  will  hear  from  a  group  of  individuals,  each 
of  whom  feels  that  he  has  something  to  contribute  toward  a  solution 
of  the  housing  problem. 

The  material  presented  will  range  from  plans  suggesting  ways  of 
stimulating  the  flow  of  invested  capital  into  the  medium-  and  low- 
priced  housing  field. 

Second,  actual  presentation  of  persons  present  actively  engaged  in 
constructing  or  reconstructing  dwelling  accommodations  at  prices 
which  in  their  opinion  at  least  make  such  accommodations  available 
to  persons  in  the  lower  income  groups. 

It  would  be  a  physical  impossibility  to  present  before  the  committee 
even  a  substantial  percentage  of  those  persons  interested  in  housing 
who  feel  that  they  have  an  answer  to  the  problem.  For  this,  reason 
it  was  necessary  to  select  a  small  but  representative  group  and  to 
give  to  the  committee  some  first-hand  information  about  at  least  some 
of  the  proposals  that  are  being  generally  discussed  and  at  least  some 
of  the  construction  activity  in  low  cost  privately  financed  housing 
field,  actually  being  done. 

I  should  like  to  make  one  thing  perfectly  clear.  The  fact  that 
particular  proposals  will  be  espoused  here  should  not  be  taken  as 
•indicating  that  the  committee  or  any  member  of  it  is  a  proponent  or 
advocate  of  any  such  plan. 

The  witnesses  to  follow  will  present  their  views  to  the  committee 
and  the  committee  should  not  be  placed  in  the  position  of  having  any 
predisposition  at  this  time  in  favor  of  any  of  them. 
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The  first  witness  I  should  like  to  call  is  Henry  J.  Eckstein. 

The  Chairman.  Do  you  solemnly  swear  that  in  the  matter  now 
pending  you  will  tell  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God? 

Mr.  Eckstein.  I  do. 

TESTIMONY  OF  HENRY  J.  ECKSTEIN,  PRESIDENT,  FORESTA 
FACTORS,  INC.,  NEW  YORK,  N.  Y. 

"yield  insurance"  as  a  stimulant  to  low-cost  housing 

Mr.  O'Connell.  Mr.  Eckstein,  would  you  please  give  your  name, 
address,  and  occupation  for  the  record? 

Mr.  Eckstein.  My  name  is  Henry  J.  Eckstein,  233  Broadway, 
New  York. 

Mr.  O'Connell.  I  should  like  to  point  out  that  Mr.  Eckstein  will 
discuss  before  the  committee  a  plan  of  financing  construction,  large- 
scale  renting,  housing  projects,  which  is  generally  referred  to  as 
"yield  insurance."  I  think  it  would  be  best  to  let  Mr.  Eckstein 
proceed  to  develop  the  material  he  has,  uninterrupted,  to  the  extent 
we  feel  able  to  do  so,  and  then  ask  him  any  pertinent  questions  after 
he  has  had  an  opportunity  to  explain  fairly  well  in  detail  what  the 
plan  is. 

The  Chairman.  Have  him  state  his  experience  in 

Mr.  O'Connell.  I  think  he  should  do  so  now. 

Mr.  Eckstein.  I  think  I  would  like,  Mr.  Chairman,  with  youi 
permission,  to  state  that  in  connection  with  the  beginning  of  my 
presentation  I  will  try  to  wleave  it  in  so  it  will  be  clear  to  you.  I 
will  stop  at  the  end  of  the  presentation  of  background.  I  will  stop 
in  case  you  want  any  further  information. 

Since  1906  I  have  been  engaged  in  business,  first  in  the  whole- 
saling of  lumber,  more  recently  commercial  financing.  In  each  in- 
stance as  owner  executive.  I  have  during  all  of  this  period  actively 
participated  in  a  number  of  public  and  semipublic  activities,  includ- 
ing trade  association  work,  representation  of  wholesale  lumbermen 
on  the  lumber  code  authority,  social  work  activities,  and  a  variety  of 
economic  pursuits.  Through  the  handling  of  investments  largely  of 
fiduciary  nature,  I  have  had  active  experience  in  mortgage  and  other 
real  estate  investments. 

In  1937  Msgr.  John  A.  Ryan,  the  late  Gov.  Paul  M.  Pearson,  and 
I,  organized  and  then  constituted  the  executive  committee  of  the 
national  housing  committee.  The  passage,  shortly  thereafter,  of  the 
Wagner-Steagall  Act  satisfied  our  immediate  concern  for  public,  sub- 
sidized housing  and  we  turned  to  the  possibilities  of  low-cost  housing 
through  private  initiative.  We  prepared  and  completed  a  survey  of 
the  income  groups  for  which  the  largest  housing  shortage  existed. 
The  results  were  published  in  The  Housing  Market.  We  then  pro- 
ceeded to  probe  as  to  how  that  shortage  could  be  met  by  private 
industry.  This  particular  task  was  allotted  to  me.  We  approached 
this  problem  from  every  conceivable  angle,  three  of  which,  however, 
were  immediately  recognized  as  the  crux  of  the  situation: 

First.  What  could  be  done  by  industry  towards  reducing  construc- 
tion costs  and  towards  lowering  the  basic  price  of  building  materials, 
and  towards  the  simplification  of,  and  elimination  of  waste  in,  their 
distribution. 
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Second.  The  reduction  in  cost  of  financing,  especially  through  in- 
ducement to  capital  to  enter  the  low-cost-housing  field  on  a  moderate 
income,  nonspeculative  basis,  and  as  investment.  It  was  apparent 
that  the  effect  of  the  lower  cost  and  greater  availability  of  mortgage 
money  tended  to  increase  the  profit  opportunities  of  equity  money, 
and  that  the  advantages  to  large  capital,  were  it  to  enter  the  field, 
obtainable  through  the  lower  costs  of  planned  volume  construction 
and  the  pressure  on  markets  of  purchasing  power,  would  probably  be 
utilized  to  increase  profits  rather  than  to  lower  rentals. 

Third.  There  is  a  third  angle,  which  appealed  to  many  of  us  as 
worthy  of  consideration,  namely — the  necessity  of  offsetting  the 
numerous  difficulties  imposed  on  real-estate  and  mortgage  investment 
by  the  impact  of  cyclical  fluctuations. 

The  depression,  and  in  fact  the  whole  history  of  real  estate,  defi- 
nitely shows  that  alternately  upward  and  downward  swings  in  the 
earning  power  of  real  estate  is  equally  as  great  a  problem  as  the  in- 
itial cost  of  production  of  real-estate  facilities. 

These  interests  of  mine,  through  divergency  of  experiences  of  a 
cumulative  nature,  brought  firmer  convictions  regarding  the  housing 
problem.  From  the  social  point  of  view  and  that  of  the  public  in- 
terest I  have  for  long  understood  the  need  of  low-cost  housing.  From 
the  investor's  point  of  view  I  have  suffered  from  the  inadequacy  of 
the  old  mortgage  system.  From  the  industrial  angle  I  have  observed 
the  reasons  why  private  industry  has  failed  to  meet  the  need  of  low- 
cost  housing.  Economic  studies  have  brought  the  realization  of  im- 
portance to  recovery  of  a  widespread  building  program. 

Have  I  outlined  my  background  sufficiently? 

Mr.  O'Connell.  Sufficient  for  my  purposes. 

Acting  Chairman  Williams.  Go  ahead. 

Mr.  Eckstein.  It  was  then  the  yield  insurance  plan  came  to  my 
attention.  This  plan  has  been  devised  by  Mr.  Frederick  M.  Bab- 
cock,  Assistant  Administrator  and  Director  of  the  Underwriting  Divi- 
sion of  the  F.  H.  A.  It  is,  and  this  must  be  emphasized,  not  a  plan 
endorsed  by  the  F.  H.  A.  itself  but  advanced  by  Mr.  Babcock  solely 
in  his  individual  capacity. 

I  shall  for  a  moment  longer  defer  presentation  of  the  yield-insurance 
plan  in  order  to  bring  out  a  few  significant  points.  It  immediately 
impressed  me,  and  subsequent  study  and  investigation  has  increasingly 
confirmed  this  impression,  that  the  yield-insurance  plan  is  a  vital, 
original,  and  unique  contribution  leading  to  a  solution  of  the  housing 
problem.  It  provides  an  inducement  to  large  j>ools  of  capital  to 
enter  the  rental  housing  market.  It  places  primary  emphasis  on' 
yield  and  secondary  emphasis  on  capital  gains.  It  includes  the  pro- 
tection of  capital  and  the  prevention  of  the  damage  which  results  from 
the  speculative  methods  which  usually  surround  real-estate  owner- 
ship. It  brings  Lbout  a  separation  of  promotional  activities  and  long- 
time management  combined  with  more  or  less  permanent  investment. 
In  that  way  it  identifies  the  motives  of  investors  into  wholesome  as- 
sured income  channels.  And  finally,  it  meets  the  problem,  so  fre- 
quently overlooked,  which  arises  as  a  consequence  of  the  violent 
fluctuations  in  rental  income. 

The  following  description  of  yield  insurance  is  as  originally  pre- 
pared by  Mr.  Babcock: 
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This  memorandum  presents  the  yield-insurance  plan  for  the  creation  and  per- 
manent operation  of  rental  housing  projects.  The  plan  provides  for  the  financing 
of  projects  by  private  capital,  without  the  use  of  mortgages,  and  with  provision 
for  a  guarantee  of  a  minimum  rate  of  return. 

Two  plans  are  offered,  one  generally  applicable  to  the  financing  of  rental  hous- 
ing, the  other  applicable  solely  to  projects  which  involve  slum  clearance  or,  the 
rehabilitation  of  blighted  areas. 

PLAN  TO  FINANCE  RENTAL  HOUSING 

Mr.  Eckstein  (reading): 

Plan  A  is  designed  to  provide  for  moderate  rental  housing  in  both  urban  and 
suburban  locations  where  the  costs  of  production  and  the  rentals  available  bear 
a  reasonable  relationship. 

1.  The  plan  contemplates  the  investments  of  funds  of  responsible  investors  in 
the  direct  ownership  of  real  estate  by  permitting  them  to  acquire  sites,  plan 
rental  housing  projects,  erect  structures,  and  own  and  manage  them  thereafter. 
Such  investors  may  include  conservative  investment  groups  or  associates  and  the 
trustee  custodians  of  investment  funds  such  as  savings  banks,  trust  estates,  and 
life  insurance  companies.  Such  ownership  may  be  accomplished,  if  desirable  in- 
particular  cases  or  States,  by  the  ownership  of  the  common-stock  shares  of  sub- 
sidiary realty  corporations.  Such  shares,  however,  may  be  owned  only  by  such 
qualified  responsible  investors. 

2.  The  total  costs  incurred  up  to  the  completion  of  a  project  are  ascertained  and 
if  approved  become  the  "established  investment."  Allowable  costs  include  all 
actual  outlays.  They  do  not  include  interest  during  construction.  (This  last 
item,  interest  during  construction,  is  allowed  under  plan  B.  It  may  be  well  \o 
consider  allowing  such  interest  as  a  cost  outlay  and  including  it  in  the  established 
investment,  under  appropriate  circumstances,  under  plan  A  as  well.) 

3.  Project  owners  are  not  permitted  to  mortgage  properties  or  to  create  any 
form  of  funded  indebtedness. 

4.  The  Federal  Housing  Administration,  after  amendment  of  the  National 
Housing  Act,  will  accept  such  projects  any  time  prior  to  commencing  construction 
for  yield  insurance,  provided  defined  minimum  standards  are  cornplied  with. 

5.  Yield  insurance,  for  this  purpose,  consists  of  a  guaranty  of  a  minimum  yield 
of  2y«  percent  per  annum  on  the  amount  of  the  established  investment  which 
remains  invested  in  any  year.  If  a  project,  in  any  year,  earns  less  than  2%  per- 
cent, the  Federal  Housing  Administration  will  pay,  in  cash,  immediately  upon 
verification  of  the  validity  of  the  claim,  the  difference  between  2}{  percent  and  the 
amount  actually  earned. 

6.  Accounting  for  this  purpose  will  reduce  the  original  established  investment 
on  a  straight-line  basis  at  the  rate  of  2  percent  per  year  of  the  depreciable  portion 
of  the  original  investment  (i.  e.,  total  investment  exclusive  of  the  land).  It  will 
also  reduce  the  established  investment  in  an  additional  amount  equal  to  the 
earnings  in  excess  of  5  percent  per  year. 

7.  Properties  may  be. sold,  but  if  sold  shall  not  continue  to  receive  the  benefits 
of  yield  insurance  unless  the  purchaser  would  have  been  eligible  for  such  insurance 
at  the  inception  of  the  project. 

8.  The  total  benefits  collectible  under  the  plan  are  limited  to  10  percent  of  the 
original  established  investment.  That  is,  when  the  aggregate  amount  of  paid 
claims  equals  10  percent  of  the  original  established  investment,  additional  claims 
cannot  be  collected  from  the  Federal  Housing  Administration  and  the  insurance 
ceases.     "No  claims  are  collectible  after  20  years  from  original  date  of  insurance. 

9.  The  Federal  Housing  Administration  collects  an  annual  premium  amounting 
to  one-eighth  of  1  percent  of  the  portion  of  the  established  investment  remaining 
unrecaptured  in  each  year.  That  is,  the  premium  amounts  to  5  percent  of  the 
coverage  (one-eighth  of  1  percent  divided  by  2y2  percent). 

PLAN  FOR  SLUM  CLEARANCE 

Mr.  Eckstein  (reading): 

Plan  B  is  designed  to  provide  for  low-rental  housing  in  slum  and  blighted  areas 
-  of  cities  where  the  costs  of  land  acquisition  and  rebuilding  and  the  rentals  available 
tend  to  be  disproportionate. 
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1.  The  plan  contemplates  the  creation  of  local  corporations  to  acquire  sites  in 
slum  or  blighted  areas,  demolish  existing  structures,  plan  rental  housing  projects, 
erect  new  structures,  rehabilitate  old  structures,  and  own  and  manage  the  prop- 
erties thereafter.  Under  defined  conditions,  such  -  corporations  are  to  have  the 
power  of  condemnation. 

2.  Such  corporations  may  secure  capital  by  the  sale  of  common-stock  shares 
only,  to  the  public  and  to  trustee  investors.  Corporations  are  not  permitted  to 
mortgage  properties  or  to  create  any  form  of  funded  indebtedness. 

3.  The  total  costs  incurred  up  i-o  the  completion  of  a  project  are  ascertained 
and  if  approved  become  the  established  investment.  Allowable  costs  embrace 
all  actual  outlays,  including  actual  interest  paid  during  construction  provided 
such  interest  is  at  a  rate  not  in  excess  of  3^  percent  per  year. 

4.  The  Federal  Housing  Administration,  after  amendment  of  the  National 
Housing  Act,  will  accept  such  projects  any  time  prior  to  commencing  construction 
or  rehabilitation  for  yield  insurance,  provided  defined  minimum  standards  are 
complied  with. 

5.  Yield  insurance,  for  this  purpose,  consists  of  a  guaranty  of  a  yield  of  3^ 
percent  per  annum  on  the  amount  of  the  established  investment  which  remains 
invested  in  any  year.  If  a  project,  in  any  year,  earns  less  than  3%  percent,  the 
Federal  Housing  Administration  will  pay,  in  cash,  immediately  upon  verification 
of  the  validity  of  the  claim,  the  difference  between  3J4  percent  and  the  amount 
actually  earned. 

6.  Accounting  for  this  purpose  will  reduce  the  original  established  investment 
on  a  straight-line  basis  at  the  rate  of  2  percent  per  year  of  the  depreciable  portion 

the  original  investment  (i.  e.,  the  total  investment  exclusive  of  land). 

7.  Earnings  in  excess  of  4J4  percent  shall  be  devoted,  in  the  order  named,  to 
(1)  expenditures  for  needed  or  desirable  improvements,  repairs,  maintenance, 
and  alterations;  (2)  accumulations  in  and  maintenance  of  a  reserve  for  the  fore- 
going purposes,  the  total  of  such  reserve  for  the  foregoing  purposes,  the  total  of 
such  reserve  not  to  be  allowed  to  accumulate  to  more  than  7%  percent  of  the 
original  established  investment;  (3)  earnings  in  excess  of  the  two  preceding 
items  shall  be  divided  equally  between  additional  insurance  premiums  and  addi- 
tional return  of  investment. 

8.  There  will  be  no  direct  regulation  of  rents  by  the  Federal  Housing  Adminis- 
tration, but  management  supervision  is  contemplated. 

9.  The  total  benefits  collectible  under  the  plan  are  limited  to  14  percent  of  the 
original  established  investment.  That  is,  when  the  aggregate  amount  of  paid 
claims  equals  14  percent  of  the  original  established  investment,  additional  claims 
cannot  be  collected  from  the  Federal  Housing  Administration  and  the  insurance 
ceases.     No  claims  are  collectible  after  20  years  from  original  date  of  insurance. 

10.  The  Federal  Housing  Administration  collects  an  annual  premium  amounting 
to  one-fourth  of  1  percent  of  the  portion  "  the  established  investment  remaining 
unrecaptured  in  each  year.  That  is,  th  jremium  amounts  to  7.1  percent  of  the 
coverage  (one-fourth  of  1  percent  divide^  by  3%  percent). 

It  is  important  to  emphasize  that  the  annual  reduction  of  the 
originally  established  investment,  at  the  rate  of  2  percent  of  the 
depreciable  portion  of  the  original  investment,  is  to  be  an  actual 
return  of  invested  money  and  not  just  a  bookkeeping  transaction. 

In  the  description  of  the  yield-insurance  plan,  just  read,  it  will  be 
recalled  that  the  total  benefits  collectible  in  the  form  of  claims  are 
limited  to  a  total  of  10  percent  of  the  original  established  investment 
under  plan  A  and  of  14  percent  under  plan  B.  The  coverage  is  also 
limited  to  20  years.  It  is  of  interest  to  note  in  this  connection  that 
our  figures  and  test  calculations  indicate  that  these  percentage  restric- 
tions are  really  not  essential  from  the  point  of  view  of  prudent  under- 
writing. We  also  found  that  the  coverage  under  plan  B  could  safely 
be  extended  from  20  years  to  25  years.  These  possibilities  could  be 
further  explored. 
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OBJECTIVES  OF  THE  YIELD-INSURANCE  PLAN 

Mr.  Eckstein.  I  shall  continue  reading: 

The  objectives  of  the  yield-insurance  plan  are  set  out  as  follows: 

1.  To  make  private  capital  available  to  housing.  The  present  mortgage  sys- 
tem operates  with  difficulty  because  there  is  a  dearth  of  funds  available  for 
equity  investment  except  at  rates  which  compensate  for  highly  speculative  risks. 
This  situation  invites  the  creation  of  apparent  equities  by  deliberate  over- 
valuation. 

2.  To  p'-^vide  an  investment  outlet  for  funds  of  investors.  It  is  presumed 
that  the  <  apetition  for  investments,  especially  mortgage  investments,  has  and 
will  result  n  a  condition  where  reasonably  safe  investment  of  available  funds  is 
and  will  be  increasingly  difficult.  It  is  to  be  noted  that  the  only  alternatives  in 
the  residential  mortgage  field  are  withdrawing  from  the  field  or  making  and 
purchasing  very  high  percentage  mortgages. 

3.  To  secure  the  erection  of  housing  where  most  needed;  in  slum  areas,  for 
lower-income  groups,  in  smaller  as  well  as  larger  cities. 

4.  To  produce  real-estate  facilities  at  lower  costs  of  construction.  This  pur- 
pose is  desirable  as  a  safeguard  against  cyclical  fluctuations. 

5.  To  stimulate  the  construction  of  good  properties.  It  is  evident  that,  in  the* 
recent  periods  of  building  activity,  principally  1920-29,  speculative  building 
with  the  support  given  by  competition  between  lenders  produced  a  quality  of 
physical  security  behind  mortgage  investments  which  was  not  of  a  sufficiently 
high  standard.  One  objective  of  the  proposed  program  is  to  make  certain  that 
investment  is  made  in  better  properties,  surrounded  by  better  community  en- 
vironments. The  social  benefits  of  the  program — namely,  improved  health,  life 
extension,  and  improved  social  environments — need  not  be  considered  as  the 
major  objective  but  are  accomplished  as  a  natural  accompaniment  of  the  program. 

6.  To  remove  the  speculative  motive,  insofar  as  possible,  from  real-estate 
operations.  The  program  proposes  that  the  ownership  of  real  estate  be  placed 
in  strong  hands,  interested  primarily  in  the  rate  of  return  over  a  long  period 
rather  than  in  rapid  speculative  gains.  The  stabilizing  effect  on  realty  rentals 
and  values,  inpJied  by  such  strong  ownership,  is  of  major  significance. 

7.  To  prevent  the  unnecessary  further  extension  of  governmental  ownership 
of  housing  and  housing  investments. 

8.  To  provide  the  major  investor  in  real  estate  (today,  the  mortgage  lender) 
with  real  control  over  his  investments.  This  should  lead  to  better  maintenance, 
lower  rehabilitation  costs,  and  longer  effective  economic  lives  of  properties. 

9.  To  provide  a  relatively  sale  investment  which  embraces  a  hedge  against 
diminished  purchasing  power  of  the  dollar. 

10.  To  create  a  condition  in  which  construction  activities  are  more  attractive 
in  times  of  recession,  less  attractive  in  boom  times.  If  this  purposes  can  be 
achieved  it  will  mean  a  partial  lessening  of  the  intensity  of  conditions  in  depression 
periods  and  an  automatic  brake  on  ^speculation  in  boom  times. 

necessary  legislation  for  yield-insurance  plan 

Mr.  Eckstein  (reading  further): 

State  legislation  will  be  required  to  permit  trustee  investors  to  invest  in  real 
estate  or  in  the  shares  of  realty  corporations.  Similar  legislation  has  already 
been  provided  by  the  New  York  State  Legislature.  Such  legislation  should  be 
modeled  on  the  proposed  Federal  legislation. 

State  legislation  to  provide  for  the  creation  and  control  of  the  housing  corpora- 
tions in  plan  B  will  also  be  required.  (Proposals  of  this  nature  have  recently 
been  introduced  in  some  States,  e.  g.,  New  York  and  Illinois.) 

Federal  legislation  should  provide  for  "yield  insurance"  and  should  take  the 
form  of  an  amendment  to  the  National  Housing  Act.     Provisions  should  include: 

1.  Projects  to  be  submitted  to  the  Federal  Housing  Administration  prior  to 
completion  of  construction  for  approval  for  yield  insurance. 
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2.  Definition  of  eligible  projects  including  neighborhood  and  structural  stand- 
ards, varifications  of  reasonableness  of  costs  and  economic  soundness,  and  what 
constitutes  a  "slum"  (plan  B). 

3.  Provisions  defining  rights  of  the  investors,  eligibility  of  realty  corporations, 
contracts  of  insurance  (noncancelable),  methods  of  accounting,  etc. 

4.  Definition  of  types  and  qualifications  of  investors  eligible  for  such  insurance 
coverage. 

5.  Provisions  covering  the  computation  of  claims,  the  payment  of  premiums, 
and  the  expiration  or  lapsing  of  coverage. 

The  State  legislation  would  be  so  drawn  that  it  limits  the  percentage  of  the 
total  assets  of  trustee  investors  which  may  be  invested  in  the  direct  ownership 
of  real  estate.  Other  restrictions  might  be  necessary  including  the  consent  of 
State  insurance  commissioners,  etc. 

This  memorandum  on  the  yield  insurance  plan  from  which  I  have 
been  reading  has  been  submitted  for  criticism  to  a  number  of  impor- 
tant persons  in  the  fields  of  banking,  finance,  housing,  real  estate, 
building  constructions,  and  the  administration  itself.  We  have 
received  no  valid  objections  as  to  the  practicability  and  soundness 
of  the  plan.  There  have  been  some  constructive  suggestions  as  to 
details  (herein  considered)  and  some  evidences  of  resistance  arising 
in  the  expected  tendency  of  some  to  cling  to  traditional  patterns  and 
existing  interests. 

Mr.  O'Connell.  I  am  violating  the  rule  that  I  made  but  I  thought 
it  might  be  well  if  we  would  attempt  at  this  point  to  summarize 
again  the  main  features  of  the  plan  so  as  not  to  attempt  to  absorb  too 
much  without  recapitulation. 

As  I  understand  it,  the  plan  envisages  encouragement  of  large- 
scale  rental  housing  projects  only,  without  mortgages  and  financed 
100  percent  by  equity  capital;  that  it  is  your  proposal  that  some 
Federal  agency  insure  a  minimum  return  on  equity  capital  so  invested 
of  2%  percent  per  annum. 
Mr.  Eckstein.  On  one  plan. 

Mr.  O'Connell.  On  one  plan,  on  plan  A,  with  a  maximum  obliga- 
tion to  pay  10  percent  under  plan  A,  and  14  percent  under  plan  B. 

Are  there  any  other  features  of  the  plan- 

Mr.  Eckstein  (interposing).  That  the  insurance  is  also  hmited 
to  20  years  and  that  the  income  withdrawals  are  limited  to  5  percent 
and  4%  percent  on  the  plans  A  and  B,  respectively,  any  excess  of 
income  to  be  used  to  accelerate  the  depreciation  described  at  2  per- 
cent per  annum  for  yields  determined;  in  other  words,  a  plan  must 
charge  off  2  percent  a  year  before  he  figures  any  yield.  If  the  yield 
is  less  than  2){  percent  in  any  one  year,  he  is  covered  by  insurance 
to  a  total  extent  of  10  percent  and  a  period  not  longer  than  20  years. 
Anything  in  excess  of  5  percent  is  returned  to  the  investor  as  return 
of  principal.     It  is  something  like  a  limited-dividend  project. 

Mr.  O'Connell.  What  would  happen  at  the  end  of  the  20-year 
period? 

Mr.  Eckstein.  He  would  own  his  property  without  insurance  at 
an  amount  which  will  be  depreciated  at  less  40  percent  of  cost. 

Mr.  O'Connell.  But  at  that  point,  from  that  point  on,  there 
would  be  no  ceiling  on  the  return  that  the  investor  could  make.  Is 
that  correct? 

Mr.  Eckstein.  As  the  plan  is  at  present  contemplated,  no,  there 
would  not  be  excepting  that  I  think  a  great  many  natural  considera- 
tions would  determine  any  prudent  investor  to  limit  his  return  and 
continue  certainly  at  that  time  to  increase,  if  anything,  the  value  of 
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Mr.  O'Connell.  So  there  is  no  attempt  in  the  plan  to  continue  to 
insure  the  low  rental  character  of  the  property? 

Mr.  Eckstein.  No,  sir. 

Mr.  O'Connell.  And  the  low-rent  character  of  the  project  in  the 
interim  is  only  incidental? 

Mr.  Eckstein.  The  low-rent  character  is  assumed  for  a  number  of 
reasons.     Would  you  like  me  to  go  on  with  them  at  this  time? 

Mr.  O'Connell.  If  you  are  coming  to  them. 

Mr.  Eckstein.  I  haven't  them  written  in  here.  I  have  some  notes 
on  it  that  supplement  the  notes. 

Mr.  O'Connell.  Well,  I  merely  was  interested  to  know  how  effec- 
tive the  plan  was  in  insuring  the  low-rent  character  of  the  project. 

Mr.  Eckstein.  I  might  as  well  answer  that  at  this  moment.  The 
plan  places  no  limitation  on  rentals  for  a  number  of  reasons.  In  the 
first  place,  there  is  no  incentive  under  the  plan  to  aim  at  rentals  in 
the  higher  ranges  or  to  step  up  rentals  unreasonably.  Contrariwise, 
there  is  a  incentive  for,  and  judicious  investment  practice  would  dic- 
tate, building  for  lower-income  groups,  where  the  greatest  shortage 
of  housing  and  stability  of  tenancy  exists. 

Second,  market  pressure  will,  in  a  measure,  tend  to  keep  rentals 
down. 

Third,  with  their  rental  limitations,  it  would  deter  investors  at 
times  of  low  industrial  activity  and  encourage  projects  in  boom  times, 
which  would  tend  to  create  the  speculative  and  high  cost  ventures 
that  the  plan  seeks  to  avoid. 

Mr.  O'Connell.  Possibly  I  haven't  it  clearly  in  mind,  but  referring 
to  your  first  statement  as  to  there  being  no  incentive  to  have  the 
investor  seek  a  higher  return  on  his  investment,  it  would  seem  to.  me 
that  that  wouldn't  necessarily  follow: 

Mr.  Eckstein.  Would  not? 

Mr.  O'Connell.  Would  not  follow,  that  is,  to  the  extent  that  the 
rents  are  high  enough' to  produce  a  return,  let  us  say,  of  6  or  7  or  8 
percent,  the  investor  would  receive  that  return,  would  he  not,  and 
would  merely  operate  to  reduce  the  unamortized  portion  of  the  cost? 

Mr.  Eckstein.  After  the  20  years. 

Mr.  O'Connell.  But  if  he  received  a  stated  or  net  return  of  8  or 
10  percent  for  a  period  of  5  or  6  years,  why,  then,  that  would  merely 
mean  that  his  20-year  period  would  have  been  shortened,  would  it 
not? 

Mr.  Eckstein.  No;  he  can  only  withdraw  5  percent  a  year,  you 
see,  in  the  first  20  years. 

Mr.  O'Connell.  What  happens  to  the  excess? 

Mr.  Eckstein.  It  increases  the  depreciation  thereby,  or  rather 
returns  principal,  actually  in  cash  to  himself. 

Mr.  O'Connell.  To  himself? 

Mr.  Eckstein.  In  excess  of  the  required  2  percent,  and  presumably 
reinvests  that. 

Mr.  O'Connell.  Presumably? 

Mr.  Eckstein.  He  returns  his  capital.  I  suppose  you  can  spend 
capital  if  you  want  to. 

Mr.  O'Connell.  It  seemed  to  me  to  follow  that  that  doesn't 
operate  as  a  very  effective  brake  on  the  rental. 

Mr.  Eckstein.  It  does  not,  Mr.  O'Connell,  operate  as  a  compul- 
sory -but  we  have  carefully  considered  all  of  the  conditions  and  we  feel 
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it  would  be  a  very  imprudent  investor  who  would  put  all  of  his  capital 
into  a  project  understanding  conditions  today,  knowing  where  the 
shortage  and  the  market  is  over  a  long  period  of  years  who  would  not 
aim  from  the  beginning  at  the  lowest  possible  rental,  because  it  shows 
that  therein  he  would  get  the  best  possible  return  from  an  income 
point  of  view. 

Mr.  O'Connell.  That  is  what  I  am  getting  at,  and  the  main  thing 
you  rely  on  is  the  enlightened  self-interest  of  the  investor? 

Mr.  Eckstein.  Yes;  which  I  think  in  this  type  of  investor  who  has 
no  speculative  interest,  presumably,  is  very  important,  and  is  quite 
a  brake. 

Mr.  O'Connell.  Well,  I  think  you  might  continue. 

Mr.  Eckstein.  The  memorandum,  as  I  stated,  has  been  submitted 
to  a  number  of  people,  important  persons  in  the  field  of  banking, 
finance,  housing,  real  estate,  building  construction,  and  the  adminis- 
tration itself.  We  have  received  no  valid  objections  as  to  the  prac- 
ticability and  soundness  of  the  plan. 

There  has  been  some  resistance  arising  in  the  expected  tendency  of 
some  to  cling  to  traditional  patterns  and  existing  interests. 

One  of  the  chief  criticisms  received,  and  which  we  have  from  two  or 
three  sources,  is  that  it  will  not  solve  the  high  cost  of  housing.  It  is 
well  express  3d  by  a  Government  official,,  who  desires  to  remain 
anonymous,  in  the  following  letter: 

I  must  say  I  am  dubious  about  its  ultimate  worth.  On  the  surface  it  looks  very 
inviting,  but  I  believe  that  the  real  solution  is  to  be  found  in  correcting  the  more 
basic  weakness  which  you  so  well  summarize  on  page  9  of  your  paper.  In  short 
I  am  inclined  to  regard  yield  insurance  as  a  convenient  means  of  temporizing  with 
the  more  fundamental  elements.  In  other  words,  it  may  serve  as  so  much  window 
dressing  to  attract  capital,  but  the  supporting  structure  of  the  production 'process 
will  not  have  been  corrected. 

To  which  we  responded: 

Your  appraisal  of  yield  insurance  is  really  quite  accurate.  We  suggest  that  no 
scheme  of  finance  can  be  relatively  as  important  as  the  fundamental  problem  of 
lowering  the  production  cost  of  housing.  We  are  willing  to  subscribe  to  this  idea 
100  percent.  At  the  same  time,  we  still  insist  that  a  suitable  method  of  permanent 
financing  is  an  essential  ingredient  in  connection  with  carrying  out  and  securing 
the  benefits  of  lowered  production  costs  when,  as,  and  if  we  are  ever  able  to  achieve 
them.  In  other  words,  it  is  a  common  fault  of  reasoning  to  criticize  a  plan  because 
it  is  fragmental  when  the  plan  itself  is  frequently  designed  to  be  the  solution  of  a 
fragment  of  the  major  problem.  The  answer  to  your  criticism  is,  therefore,  in  cmr 
opinion,  simply  this — that  both  fragments  need  solution.  The  solution  of  either 
fragment  individually  remains  only  a  fragmental  solution. 

In  turn  the  original  writer  answered: 

Your  comment  on  my  previous  letter  is  an  interesting  observation.  I  recognize 
the  force  of  the  argument,  but  at  the  same  time,  it  is  clear  that  failure  to  correct 
the  problems  of  construction  would  serve  as  a  distinct  deterrent  to  any  program  of 
long-term  financing.  However,  the  whole  problem  is  much  broader  in  scope  than 
the  technique  which  is  involved,  being  influenced  materially  by  one's  philosophy 
of  the  system  of  business  enterprise. 

A  most  interesting  observation  is  the  following  verbatim  excerpt 
from  a  telephone  comment  by  the  chief  executive  officer  of  one  of  the 
country's  largest  construction  and  real  estate  corporations: 

The  plan  is  practical  and  feasible  and  would  obtain  the  objectives  in  mind. 
However,  is  it  wise  now  to  introduce  something  new  into  our  economy?  This  is 
far  reaching,  it  would  affect  real-estate  values  on  a  large  scale  and  has  the  possibil- 
ity of  reducing  rents.  It  is  all  right  if  you  are  interested  in  a  new  way,  but  is  it 
wise  to  upset  things,  and  it  will  keep  the  present  building  operators  out  of  the 
narket. 
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A  limited  number  of  persons  have  expressed  views  in  personal 
interviews  and  cited  problems  which  the  yield  insurance  plan  pre- 
sents. The  following  is  a  summary  of  these  points  of  view  together 
with  our  comments  thereon: 

The  yield  insurance  plan  relates  to  rental  housing  only.  Whether  the  principle 
is  applicable,  through  some  sort  of  modification  or  adaptation,  to  owner-occupied 
housing  has  not  been  sufficiently  explored.  In  fact,  the  success  of  the  insured 
mortgage  under  section  203  of  the  National  Housing  Act  leads  to  the  conclusion 
that  the  examination  of  the  yield  insurance  plan  in  that  field  of  housing  is  either 
unnecessary  or  premature.  There  can  be  no  serious  debate  on  the  question  whether 
rerital  housing  or  home  ownership  should  be  promoted.  Both  types  of  housing  are 
necessary  in  our  urban  ecology.  Most  commentators  point  out  that  individual 
home  ownership  is  more  desirable  than  rental  housing  and  that  the  latter  should 
be  provided  only  to  the  extent  that  individual  home  ownership  cannot  be  achieved. 

The  basis  for  the  suggestion  that  the  ownership  of  unencumbered  real  estate  is 
superior  to  the  use  of  mortgages  is  indicated  in  the  objectives  outlined  above.  It 
is  felt  that  past  experience  has  demonstrated  that  high  percentage  mortgages  with 
rigid  amortization  schedules  cannot  withstand  ordinary  rent  fluctuations  and  that 
they  invite  dangerous  overfinancing.  In  addition,  they  place  the  construction 
and  management  of  properties  in  speculative  hands  to  the  detriment  of  mortgages 
and  tenants. 

A  recent  report  of  the  Twentieth  Century  Fund  and  the  views  expressed  by  a 
number  of  prominent  economists  indicate  that  a  greater  stability  of  our  economic 
structure  would  be  achieved  if  there  were  less  investment  in  evidence  of  debt  and 
greater  direct  ownership  through  stock  shares.  The  application  of  this  principle 
to  realty  investments  implies  the  direct  ownership  of  real  estate  as  opposed  to 
the  purchase  of  mortgages.  -* 

A  very  practical  argument  closely  related  to  this  question  is  that  alternative 
forms  of  investment  are  rather  limited  at  the  present  time.  This  is  discussed 
elsewhere. 

Neither  plan  A  nor  plan  B  provides  directly  /or  rent  limitation,  but  does  pro- 
vide strong  motivations  for'  establishing  reasonable  rentals  and,  in  the  case  of 
plan  B  especially  for  the  progressive  reduction  of  rents. 

(Chairman  O'Mahoney  assumed  the  chair.) 
Mr.  Eckstein  (reading  further): 

Some  interests  point  out  that  the  yield-insurance  plan  will  result  in  the  con- 
struction of  many  new  properties  a^d  will  reduce,  through  competition,  the 
earnings  and  value  of  existing  properties.  However,  it  would  seem  that  con- 
siderable new  construction,  either  through  private  or  subsidized  means,  or  both, 
is  inevitable  and  that  the  effect  on  existing  properties  is  the  same  whether  the 
yield  insurance  plan  is  used  or  not. 

The  purchase  of  mortgages,  even  with  margins  of  safety  represented  by  equities, 
carries  with  it  the  chance  of  loss  but  not  a  chance  of  compensating  enhancement. 
While  mortgage  insurance  offsets  this  difficulty  to  some  degree,  it  has  been  pointed 
out  that  the  rate  of  return  on  well-selected  real  estate  owned  outright  is  greater 
than  on  mortgages.  Yield  insurance  ieplaces  the  insurance  protection  in  another 
form. 

Trustee  investors  may  be  expected -to  want  to  invest  in  types  of  real  estate  other 
than  rental  housing,  such  as  office  buildings,  stores,  etc.  The  opportunities  to 
own  the  real  estate  now  owned  by  chain  stores  is  a  case  in  point.  If  yield  insur- 
ance is  provided  to  induce  such  companies  to  enter  the  housing  field,  it  will  have 
enabled  them  to  establish  the  principle  of  direct  ownership,  which  principle 
will  require  establishment  before  the  widfcr  field  of  real-estate  investments  is 
likely  to  be  open  to  them. 

Custodians  of  trusteed  funds  complain  of  the  lack  of  adequate  outlets  for  invest- 
ment. They  have  placed  large  sums  in  low-yield  Government  bonds.  They  feel 
that  the  legislative  restrictions  on  their  fields  of  investment  require  revision. 
They  point  out  that  a  plan  which  permits  them  to  make  investments  in  real 
estate  would  reestablish  a  desirable  flexibility  in  their  portfolios  and  that  the 
mere  fact  that  this  is  a  new  departure  is  an  adequate  argument  against  such  a 
scheme. 

In  any  event,  most  real  estate  brokers  say  it  will  be  far  better  to  have  housing 
owned  and  managed  by  large  investors  than  by  municipalities  under  the  program 
of  the  United  States  Housing  Authority. 
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Mr.  O'Connell.  Do  I  [understand  you  to  mean  that  the  institu- 
tional investors  of  the  type  that  would-be  most  appropriate  to  use 
this  plan  are  in  your  opinion  in  favor  of4revision  of  the  State  laws  that 
restrict  their  investment  and  that  they  are  in  favor  of  the  plan  that 
we  are  discussing  now?  , 

Mr.  Eckstein.  I  don't  think  I  could  say  that  they  were  strongly 
in  favor  of  it.  I  think  there  is  a  division.  There  are  some  such 
investors  who  are  in  favor  of  it,  and  others  who  are  not,  because  they 
are  traditionally  and  conventionally  opposed  to  it.  The  fact  remains 
that  in  New  York  State,  the  moment  the  law  was  passed,  one  company, 
as  you  know,  immediately  took  advantage  of  it. 

Mr.  O'Connell.  You  mean  the  law  permitting  institutional  inves- 
tors to  invest  in  equities? 

Mr.  Eckstein.  There  is  one  insurance  company,  not  in  New  York 
State,  one  of  whose  officials  privately  stated  to  us  that  he  was  very 
much  interested  in  his  own  personal  thinking  (he  was  quite  careful  to 
emphasize  it  was  not  a  company  opinion)  in  ownership  holdings,  and 
I  believe  there  was  such  testimony  here. 

Mr.  O'Connell.  As  a  matter  of  fact,  your  proposal  referring  to  the 
experience  that  the  Metropolitan  Life  Insurance  Co.  are  undergoing 
at  the  present  time,  would  be  to  encourage  that  particular  type  of 
development  by  guaranteeing  a  minimum  return. 

Mr.  Eckstein.  We  believe  that  would  be  a  further  inducement  to 
insurance  companies. 

Mr.  O'Connell.  But  it  does  envisage  the  same  kind  of  develop- 
ment that  the  Metropolitan  is  undertaking  without  such  inducement. 

Mr.  Eckstein.  Quite  right;  yes,  sir  [reading]: 

It  has  been  suggested  that  real  estate  owned  will  not  constitute  a  sufficiently 
liquid  form  of  investment  for  a  trustee  investor.  Experience  will  indicate  that 
mortgages  are  really  no  more  liquid,  especially  high-percentage  mortgages. 

Mr.  O'Connell.  Of  course,  that  would  not  be  entirely  true  of 
F.  H.  A.-insured  mortgages  because  I  have  been  told  at  least  that  they 
are  comparatively  liquid,  at  least  much  more  liquid  than  the  conven- 
tional or  traditional  mortgage. 

Mr.  Eckstein.  If  I  am  correct,  the  experience  with  F.  H.  A.- 
insurance  mortgages  has  beenvonly  during  a  period  of  rather  increasing 
demand  for  investments.  I  think  in  a  period  such  as  1930-32,  it 
would  be  very  difficult  for  a  large  savings  bank  or  insurance  company 
to  dispose  of  a  large,  even  F.  H.  A.  mortgage  very  quickly,  and  I 
doubt  whether  a  mortgage  is  ever  more  liquid  than  a  piece  of  property. 

Mr.  O'Connell.  So  it  is  your  general  belief  that  the  equity  owner- 
ship, in  times  when  you  need  the  liquidity,  is  as  liquid  as  mortgage 
ownership. 

Mr.  Eckstein.  Of  course,  as  this  thing  is  drawn  here,  the  raising 
of  a  mortgage  is  permitted.  I  suppose — and  we  haven't  considered 
this — it  might  be  possible  with  permission  from  the  F.  H.  A.,  a  mortgage 
might  under  certain  conditions  be  permitted.  I  have  been  thinking, 
if  I  may  say  so,  of  Mr.  Bruere's  statement  the  other  day  as  to  the 
position  of  savings  banks  and  their,  need  for  liquidity.  I  think  that 
if  I  were  president  of  a  savings  bank  and  if  I  were  faced  with  a  run 
on  my  bank,  I  would  rather  be  in  a  position  where  I  owned  a  piece 
of  property  on  which  I  could  then  raise  a  mortgage,  however  unsatis- 
factory percentage-wise' it  might  be,  and  hold  onto  my  equity  than  to 
have  to  dispose  of  a  mortgage  already  owned  at  a  sacrifice  at  such  a 
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time.     However,    we   may   have   different   opinions.     That   is   my 
opinion.     [Reading  further:] 

This  question  assumes  that  the  yield  insurance  plan  is  designed  solely  to  pro- 
vide an  investment  outlet  for  life-insurance  companies. 

You  see  these  are  questions  we  receive  from  various  people  and  most 
life-insurance  people. 

The  plan  proposes  to  attract  all  classes  of  investment  funds  except  those  which 
demand  or  require  high  rates  of  return  of  unusual  opportunities  for  capital  incre- 
ment. In  fact,  some  commentators  have  felt  that  the  real-estate  investments  of 
life-insurance  companies  should  be  confined  to  the  ownership  of  the  shares  of 
realty  corporations  and  that  no  single  life-insurance  company  should  be  permitted- 
to  own  more  than  49  percent  of  the  shares  of  any  particular  realty  corporation 

Mr.  O'Connell.  It  is  true,  is  it  not,  that  the  plan  is  designed  to 
encourage  this  type  of  investment  by  the  large  institutional  investors, 
such  as  life-insurance  companies? 

Mr.  Eckstein    To  encourage,  correct. 

Mr.  O'Connell  Wouldn't  it  as  a  practical  matter  be  almost 
limited  in  its  operation  to  life  insurance  and  savings  banks? 

Mr.  Eckstein.  Yes. 

Mr.  O'Connell.  And  large  trustee  investors,  investing  in  large-scale 
projects  which  would  assume  large  aggregations  of  capital? 

Mr.  Eckstein.  Yes,  I  think  from  a  practical  point  of  view  you 
couldn't  today,  maybe  unfortunately,  conceive  of  a  large  trust  com- 
pany acting  in  a  fiduciary  capacity  having  a  project  of  this  kind,  and 
then  issuing  participations  to  the  beneficiaries  of  various  trusts;  in 
addition  to  which  in  certain  States,  New  York  State  at  least,  it  is  not 
permitted  for,  I  think,  rather  unfortunate  and  foolish  reasons.  But  I 
think  it  would  be  limited  to  insurance  companies  and  savings  banks, 
but  that  is  quite  a  large  field. 

Mr.  O'Conneix.  I  was  merely  addressing  myself,  to  the  question 
whether  or  not  it  was  desirable  to  encourage  ownership  of  large-scale 
rental  housing  projects  in  that  field,  and  the  answer  seemed  to  me  to 
indicate  that  result  would  not  flow  from  the  plan. 

Mr.  Eckstein.  I  hadn't ,  quite  finished  the  answer.  There  is 
another  point  there. 

Dr.  Lubin.  Might  I  raise  a  question  there?  Isn't  it  generally 
felt  by  some  insurance  companies  that  they  already  have  too  much 
real  estate  on  their  hands? 

Mr.  Eckstein.  Yes ;  I  think  they  have,  but  they  have  the  wrong 
kind  of  real  estate.  They  have  real  estate  that  they  have  acquired  by 
compulsion  and  reorganization  and  the  result  of  mortgage  foreclosures. 

Dr.  Lubin.  Despite  the  fact  that  they  already  have  this  on  their 
hands,  you  feel  it  is  desirable  for  them  to  take  on  other  types  as  well? 

Mr.  Eckstein.  I  happen  to  be  a  trustee  for  a  number  of  trusts  at 
this  time.  We  have  such  real  estate  and  we  have  such  mortgages  and 
I  would  be  delighted  to  have  a  chance  to  average  out.  I  don't  know 
how  else  I  can  do  it.  If  I  had  control  and  I  felt  I  had  the  ability  and 
I  believe  insurance  companies  should  feel  they  have  the  ability  to 
enter  into  projects  and  average  out 

The  Chairman  (interposing).  You  feel,  generally  speaking,  that 
equity  ownership  is  better  than  a  mortgage  ownership? 

Mr.  Eckstein.  Complete  ownership,  yes,  sir. 

The  Chairman.  But  when  an  insurance  company  or  other  mort- 
gagee has  forclosed  upon  any  property,  then  the  company  has  acquired 
the  equity. 

i24491 — 40— pt.  11 -24 
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Mr.  Eckstein.  Yes,  sir;  but  under  what  conditions,  Mr.  Chairman? 

The  Chairman.  But  it  has  acquired  it.  Probably  in  most  cases  at 
the  mortgage  value,  and  not  at  the  original  appraised  value. 

Mr.  Eckstein.  But  an  inflated  mortgage  value  in  most  cases. 

The  Chairman.  Of  course,  that  amounts  to  a  criticism  of  the  values 
upon  which  the  mortgages  were  originally  based.  I  wonder  if  you 
care  to  make  that  as  a  general  statement,  characterizing  the  mortgage 
situation  throughout  the  country. 

Mr.  Eckstein.  Very  gladly,  Mr.  Chairman,  for  this  reason,  that 
the  experience  of  the  last  10  years  very  definitely  shows,  to  me  at  least 
in  my  experience,  that  we  have  acquired  properties  on  which  we  took 
mortgages  at  a  time  of  inflation  without  very  careful  consideration  on 
the  one  haDd,  and  mortgages  at  that  time,  we  must  realize,  without 
any  provision  for  amortization,  and  that  is  the  reason  why  these 
properties  today,  when  they  are  involuntarily  acquired,  are  very  poor 
investments  as  real  estate  and  are  overvalued. 

I  think  my  own  experience  has  been  that  our  losses  have  been  in 
these  so-called  guaranteed  mortgages  at  that  time;  those  mortgages 
that  we  took  without  guaranteeing  and  where  our  own  individual 
judgment  rather  prevailed,  proved  much  more  satisfactory  on  the 
whole.  It  is  just  because  their  mortgages  were  poor  mortgages  when 
they  were  taken,  and  most  people  knew  it.  And  one  of  the  advan- 
tages, as  I  see  it — and  I  will  dwell  upon  this  somewhat  a  little  later 
herein — is  that  today  the  insured  mortgage  is  not  a  satisfactory  invest- 
ment excepting  by  reason  of  the  insurance  in  many  instances. 

The  Chairman.  I  am  glad  to  have  your  expression. 

Mr.  Eckstein.  I  think  I  am  not  alone  in  that  opinion,  Mr.  Chair- 
man.    [Continuing  reading:] 

This  argument  presupposes  that  life-insurance  companies  would  become 
powerful  to  such  a  degree  that  the  general  welfare  would  be  adversely  affected. 
It  is  difficult  to  imagine  how  the  strong  ownership  of  real  estate  is  antisocial. 
[That  was  the  point  made  by  an  insurance  executive.]  It  appears  much  more 
likely  that  the  treatment  of  tenants  and  the  general  public  would  be  much  better 
than  it  is  in  the  hands  of  speculative  owners  of  small  equities. 

It  is  also  pertinent  to  mention  that  trustee  investors  in  European  countries  are 
permitted  to  own  real  estate  on  a  vast  scale  and  that  social,  rather  than  anti- 
social, effects  are  reported. 

In  any  event,  it  is  certain  that  life-insurance  companies  should  not  be  excluded 
from  participation  in  the  plan. 

The  plan  requires  trustee  investors  to  adopt  a  new  concept:  The  ownership  and 
management  of  real  estate.  Can  they  do  this  properly?  As  a  result  of  the 
depression  these  companies  have  obtained  a  most  liberal  education  in  such  matters. 
Most  of  such  institutions  are  in  close  contact  with  competent  management  firms 
throughout  the  country. 

One  idea  that  has  been  advanced  is  that,  at  least  during  a  transition  period, 
there  be  a  plan  providing  for  the  insurance  of  a  mortgage  of  80  percent  under 
section  207  of  the  National  Housing  Act  and  for  yield  insurance  guaranteeing  a 
minimum  rate  of  return  on  a  20-percent  equity.  This  plan  serves  no  purpose 
and  is,  itself,  unsound  and  inexpedient:  (1)  It  is  illogical  to  have  both  mortgage 
and  equity  owned  by  an  institution.  It  amounts  to  a  fiction  of  lending  money 
to  one's  self.  (2)  Insurance  of  a  yield  on  the  equity  automatically  guarantees 
the  mortgage,  making  mortgage  insurance  superfluous.  (3)  The  risk  in  equity 
investment  is  relatively  great,  resulting  in  the  necessity  for  a  high  premium  for  the 
insurance — so  high,  in  fact,  that  it  would  be  a  material  factor  in  the  establishment 
of  rentals.  (4)  The  investor  would,  through  this  device,  avoid  none  of  the 
responsibilities  of  ownership  and  management.  (5)  If  the  statement  that  even 
yield  insurance  is  superfluous  to  induce  investors  to  invest  directly  in  real  estate 
is  true,  there  would  not  need  to  be  a  transitional  period. 

Several  comments  have  indicated  that  the  direct  ownership  of  real  estate  by 
institutions  or  by  subsidiary  corporations  does  not  require  more  than  State  legisla- 
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tion  permitting  such  ownership  and  that  the  guaranty  of  a  rate  of  return  through 
yield  insurance  is  superfluous — at  least  in  plan  A.  The  purposes  directly  served 
by  the  provision  for  yield  insurance  include  the  following:  (a)  The  presence  of 
Federal  legislation  providing  for  yield  insurance  will  aid  in  securing  the  needed 
State  legislation  which  would  then  be  of  the  enabling  character;  (6)  policyholders, 
savings  depositors,  and  stockholders  will  find  little  or  no  criticism  to  bring  when 
ownership  of  real  estate  is  introduced,  if  the  guaranty  of  yield  is  used;  (c)  yield 
insurance  provides  a  degree  of  Federal  influence  which  should  offset  general  criti- 
cism of  institutions  for  changing  to  the  new  form  of  investment;  (d)  without  yield 
insurance,  the  slum-clearance  plan,  plan  B,  would  probably  be  inoperative  because 
investors  would  not  elect  to  take  such  deals  in  the  absence  of  the  guaranty;  (e) 
yield  insurance  is  yield  insurance  and  is  intrinsically  worth  while.  While  many 
investing  corporations  will  operate  on  a  scale  which  might  provide  adequate 
self -insurance,  other  institutions  would  have  a  definite  insurable  risk  to  cover;" 
(/)  Yield  insurance  will  tend  to  carry  the  benefits  of  the  program  to  more  remote 
localities  and  smaller  cities  than  might  be  reached  without  insurance  of  yield. 

As  presented  above,  plan  A  provides  for  an  insured  yield  of  2%  percent  and 
plan  B  for  3%  percent.  If  money  rates  were  to  change  in  some  future  market, 
might  not  the  provision  for  specific  rates  result  in  an  excessive  guarantee  or  an 
inability  to  attract  investment  funds?  The  answer  to  the  problem  would  appear 
to  be  to  give  the  Federal  Housing  Administration  Administrator  certain  powers 
with  respect  to  the  setting  of  minimum  limits  in  relation  to  rates  on  Government 
securities.  However,  this  power  should  not  include  the  right  to  change  the 
contracted  rates  in  previously  insured  projects. 

More  recently  we  received  a  number  of  interesting  and  constructive 
letters.  In  reading  these,  I  shall  omit  certain  paragraphs  of  an  intro- 
ductory, personal,  or  other  not  pertinent  nature. 

The  first  is  a  letter  from  Mr.  Bernard  J.  Newman,  managing 
director  of  the  Philadelphia  Housing  Association.     He  says: 

As  you  know,  I  have  studied  very  carefully  the  proposed  yield-insurance  plan 
for  financing  rental  housing  projects.  I  also  have  had,  as  you  know,  the  advantage 
of  a  conference  with  you  and  Mr.  Babcock  regarding  the  objectives  of  this  plan 
and  the  details  of  its  application. 

The  plan  appears  to  me  to  be  both  desirable  and  practical.     It  is  an  insurance 

of  safety  of  the  principal  invested  in  housing  and  security  .of  income  on  such 

investments.     It  should  appeal  to  large  corporate  investors  while  the  limitation 

.  on  the  net  return  is  a  guarantee  against  abuses  from  large  corporate  ownership  of 

dwellings.     This  is  my  judgment  both  as  to  part  A  and  part  B  of  the  plan. 

At  first  I  was  doubtful  as  to  whether  economies  of  operation  would  be  encouraged 
when  the  investors  were  guaranteed  a  minimum  yield,  but  further  study  impresses 
that  such  economies  would  not  be  discouraged  since  "the  total  benefits  collectible 
are  limited  to  10  percent  of  the  original  established  investment"  and  "no  claims 
are  collectible  after  20  years  from  the  original  date  of  insurance."  Moreover,  the 
required  amortization  will  ultimately  reduce  the  operating  costs  and  will  then 
permit  the  adjustment  of  rentals  downward. 

As  I  stated  to  you  and  Mr.  Babcock  in  our  conference,  I  think  it  is  exceedingly 
important  that  there  should  be  a  minimum  of  Government  interference,  entailing 
unnecessary  expense  to  investors,  with  the  development  and  operation  of  projects 
under  this  plan.  I  also  believe  that  interest  on  the  capital  going  into  prpjects 
during  construction  should  be  permitted.  Apparently  the  prohibition  is  founded 
on  the  theory  that  investors  would  use  funds  not  now  otherwise  employed.  It  is 
possible  that  large  investors  now  have  unemployed  funds  to  put  into  such  con- 
struction but  this  plan  is  in  no  wise  an  emergency  plan  and  will  extend  over 
periods  when  very  few  corporations  would  have  unused  funds  and  might  wish  to 
transfer  funds  in  less  stable  forms  of  investment  to  rental  housfng  projects.  Their 
inclination  to  act  should  not  be  impeded  by  denying  them  the  right  to  include 
interest  on  their  capital  investment  while  used  during  construction. 

If  my  opinion  is  of  any  value  you  may  or  may  not  attribute  it  to  me  as  you  see  fit. 

The  next  is  from  Mr.  Herbert  U.  Nelson,  executive  vice  president 
of  the  National  Association  of  Real  Estate  Boards,  who  writes: 

Mr.  Babcock  has  sat  in  with  us  from  time  to  time  in  our  conferences  and  we  have 
discussed  housing  and  also  his  yield-insurance  plan.  We  believe  that  the  yield- 
insurance  plan  has  immense  possibilities  and  should  have  most  careful  considera- 
tion by  all  those  interested  in  housing  as  well  as  by  Government.     Our  present 
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information,  however,  is  to  suggest  that  the  yield-insurance  plan  be  tried  out 
first  of  all  in  a  restricted  field,  namely,  that  it  be  limited  to  public  utility  building 
companies.  It  seems  to  us  that  Congress  might  be  more  willing  to  try  out  the  plan 
in  connection  with  a  public  utility  building  company  than  with  ordinary  private 
enterprise.  Moreover,  we  have  felt  that  the  public  utility  company  idea  could 
not  be  successful  without  the  yield  insurance,  so  that  this  combination  seems  a 
natural  one. 

No  doubt  you  are  familiar  with  what  we  mean  by  a  public  utility  building 
company.  If  not,  I  am  enclosing  a  copy  of  our  Illinois  act  which  I  believe  you 
have  seen  before. 

and  he  tells  of  the  act  to  be  passed  next  year. 

Mr.  O'Connell.  What  is  a  public  utility  building,  do  you  know? 

Mr.  Eckstein.  Yes.  The  National  Association  of  Real  Estate 
Boards  have  conceived,  and  there  in  New  York,  Mr.  Thomas  Hol- 
den — has  he  testified  here  yet? 

Mr.  O'Connell.  No. 

Mr.  Eckstein.  He  is  very  much  interested  in  it  and  has  done 
something  and  been  instrumental  in  the  legislation  that  is  being 
proposed  in  New  York  whereby  large  corporations  will  go  into  public 
housing  of  this  nature  on  the  concept  that  they  are  providing  a  public 
utility,  inasmuch  as  they  provide  low-cost  housing,  rental  housing, 
and  in  compensation  therefor  there  will  be  the  power  of  condemnation 
under  certain  restrictions  ordered  to  enable  them  to  acquire  property 
reasonably,  and  there,  of  course,  in  turn  will  be  a  certain 

Mr.  O'Connell  (interposing).  Would  limited  dividend  corpora- 
tions under  the  New  York  Housing  Iiaw  be  in  that  general  category? 

Mr.  Eckstein.  I  should  say  that  they  would;  yes. 

Mr.  O'Connell.  Tax-exempt  property  feature? 

Mr.  Eckstein.  I  don't  believe  tax  exemption  is  there.  I  don't 
think  Mr.  Holden  believes  in  tax  exemption. 

Then  I  should  like  to  read  a  brief  excerpt  from  a  recent  report 
from  Mr.  Edward  Stone,  chief  of  the  real  property  control  section 
of  the  Resettlement  Division  of  the  Farm  Security  Administration. 
He  says: 

I  feel  that  the  plan  in  its  essence  represents  a  very  valuable  contribution  and 
one  that  might  well  be  tried. 

Mr.  Henry  S.  Churchill,  prominent  New  York  architect  and  housing 
expert,  has  written  a  letter  from  which  I  quote  as  follows. 

The  Chairman.  May  I  suggest  that  the  letters  may  be  filed,  and 
perhaps  it  will  save  thetime  of  the  committee. 

Mr.  Eckstein.  I  will  be  glad  to. 

(The  letters  referred  to  were  marked  "Exhibit  No.  920"  and  are  on 
file  with  the  committee.) 

Mr.  Eckstein.  Some  of  them  are  quite  interesting  and  might  I 
just  say  there  are  very  favorable  opinions  then  from  Mr.  Churchill 
who  was  at  one  time  here  in  the  administration  in  some  capacity  in 
housing. 

Mr.  Clarence  S.  Stein,  also  an  architect  and  who  has  devoted  prac- 
tically all  his  life  to  building,  points  out  that  the  investment  housing 
has  paid,  as  is  evidenced  by  every  large  rental  housing  project  that  he 
knows  of,  such  as  the  city  and  suburban  homes,  Metropolitan  Insur- 
ance Co.,  Chatham  Village,  and  so  forth,  a  limited  return  in  such 
projects. 

Mr.  George  D.  Brown  is  secretary  of  the  division  of  housing  of  the 
State  of  New  York,  and  also  approves  of  it,  as  does  Mr.  Walter  R. 
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McCormack,  chairman  of  the  committee  of  housing  of  the  American 
Institute  of  Architects,  individually,  but  not  for  the  committee. 

I  also  have  a  letter  from  Mr.  Holden,  who  approves  of  it.  Mr. 
Holden's  only  reservation  is  he  would  like  to  hear  more  discussion  of  the 
plan  with  life-insurance  executives  and  others  interested,  which  of 
course  we  agree  with. 

It  has  been  urged  that  insurance  companies  and  banks  may  not 
avail  themselves  of  the  yield  insurance  opportunity.  The  reasons 
advanced  are  all  inspired  by  traditional  thinking  and  by  the  fear 
that  such  investments  may  prejudice  the  value  of  mortgage  holdings 
and  ownerships  held  through  enforced  acquisition.  Such  irrational 
motivation  can  only  be  dispelled,  if  at  all,  by  logical  presentation 'of 
the  realities.  The  fact  is  that  some  insurance  companies,  for  ex- 
ample, the  Metropolitan  Life  Insurance  Co.,  have  already  entered 
this  field.  One  large  insurance  company  excutive  has  privately  in- 
formed us  that  he  had  reached  the  conclusion  that  such  investments 
are  advisable  and  gave  in  support  thereof  a  number  of  reasons  which 
led  to  the  creation  of  the  yield-insurance  plan. 

There  is  also  a  letter  from  Mr.  Stillman  F.  Westbrook,  vice  presi- 
dent of  the  Aetna  Life  Insurance  Co.,  approving  thereof,  with  some 
objection  which  we  will  find  here. 

That  trustee  investors  will  avail  themselves  of  the  opportunity  of 
investing  under  the  yield -insurance  plan,  should  it  become  effective, 
is  evidenced  by  the  ultimate  acceptance  by  institutions,  after  objec- 
tions and  resistances  at  first,  of  such  new  measures  as  H.  O.  L.  C. 
bonds,  F.  H.  A.  insured  mortgages,  and  savings  banks  life  insurance. 

Of  course,  one  vitally  important  test  of  the  feasibility  of  the 
yield-insurance  plan  is  to  examine  the  financial  experience  that 
typical  projects  would  exhibit  under  varying  conditions.  We  have 
made  such  studies  and  I  will  leave  this  particular  one  with  you  for  the 
record. 

It  is  a  set  of  test  calculations  prepared  to  show  the  ability  of  such 
projects  to  withstand  violent  cyclical  fluctuations  and  to  indicate  the 
probable  typical  financial  experience  of  apartment  projects  built 
under  the  plan.  There  are  5  cases  under  each  of  plans  A  and  B, 
making  10  altogether.  The  periodic  variations  in  the  rental  revenues 
set  forth  in  the  cases  are  based  upon  the  yearly  rent  trend  index  of 
the  National  Industrial  Conference  Board  from  1914  to  1937  with 
the  amplitude  of  the  variations  increased  10  percent.  The  several 
cases  commence  by  assuming  the  initiation  of  operations  at  5  different 
points  in  the  cycle  (1914,  1918,  1922,  1926,  1930). 

Under  plan  A,  in  three  of  the  five  cases,  it  was  not  necessary  to 
pay  any  yield-insurance  claims.  In  the  two  cases  in  which  insurance 
claims  were  paid,  the  claims  amounted  to  42.5  percent  and  43  per- 
cent, respectively,  of  the  premiums  collected.  During  the  total  of 
61  years  of  operating  experience  covered  by  the  five  causes  studied, 
the  claims  paid  were  only  16.3  percent  of  the  total  insurance  pre- 
miums. 

The  total  of  the  original  investment  in  the  cases  was  somewhat  over 
$4,730,000,  of  which  over  58  percent  was  returned  in  required  and 
excess  returns  of  investment.  The  excess  return  of  investment  over 
the  original  amount  required  (2  percent  of  the  annual  depreciable 
investment)  constituted  37.8  percent  of  the  original  investment  in 
the  five  projects.     In  two  cases,  the  entire  original  investment  was 
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returned  prior  to  the  expiratioD  of  the  insurance  term,  one  in  13  years 
and  one  in  12  years. 

During  this  period  the  yield  on  the  investments  amounted  to  over 
$2,000,000,  or  an  average  of  4.9  percent  on  the  annual  unreturned 
investments.  This  income  yield  is  in  addition,  of  course,  to  the  sub- 
stantial return  of  principal  just  cited. 

Under  plan  B  in  two  cases  yield-insurance  claims  were  unnecessary. 
In  the  other  three  cases,  the  percentage  of  insurance  premiums  paid 
as  claims  for  earning  less  than  the  insured  minimum  were  as  follows: 
36  percent;  132  percent;  and  87  percent.  But  only  43  percent  of  the 
total  collected  insurance  premiums  were  paid  as  claims  under  plan  B. 
None  of  the  projects  under  plan  B  returned  the  entire  original 
investment  during  the  periods  covered  by  the  cases.  However,  during 
the  total  of  80  years  of  operating  experience  covered  by  the  five  cases 
over  42  percent  of  the  original  investment  of  approximately  $5,100,000 
was  returned  to  the  investors  in  required  and  excess  returns.  During 
this  period  cash  reserves  for  repairs,  improvements,  and  replacements 
were  accumulated  in  five  cases  in  an  amount  equal  to  about  5  percent 
of  the  original  investment. 

Earnings  in  excess  of  the  allowed  maximum  return  on  the  invest- 
ments during  the  years  totaled  about  39  percent  of  the  original  invest- 
ments. If  the  rents  were  not  reduced  to  compensate  for  the  excess 
earnings,  they  would  be  divided  equally  between  additional  premiums 
and  additional  return  of  investment. 

The  yield  on  the  investments  in  the  5  cases  amounted  to  over 
$2,750,000,  or  an  average  of  4.4  percent  on  the  annual  unreturned 
investments  of  the  5  cases,  over  and  above  the  returns  of  principal 
noted. 

The  majority  of  the  figures  herein  cited,  and  detailed  in  the  exhibit 
of  charts  herewith  presented,  are  based  upon  costs  prevailing  during 
periods  of  relatively  high  construction  costs.  They  do  not  reflect 
such  reduction  in  costs  as  may  be  obtainable  through  lower  costs  of 
construction  prevailing  at  the  time  of  inception  or  through  economies 
in  cost  that  should  be  effected  through  well  planned  and  large  volume 
developments.  Contrariwise,  they  indicate  one  of  the  outstanding 
benefits  of  the  plan;  viz,  the  ability  to  withstand  the  impact  of  cyclical 
fluctuations  on  projects  entered  into  at  a  time  of  relatively  high  costs. 

Mr.  O'Connell.  If  there  is  no  objection  I  would  request  that  the 
detailed  material  be  filed  with  the  committee  but  not  printed  in  the 
record. 

The  Chairman.  If  there  is  no  objection,  that  will  be  done. 

(The  material  referred  to  was  marked  "Exhibit  No.  921"  and  is 
on  file  with  the  committee.) 

Mr.  Eckstein.  Another  feature  of  the  plan  connected  with  this  is 
the  fact  that,  while  the  insurance  of  a  minimum  yield  should  tend  to 
encourage  investment  in  periods  of  low  cost  and  lagging  industrial 
activity,  limited  maximum  return  would  tend  to  discourage  the 
building  of  projects  at  a  time  when  construction  costs  reached  their 
highest  levels  near  the  peak  of  a  cycle. 

I  will  not  attempt  to  present  any  additional  remarks  with  respect 
to  the  conclusions  to  be  derived  from  the  test  calculations  but  will 
leave  this  copy  of  the  test  calculations  with  you  to  be  made  a  part 
of  the  record  of  your  hearings.  With  your  permission  I  shall  now 
continue  my  discussion 
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The  yield  insurance  plan  would  activate  housing  and,  so,  directly, 
stimulate  recovery  in  the* direction  of  the  lagging  field  of  private 
building  construction,  without,  however,  incurring  any  expenditure 
or  indebtedness  on  the  part  of  the  Government  and  thus  allay  the 
fears  of  those  who  are  opposed  to  any  form  of  "pump  priming"  that 
involves  Government-debt  increase. 

It  must  also  be  emphasized  that  the  yield-insurance  plan  does  not 
involve  governmental  subsidy.  The  total  risk  of  the  Government  is 
far  less  in  amount  or  probability  than  in  F.  H.  A.  insured  mortgages. 
It  may  be  indicated  that  F.  H.  A.  mortgage  insurance  constitutes  a 
greater  liability  than  would  F.  H.  A.  yield  insurance.  In  the  latter 
case,  Government  revenues  through  yield-insurance  premiums  suffice 
to  meet  claims  while  losses  under  F.  H.  A.  mortgage  insurance  require 
the  issuance  of  debenture  bonds — future  capital  obligations.  It  can 
also  be  pointed  out  that  the  United  States  acquires  ownership  of 
properties  in  the  F.  H.  A.  mortgage  insurance  system  but  does  not 
acquire  properties  under  the  yield  insurance  plan. 

Yield  msurance  is  not  offered  as  a  panacea  for  the  low-cost-housmg 
problem.  That  problem  can  successfully  and  adequately  be  met  only 
by  attack  on  all  fronts — cost  of  land  acquisition ;  equalization  of  labor 
costs;  reductions  in  cost  of  building  materials  both  as  to  basic  prices 
and  economies  in  distribution  methods,  and  the  cost  and  method  of 
financing.  Yield  insurance  offers  the  approach  to  the  financial  angle 
with  some  effect  on  land  costs. 

It  is,  however,  in  our  opinion,  and  which  investigation  as  herein 
summarized  confirms,  an  important  contribution  to  the  problem  of 
inducing  capital  to  invest  in  housing. 

The  more,  however,  yield  insurance  is  studied,  the  more  it  im- 
presses one  with  the  fact  that  it  would  accomplish  objectives  much 
greater  and  more  important  than  the  attraction  of  capital  to  housing 
investment.  It  would  create  a  transition  from  a  speculative  building 
business  to  a  housing  industry  by  eliminating  all  of  the  speculative 
features  and  establishing  these  objectives  so  long  sought  by  so  many. 

By  way  of  summary,  I  should  like  to  offer  some  further  observa- 
tions pertaining  to  the  belief  that  in  no  more  adequate  or  likely  way 
can  capital  be  expected  to  interest  itself  in  low-cost  housing.  And 
the  releasing  of  capital  into  production  and  activity  stimulating 
projects  has  largely  concerned  the  T.  N.  E.  C. 

The  principle  of  investing  part  of  such  funds  in  ownership  rather 
than  in  evidences  of  indebtedness  has  been  advanced  by  such  author- 
ities as  the  Twentieth  Century  Fund,  Mr.  Jerome  Frank,  and  as  well 
by  some  insurance  companies  themselves.  The  history  of  mortgage 
investment  until  the  advent  of  F.  H.  A.  shows  the  advantages  to 
such  funds  of  ownership  and  control  as  against  the  absence  of  con- 
trol until  foreclosure  brings  control  too  late  to  an  involuntary  owner. 
On  the  other  hand,  the  advent  of  F.  H.  A.  has  produced  a  decrease  in 
mortgage-income  return  and  no  greater  security  than  theretofore, 
excepting  through  the  importart  guaran  of  principal  by  the  United 
States  Government.  ^ 

The  following  quotations  are  +aken  from  recent  publications  of  the 
Twentieth  Century  Fund. 

And  I  will  omit  those.  They  recite  their  opinion  as  to  value  of 
equity  ownership. 
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It  is  worthy  of  notice  that  the  committee  of  eight  members  respon- 
sible for  the  study  and  report  from  which  the  above  were  quoted  in- 
cluded representatives  from  an  insurance  company,  a  savings  bank, 
and  investment  banking  interests. 

Contrary  to  some  considered  opinion,  we  do  not  believe  that  we  can 
entirely  trust  market  pressure  to  produce  the  low  rent  and  cost  objec- 
tives we  are  seeking,  nor  would,  without  yield  limitations,  there  be 
accomplished  the  elimination  of  speculation,  the  creation  of  conserva- 
tive depreciation  reserves  and  adequate  provisions  for  maintenance. 
Limited-dividend  projects  under  the  present  provisions  of  the  Na- 
tional Housing  Act  will  not  obtain  the  end  in  mind.  Successful  proj- 
ects under  this  act  soon  tend,  through  acceleration  of  amortization,  to 
release  themselves  from  the  provisions  of  the  act.  Mortgages  are  then 
refinanced  in  the  open  market  an4  the  projects  are  freed  for  specula- 
tive operation.  Unsuccessful  operations  become  the  obligations  of 
Government.  Under  yield  insurance  there  is  neither  the  possibility 
of  a  Government  agency  being  used,  as  in  the  instance  of  F.  H.  A. 
mortgage  insurance,  as  a  temporary  crutch  until  unrestricted  owner- 
ship and  unlimited  profits  are  attained,  or  of  the-  necessity  for  the 
Government  to  bail  out  unsuccessful  or  inefficient  owners  by  liquidat- 
ing their  mortgage  indebtedness  for  them,  and  itself  acquirmg  owner- 
ship of  unproductive  enterprises. 

There  is  no  inducement  to  free  capital  td  build  such  projects  for 
the  lowest  rental  ranks  so  long  as  tenants  can  be  found  for  homes  at 
more  than  lowest  rentals.  Furthermore,  the  more  the  objective  ap- 
proaches the  lowest  range,  the  more  difficult  it  is,  under  present  con- 
ditions, to  reactPthe  comparative'  cost  range  that  building  for  the 
lower-income  groups  involves,  even  after  the  elimination  of  certain 
facilities  and  refinements.  Nor  is  there  reason  or  incentive  for  such 
investors  to  try  to  reach  that  range. 

The  mcreasing  difficulty  of  insurance  companies  and  banks  in  find- 
ing mortgage  investments  has  reached  a  point  where  there  is  keen 
competition  for  the  better  class  of  loans.  Most  essential  is  the  avail- 
ability of  reasonably  priced  capital.  This  has  already  been  accom- 
plished in  New  York  State,  where  the  Metropolitan  Life  Insurance 
Co.  has  availed  itself  of  the  opportunity  and  principal.  In  a  study 
of  the  Construction  Industry,  recently  published  by  the  Tri-Conti- 
nental  Corporation/Mr.  E.  Everett  Ashley,  3d,  says  of  the  Metropoli- 
tan project: 

With  the  low  prevailing  interest  rate,  the  unpromising  outlook  for  railroad 
bonds  and  the  growing  difficulty,  of  investigating  largt   funds  at  an  adequate 
return,  the  opening  of  the  rental-housing  field  to  insurance  companies  should ' 
prove  to  be  a  welcome  solution  to  a  difficult  problem. 

Mr.  O'Connell.  Right  on  that  point,  Mr.  Eckstein,  might  it  not 
be  argued  with  the  opportunities  in  the  large-scale  rental-housing  field 
for  investment  capital  which  are  apparently  bemg  demonstrated  to 
some  extent  at  least  that  we  might  hope  for  a  substantial  expansion 
in  that  field  without  the  necessity  for  having  the  Federal  Government 
participate  to  the  extent  indicated  by  your  plan? 

Mr.  Eckstein.  I  don't  believe  so.  Of  course,  according  to  our 
figures,  as  you  no  doubt  noted,  the  participation  of  the  Government 
is  only  that  of  the  underwriter  of  yield  and  that  of  the  writing  should 
actually  be  a  profitable  transaction.  I  can't  help  but  think  that  in 
th^ instance  of  insurance  companies  and  savings  banks,  we  have  large 
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organizations  who  are  very  much  opposed  to  change,  who  are  very 
reluctant  to  accept  different  points  of  view.  The  fact  that  the  Metro- 
politan so  quickly  availed  itself  of  the  opportunity  in  New  York  is 
encouraging  in  one  way,  but  then  I  think  one  has  to  understand  some- 
thing of  the  particular  situation  in  the  Metropolitan  Life  Insurance 
Co.,  of  its  management,  and  maybe  of  its  purposes. 

I  do  think  inducement  is  necessary.  I  do  think  that  insurance 
companies  would  be  afraid,  if  for  no  other  reason  that  the  possible 
criticism  on  the  part  of  policyholders.  They  have  their  reserves  to 
meet.  Income  is  important  to  them.  That  gives  them  that  reas- 
surance both  for  themselves  and  for  their  policyholders,  and  the  same 
of  course  applies  to  other  trustee  investors  who  might  be  interested. 

Mr.  O'Connell.  Of  course,  they  have  that  same  thing  to  contend 
with  every  thime  they  make  investments,  of  whatever  kind,  and  they 
are  correct  in  believing  that  the  large-scale  rental  housing  field  offers 
an  almost  unparalleled  opportunity,  let  me  say,  for  a  good  investment, 
with  a  good  return,  which  would  probably  be  better  than  other  parte 
of  their  portfolio.  I  just  wondered  if  you  had  considered  whether  or 
not  there  might  naturally  develop  an  expansion  in  that  field  without 
the  incentive 

Mr.  Eckstein  (interposing).  On  the  part  of  these  same  investors, 
not  private  capital. 

Mr.  O'Connell.  I  mean  on  the  part  of  such  investors  as  the 
Metropolitan  Life  Insurance  Co.  and  other  large  institutional  in- 
vestors. The  Metropolitan  is  already  in,,  the  field  without  the  induce- 
ment of  yield  insurance  or  any  guaranteed  return  or  yield  or  return  of 
principal,  and  I  just  wondered  what  your  view  was  as  to  the  possi- 
bility that  there  might  not  be  a  substantial  expansion  in  large  scale 
rental  housing  without  yield  insurance. 

Mr.  Eckstein.  I  think  not  because  of  the  reasons  I  have  stated; 
I  think  the  whole  psychology,  the  whole  approach  of  the  insurance 
companies  would  be  too  slow,  too  conservative  on  the  one  hand,  and 
on  the  other  hand  I  don't  know,  of  course  New  York  State  has  shown 
otherwise — I  don't  know  that  State  legislation  could  easily  be  obtained 
without  the  yield-insurance  feature.  I  think  many  States  might  be 
more  conservative,  not  that  we  are  particularly  radical  in  New  York, 
but  we  seem  to  have  been  a  little  more  imaginative  in  this  particular 
case  and  have  passed  such  legislation.  But,  so  far  as  I  know,  it  is  the 
only  State  which  permits  it. 

Mr.  O'Connell.  You  think  the  opportunity  is  there  for .  the- 
investors  of  private  funds,  but  that  unless  the  Government  through 
some  device  such  as  yield  insurance  provides  an  additional  incentive 
the  money  will  not  flow  into  that  type  of  investment? 

Mr.  Eckstein.  I  think  the  money  is  there,  I  think  the  opportunity 
to  invest  the  money  prudently,  wisely,  is  there,  but  I  think  someone 
has  to  come  along  and  sugar-coat  it  a  little. 

Mr.  O'Connell.  Of  course  any  further  extension  of  Government 
activity  in  this  field,  as  in  other  fields,  is  a  less  desirable  alternative. 

Mr.  Eckstein.  That  is  the  opinion  of  a  great  many  people;  yes,  sir. 

Mr.  O'Connell.  I  don't  believe  we  would  quarrel,  would  we,  that 
the  advantages  of  having  private  capital  do  this  sort  of  thing  without 
the  Federal  Government v 

Mr.  Eckstein  (interposing).  It  would  be  swell  if  they  would  do  it. 

Mr.  O'Connell.  But  you  don't  think  they  would? 
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Mr.  Eckstein.  I  don't  think  they  would;  no,  sir. 

Mr.  O'Connell.  Have  you  any  reason  to  believe  that  this  particular 
type  of  incentive,  taking  plan  A,  a  2%  percent  guaranteed  minimum 
yield,  with  a  maximum  obligation  of  10  percent,  would  supply  the 
incentive  you  think  is  necessary? 

Mr.  Eckstein.  You  think  the  yield  is  not  enough? 

Mr.  O'Connell.  I  don't  think  one  way  or  the  other. 

Mr.  Eckstein.  You  are  asking  whether  I  think  the  guaranty  is 
sufficiently  substantial. 

Mr.  O'Connell.  That  is  right.  : 

Mr.  Eckstein.  I  do;  yes,  because  after  all  the  2%  percent  is  a 
minimum  which  would  be  called  upon  only  in  times  of  very  serious 
depression.  There  is  the  opportunity  of  practically  doublmg  that, 
according  to  our  figures.  I  don't  doubt  it  could  be  doubled.  I 
think  the  important  thing,  the  important  feature  of  yield  insurance 
is  that  it  affords  that  stability  of  some  return  in  the  years  of  greatest 
depression,  and  that  it  averages  out  and  it  relieves,  it  flattens  out  the 
low  points  in  the  cycle.     And  I  think  that  is  the  important  thing. 

Mr.  O'Connell.  Of  course  it  makes  no  provision  for  capital 
losses.  I  mean  by  that,  there  is  ro  attempt  to  insure  the  return 
of  the  principal. 

Mr.  Eckstein.  No.  I  don't  think  one  need  worry  about  that. 
I  was  going  to  say  about  that  that  the  question  of  capital  loss — well, 
I  am  coming  to  that  later  in  my  little  conclusion,  here.  I  do  want  to 
say  this,  coming  back  to  the  question  of  the  2%  percent  minimum, 
that  a  guaranty  of  2 ^-percent  return  to  a  trustee  investor,  a  minimum 
return,  seems  to  me  very  attractive  today.  The  practice  of  trustee 
investors — and  I  use  the  term  .collectively,  including  insurance 
companies  and  banks — has  been  more  and  more  to  go  into  Govern- 
ment bonds  and  the  return  is  less  than  2%  percent  on  today's  market. 
Where  you  have  a  return  of  a  minimum  of  2%  percent,  to  people  who 
are  trying  very  had  to  increase  their  yield  (there  is  a  tremendous 
problem  there  to  trustee  investors)  it  seems  to  me  it  would  be  very 
attractive. 

Mr.  O'Connell.  I  wanted  to  get  your  view. 

Mr.  Eckstein.  Of  course  also  you  could  increase  that  return. 
When  it  is  analyzed,  you  might  determine  that  2%  percent  under 
plan  A  should  be  increased  and  the  insurance  premium  proportionately 
mcreased.  It  would  be  sound  business  to  do  it.  I  don't  think  it 
would  be  necessary.     It  is  a  consideration. 

Mr.  O'Connell.  I  don't  know  that  we  have  a  great  deal  of  experi- 
ence on  how  investors  would  react  to  that  type  of  incentive  or  yield. 

(Dr.  Lublin  assumed  the  chair.) 

Mr.  Eckstein.  We  have  had  no  experience,  of  course. 

Mr.  O'Connell.  I  have  a  recollection  of  the  first  issue  of  Home 
Owners'  Loan  Corporation  bonds  which  were  insured  as  to  interest 
only,  and  my  impression  is  that  those  sold  around  80,  and  that  the 
next  issue,  which  involved  a  guaranty  of  both  principal  and  inter- 
est  

Mr.  Eckstein  (interposing).  That  is  quite  right,  Mr.  O'Connell, 
but  do  you  remember  when  that  issue  came  out?  It  was  a  period 
when  things  were  very  bad.  In  the  first  place  those  bonds  were  issued 
against  distress  properties  acquired  by  the  Government.  There  was 
nothing  behind  them  and  the  banks  were  absolutely  out  to  kill  that 
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issue  if  they  could.  I  know  it  because  I  went  to  banks  acting  as 
trustee  and  said,  "Why  don't  we  take  these  bonds?"  and  they  had 
every  argument  in  the  world  why  they  weren't  any  good.  They 
actually  didn't  push  them.  Contrariwise,  they  tried  to  stop  them. 
It  was  the  first  time  the  Government  went  out,  as  I  remember,  and 
guaranteed  an  obligation  other  than  its  own  direct  obligation.  It  was 
new  and  you  met  all  the  resistance  marketwise,  and  the  market  was 
bad  at  the  time. 

Mr.  O'Connell.  I  merely  raised  the  issue  because  I  recall  the  issue 
of  bonds,  which  I  believe  was  a  4-percent  issue  guaranteed  as  to  inter- 
est, and  they  sold  around  80,  and  the  Dext  were  guaranteed  as  to 
principal  and  interest  and  sold  at  par  and  above,  and  I  was  merely 
trying  to  probe  what  your  view  was  as  to  the  effectiveness  of  this 
particular  inceDtive,  your  belief  as  to  whether  or  not  it  would  be 
effective — and  I  take  it  you  believe  it  would  be. 

Mr.  Eckstein.  I  firmly  believe  it  would  be. 

I  am  convinced  that  if  we  disregard  the  shifts  in  values  due  to  specu- 
lation and  changes  of  ownership  in  the  lowest  class,  older  and  most 
depreciated  dwellings,  whether  in  urban  or  semiurban "  centers,  in 
fact  those  that  are  today  the  very  localities  slated  for  ultimate  slum 
clearance,  we  should  find  that  low-rental  housing,  freed  from  specu- 
lative interferences,  has  not  only  been  a  good  investment  but  profit- 
able. If  one  were  to  charge  against  the  original  cost  of  such  properties 
the  net  return  after  depreciation,  maintenance,  and  so  forth,  through 
the  range  of  years,  including  all  depression  periods,  the  total  net 
income  received  would  be  seen  to  have  paid  the  owner  a  handsome 
average  annual  return,  cleared  off  all  the  original  cost,  and  probably 
have  left  a  good  principal  profit  as  well. 

It  is  certain  that  there  is  no  immediate  prospect  for  large-scale, 
low-cost,  nonsubsidized  housing,  excepting  on  a  strictly  investment 
basis,  and  that  individual  capital  cannot  be  lured  into  this  field.  The 
focal  points  of  attack  on  the  problem  must  be:  Reduce  the  cost  of 

Eroducing  houses  by  facilitating  the  acquisition  of  land  at  fair  values, 
y  reducing  construction  costs,  by  continuous  research  toward  this 
end,  and  by  the-  elimination  of  .wasteful  labor  practices. 

To  reduce  the  cost  of  housing  to  the  occupant  by  establishment  of 
sound  investment  possibilities  on  an  ownership  basis,  and  by  reducing 
the  hazards  which  arise  from  division  of  interests  in  senior  and  junior 
positions.  For  these  purposes  reasonable  guaranties  of  income  return 
are  offered  in  compensation  for  the  above-mentioned  lower-cost  advan- 
tages and  for  the  elimination  of  the  attractiveness  of  speculative 
opportunities. 

Or  else — and  here  I  see  but  one  possible  eventuality — housing,  by 
and  large,  will  become  a  Government  function  through  a  continuous 
increase  in  subsidized  public  housing,  coupled  with  an  ultimate  taking 
over  by  the  Government  of  overvalued,  nonpaying  mortgages  through 
H>-Q.  L.  C.  and  other  agencies,  and  through  the  demand  by  a  large 
percentage  of  the  Nation  that  something  be  done  for  it.  We  are 
talking  of  and  doing  something  about  low  cost,  subsidized  housing 
for  one-third  of  the  Nation,  the  underprivileged.  The  upper  stratum 
can  take  care  of  itself,  and  rather  handsomely  does.  But  what  of  the 
large  .predominant  middle  group,  estimated  at  65  to  70  percent,  who 
cu.1  afford  to  pay  for  adequate  housing  of  the  type  that  the  very  poor 
are  today  getting  at  half  its  cost  from  Government  landlords?    How 
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long  will  this  group  remain  content  with  antiquated,  inadequate 
homes  for  which  it  pays  twice  the  price  at  which  up-to-date  housing 
is  becoming  available  to  others? 

Surely,  sooner  or  later  this  group  will  become  articulate  and  demand 
that  if  private  industry  will  not  provide  this  as  a  commercial  venture, 
Government  shall.  / 

Mr.  O'Connell.  Mr.  Eckstein,  I  have  only  one  question.  You 
have  made  no  particular  reference  to  the  income  group  that  this 
particular  type  of  development  would  serve,  except  in  your  closing 
statement.  Have  you  any  definite  idea  as  to  what  income  group 
could  be  served  by  the  type  of  investment  we  are  discussing? 

Mr.  Eckstein.  Yes.  The  projects  used  in  that  calculation  and  the 
figures,  I  might  say,  are  those  projects  that  were  taken  from  F.  H.  A. 
record,  insured-mortgage  projects  under  2,07,  rental-housing  projects, 
are  based  upon  calculations  of  rentals  of  about  $15  per  room  under 
plan  A.  There  would,  of  course  be  a  variation  because  we  figured 
different  periods  of  the  cycle.  Under  plan  B,  a  rental  range  from 
$7  to  $14  per  room.  However,  of  course,  those  figures  depend 
upon  the  exact  level  of  rents  and  construction  costs,  at  the  particular 
time  in  which  one  entered  into  the  cycle.  I  believe  also  that  all  of 
those  figures  are  based  upon  construction  costs  that  are  much  higher 
than  today's  market  and,  consequently,  we  get  a  much  lower  rental 
basis. 

Mr.  O'Connell.  The  emphasis  in  your  plan  is  to  provide  incentive 
to  get  large-scale  rental  projects  constructed  without  any  particular 
regard  to  the  rent  level;  isn't  that  true? 

Mr.  Eckstein.  I  think  without  any — shall  I  say,  immediate  or 
compulsory  regard,  but  I  don't  think,  for  example,  you  would  insure 
a  project  that  was  aimed  for  too  high  a  rental  scale  because  you  would 
feel  that  was  not  a  good,  insurable  project.  The  F.  H.  A.  has  that 
authority.     It  approves  all  projects. 

Mr.  O'Connell.  Throughout  his  hearing  we  have  been  discussing 
primarily  an  income  group  which  ranges  Jbetween  $1,000  and  $2,000 
a  year,  when  we  were  discussing  the  Metropolitan  Life  Insurance 
experience,  and  their  project  in  the  Bronx,  which  I  take  it  is  the  type 
of  project  which  would  be  envisaged  by  your  plan 

Mr.  Eckstein  (interposing).  And  lower. 

Mr.  O'Connell.  I  would  hope  lower. 

Mr.  Eckstein.  I  would  hope  lower,  too. 

Mr.  O'Connell.  Because  their  rents,  as  I  recall,  were  such  that  the 
quarters  would  be  available  only  to  those  persons  having  an  income 
between  $1,500  and  about  $4,000  a  year,  a  very  small  part  of  the 
accommodations  being  available  ^or  people  below  $2,000. 

Mr.  Eckstein.  In  the  Metropolitan  project,  the  cheapest  apart- 
ment is  $30. 

Mr.  O'Connell.  Thirty-two,  I  think. 

Mr.  Eckstein.  I  have  just  had  hearsay.  That  is  a  one-room  apart- 
ment, practically;  that  is  not  a  family,  it  is  a  person,  so  it  doesn't 
quite  touch  that  group. 

Mr.  O'Connell.  No  ;  that  type  of  project  would  not  be  very  helpful. 

Mr.  Eckstein.  When  I  am  thinking  of  $1,500  incomes,  I  think  of 
families  and  not  individuals.  Yes;  we  have  to  get  that;  but  on  the 
other  hand,  Mr.  O'Connell,  I  have  studied  for  some  years  and  worked 
on  this  problem  of  what  could  be  done  by  private  industry  for  the 
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$l,500-income  family,  and  I  find  nothing  that  is  being  done  by  private 
industry. 

Mr.  O'Connell.  That  is  right. 

Mr.  Eckstein.  And  I  don't  see,  particularly  in  rental-housing 
projects,  where  not  necessarily  but  largely  you  immediately  think  of 
large  urban  centers,  that  we  have  reached  any  basis  of  construction 
for  that  group  in  this  type  of  thing  as  yet.  I  think  we  are  approaching 
it  and  I  think  this  would  be  an  entering  wedge. 

Mr.  O'Connell.  We  have  been  generally  before  the  committee 
recently  exploring  the  possibility  of  entering  that  field. 

Mr.  Eckstein.  So  have  I.     You  haven't  found  it,  have  you? 

Mr.  O'Connell.  I  was  wondering  to  what  extent  you  thought  you 
had  found  it. 

Mr.  Eckstein.  Not  in  large  cities  as  yet;  no,  sir. 

Mr.  O'Connell.  I  have  no  further  question. 

Acting  Chairman  Lubin.  If  there  are  no  further  questions,  we  will 
excuse  the  witness. 

(The  witness,  M' .  Eckstein,  was  excused.) 

Mr.  O'Connell.  I  would  like  to  call  Mr.  Gerald  P.  Lambert. 

Acting  Chairman  Lubin.  Do  you  solemnly  swear  the  testimony  you 
will  give  will  be  the  truth,  the  whole  truth,  and  nothing  but  the  truth, 
so  help  you  God? 

Mr.  Lambert.  I  do.  Mr.  O'Connell,  can  I  correct  that  at  once? 
I  am  very  sensitive  on  the  name  "Gerald."     My  name  is  "Gerard." 

Mr.  O'Connell.  I  offer  you  my  most  humble  apologies. 

Mr.  Lambert.  It  is  the  only  touchy  spot  I  have  in  my  make-up. 

TESTIMONY  OF  GERARD  B.  LAMBERT,  PRINCETON,  N.  J.. 

the  "lambert  plan"  for  low-rental  housing 

Mr.  O'Connell.  Mr.  Lambert,  will  you  state  your  name  and 
address  for  the  record? 

Mr.  Lambert.  Gerard  B.  Lambert,  Princeton,  N.  J. 

Mr.  O'Connell.  If  the  committee  please,  I  think  that  Mr.  Lambert 
is  sufficiently  well  known  in  his  interest  in  housing  problems  generally, 
so  well  understood,  that  it  will  not  be  necessary  to  further  qualify 
Mr.  Lambert  to  discuss  the  things  he  intends  discussing  before  this 
committee,  and  if  there  is  no  objection,  I  would  suggest  that  Mr. 
Lambert  proceed  to  tell  the  committee  what  he  has  in  mind  as  some- 
thing that  will  help  toward  a  solution  of  our  housing  problem,  and  I 
think  it  would  be  helpful  if  we  permit  Mr.  Lambert. to  proceed  un- 
interrupted until  he  has  completed  his  statement,  at  which  time  we 
can  ask  any  questions  that  occur  to  us. 

Mr.  Lambert.  Mr.  Chairman,  I  have  11%  pages  of  double  spacing. 
It  is  not  very  heavy.  Some  of  it  is  diagrams,  so  I  think  it  will  save  time 
if  I  just  tell  the  story  that  way. 

It  is  an  amazing  fact  that,  with  all  the  effort  being  made  to  employ 
idle  money  and  idle  men,  no  successful  steps  are  being  taken  to  tap 
an  industrial  market  which  would  be  almost  unlimited  for  the  next 
decade.  The  market  referred  to  is  the  demand  for  the  erection  of  new 
dwelling  units  for  the  group  whose  incomes  force  them  to  pay,  in 
rent  or  equivalent  purchase  payments,  from  $5  to  $10  per  room  per 
month. 
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According  to  the  1930  census,  there  were  5  million  urban  rental 
families  in  this  income  group.  For  the  purpose  of  simplification, 
therefore,  I  will  confine  this  discussion  to  the  problems  of  rental 
projects. 

The  fact  that  the  market  exists  is  well  known  and  has  been  pointed 
out  in  these  hearings,  but  nothing  constructive  is  being  done  to  enter 
it  for  the  purpose  of  increasing  employment  and  stimulating  industry. 

The  plan  which  I  will  suggest  to  you  has  as  its  purpose  the  wide 
introduction  of  private  enterprise  into  this  field.  It  has  as  a  further 
purpose  the  creation  of  large  investment  corporations,  whose  mere 
size  should  aid  in  lowering  building  costs  and  in  minimizing  risks. 

The  statement  is  made  broadly  that  private  enterprise  cannot  and 
will  not  erect  new  dwelling  units  to  rent  for  less  than  $10  per  room 
per  month.  I  will  show  you  that  under  this  plan,  buildings  have  been 
erected  and  operated  by  private  capital,  and  are  bringing  an  excellent 
return  with  full  amortization  of  the  investment,  and  rent  for  $6.25 
per  room  per  month. 

If  investment  capital  not  now  being  used  for  dwelling  construction 
can  be  induced  to  build  for  an  income  group  not  now  being  provided 
for,  the  result  on  our  economy  would  be  equivalent  to  the  discovery  of  a 
new  industry.  Inasmuch  as  private  enterprise  has  never  done  this 
under  conventional  methods  of  finance,  new  methods  of  finance  must 
be  employed  to  accomplish  the  result. 

The  proposal  itself  is  simple,  and  there  are  several  methods  which 
could  be  employed  to  put  it  in  practice.  Unfortunately,  in  application, 
no  one  of  these  methods  is  simple.  To  bring  about  the  desired  benefits, 
courageous  action  and  Federal  legislation  are  necessary.  The  economic 
necessity,  However,  justifies  such  action. 

CAUSES  OF  HIGH  RENTS 

Mr.  Lambert.  There  are  two  basic  cost  factors  that  have  made  it 
impossible  to  achieve  rents  low  enough  to  supply  the  market  referred 
to.  To  reach  our  objective,  these  factors  must  be  eliminated  or 
minimized. 

They  are: 

1.  The  existence  of  a  speculative  equity  in  practically  all  residential 
construction  by  private  enterprise. 

2.  The  necessity  of  adding  to  the  rents  full  local  taxes  on  the 
improved  property.  ; 

Speaking  generally,  all  dwelling  construction  is  planned  and  under- 
taken by  speculative  capital.  A  recent  study  has  shown  that,  while 
most  of  our  automobiles  were  built  by  three  companies  last  year,  the 
dominant  factor  in  house  building  was  a  group  of  over  113,000  small 
contractors  with  an  average  annual  volume  of  business  somewhat  under 
$9,000.  Surely  this  is  shoestring  speculative  capital,  and  the  builder 
must,  of  necessity,  try  to  obtain  the  highest  possible  return  on  his 
equity. 

1 .  The  surest  way  to  obtain  complete  elimination  of  the  speculative 
equity  in  building  is  to  arrange  to  have  ownership  of  the  property  pass 
from  the  builder  as  soon  as  the  original  investment,  and  a  modest 
definite  return  thereon,  shall  have  been  received  by  Jie  builder.  #  In 
other  words,  all  speculative  gain  of  the  future  must  be  made  im- 
possible after  the  recovery  of  the  original  sum  invested.  This  can  Jae 
accomplished  by  limiting  the  annual  return  to  a  maximum  fixed 
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interest  rate  and  taking  away  title  to  the  property  when  the  original 
investment  has  amortized.  For  illustration,  no  one  holding  a  mort- 
gage on  a  property  expects  to  get  back  more  than  the  exact  sum 
invested  and  an  interest  charge  thereon.  The  same  princple  expanded 
to  full  ownership  will  bring  about  complete  elimination  of  a  specu- 
lative equity. 

Let  us  take  a  speculative  investment  for  comparison.  A  profit  of 
27  percent  on  the  equity  is  presumed.  There  is  ample  evidence  that 
this  figure  is  often  exceeded. 

In  the  outline  submitted  to  you  is  a  diagram.  This  shows  the  result 
of  investing  $100  in  housing,  employing  speculative  capital. 

It  is  presumed  that  $80  of  this  is  obtained  on  a  mortgage.  This 
mortgage  requires  an  annual  payment  of  7  percent — made  up  of  4% 
percent  interest,  one-half  of  1  percent  insurance,  and  2  percent 
amortization.  Seven  percent  of  $80  is  $5.60 — the  debt  service. 
The  low  interest  rate  would  seem  to  promise  low  rentals. 

But  now  look  at  the  speculative  equity  of  $20.  I  have  presumed 
an  annual  return  on  this  of  27  percent,  or  $5.40.  If  this  appears  high, 
ask  yourself,  as  a  builder,  if  you  would  set  up  original  rentals  with  a 
lower  expectation. 

Adding  the  debt  service  of  $5.60  to  the  equity  return  of  $5.40,  we 
get  a  charge,  before  maintenance,  of  $11.  Thus,  if  speculative 
capital  refuses  to  build  without  at  least,  let  us  say,  27  percent  return, 
the  financial  burden  is  $11,  or  11  percent  on  the  total  investment  in 
the  project.  It  becomes  clear  that  the  speculative  equity  is  the  key 
to  this  whole  question. 

Now  under  the  proposed  plan — Full  ownership  by  investment  capital 
$100: 

A  level  payment  of  6  percent  per  annum  will  retire  $100  in  28  years 
and  yield  4  percent  on  all  outstanding  balance's.  This  figure  is  used 
for  convenience.  A  shorter  amortization  period  will  raise  this  charge. 
A  longer  amortization  period  will  lower  it. 

$100X6%  =  $6  or  6% 

Putting  it  another  way,  it  is  extremely  unlikely  that  speculative 
capital  will  build  new  dwellings  with  the  understanding  that  the  return 
on  the  equity  for  amortization  and  interest  shall  be  limited  to  6 
percent. 

2.  Let  us  presume,  therefore,  that  we  can  solve  the  first  of  the 
problems  by  taking  away  title  after  amortization.  The  question 
arises:  To  whom  shall  title  pass  after  amortization?  The  answer 
provides  us  with  a  solution  of  our  second  problem — how  to  minimize 
local  taxes  in  making  up  the  cost  of  rent.  The  remaining,  and  [a  very 
substantial,  equity  may  be  traded  to  the  municipality  in  exchange  for 
a  lessening  of  local  taxes  on  that  property.  In  other  words,  if  invest- 
ment capital  will  limit  its  annual  return  to  a  fixed  amount  and  give  up 
its  future  speculative  equity  to  the  municipality  after  amortization, 
that  value  given  to  the  municipality  may  be  exchanged  for  a  lessened 
local  tax.  With  these  two  things  brought  about,  we  have  achieved 
our  objective — low  rents. 

But,  unfortunately,  capital  will  not  agree  to  limit  its  annual  income 
to  a  modest  figure  and  also  give  up  all  future  speculative  possibilities. 
Some  incentive  must  be  offered  as  an  inducement  to  do  so. 


5306  CONCENTRATION  OF  ECONOMIC  POWER 

INCENTIVES 

Mr.  Lambert.  Two  incentives  are  suggested.  One  creates  no 
liability  for  the  Federal  Government  but  taps  a  limited  source  of 
investment  funds.  The  other  creates  a  liability  for  the  Government, 
but  makes  available  an  almost  unlimited  source  of  investment  funds. 

It  is  proposed  that  a  new  type  of  corporation  be  authorized  for  the 
sole  purpose  of  erecting  and  managing  housing  for  this  income  group. 
No  profits  beyond  the  original  investment  and,  let  us  say,  4  percent 
thereon  would  be  permitted.  All  excess  profits  would  be  paid  to  the 
Government  as  a  tax.  There  would  be  one  class  of  common  stock, 
limited  to  annual  dividends,  of  let  us  say,  4  percent. 

First  incentive. — There  would  be  a  provision  in  the  revenue  act  that 
an  individual  may  deduct  from  his  income  surtax  the  income  from 
these  corporations,  provided  that  income  does  not  exceed  5  percent 
of  his  total  income  from  all  sources,  including  tax-exempt  securities. 

That  is  to  say,  a  deduction  against  surtax  up  to  5  percent  of  all 
income  could  be,  made  just  as  today  a  deduction  up  to  15  per  cent 
may  be  made  for  charity  contributions.  The  result  would  be  a  tax 
exemption  on  the  income  from  these  corporations,  provided  it  did  not 
exceed  5  percent  of  the  individual's  income  from  all  sources.  This 
incentive  should  insure  a  flow  of  investment  from  those  in  the  higher- 
income  brackets.  No  Government  liability  is  involved.  Unfor- 
tunately, I  am  told  this  incentive  is  politically  inexpedient. 

Second  incentive. — It  is  suggested,  for  an  alternative  incentive,  that 
the  principal  (or  a  portion  thereof)  of  the  actual  investment  in  housing 
by  these  corporations,  and  an  interest  return  of,  let  us  say,  2  percent, 
be  insured  by  the  Federal  Government.  All  excess  earnings  beyond 
the  retirement  of  the  original  investment  and  a  maximum  of  4  percent 
shall  be  paid  as  a  tax  to  the  Federal  Government.  This  insurance 
should  make  available  an  almost  unlimited  supply  of  capital. 

It  can  be  shown  clearly,  therefore,  that  if  we  eliminate  the  specu- 
lative equity — exchange  that  equity  for  lessened  taxes — and  further 
add  the  proper  incentive  to  capital,  we  can  achieve  low  rents  by  the 
use  of  private  enterprise.  The  point  of  prime' importance  is  that  the 
projects  would  be  planned,  erected,  and  managed  by  private  capital. 
Government  assistance  would  make  the  operations  possible,  but  at 
no  cost  to  the  Government. 

MUNICIPAL   TAXES 

Mr.  Lambert.  It  may  be  urged  that  a  municipality  will  not  want 
to  wait  for  the  whole  period  of  amortization  to  obtain  the  property 
in  exchange  for  its  local  taxes.  In  this  event,  the  municipality's  in- 
creasing and  final  equity  in  the  project  may  be  discounted  and  financed 
to  provide  the  equivalent  of  local  taxes  annually;  that  is  to  say,  the 
municipality  is  gradually  acquiring  an  asset  and  that  asset  may  be 
used  to  secure  advances  from  year  to  year  which  will  be  used  in  lieu 
of  taxes. 

methods  of  operating  plan 

Mr.  Lambert.  With  this  outline  of  the  fundamental  idea  in  mind, 
I  will  show  the  several  ways  whereby  the  plan  may  be  put  in  action. 

1.  Corporations  (requiring  new  legislation). — A  new  type  of  corpora- 
tion would  be  authorized,  limited  to  the  original  investment  and  4 
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percent  return.  The  corporation  would  build  where  it  chose  and 
would  negotiate  with  municipalities  for  a  lessened  local  tax  in  exchange 
for  eventual  ownership  of  the  property. 

(a)  The  incentive  would  be  a  tax  deduction  up  to  5  percent  against 
income  surtax;  or 

(b)  The  incentive  would  be  insurance  by  a  Federal  agency  (such 
as  F.  H.  A.)  .of  principal  and  a  maximum  of  2  percent  of  income 
thereon. 

(c)  If  desired,  a  Federal  agency  such  as  R.  F.  C.  would  lend  to  the 
corporation,  for  the  period  of  amortization,  an  amount  annually  equal 
to,  let  us  say,  half  the  local  taxes.  The  remaining  half  would  come. 
from  rents,  and  full  taxes  would  be  paid  annually  to  the  municipality 
by  the  corporation.  The  municipality  would  hold  the  property,  after 
amortization,  to  secure  the  repayment  of  these  annual  loans,  at 
compound  interest,  to  the  lending  agency. 

I  want  to  say  something  here  that  I  haven't  written,  which  hap- 
pened in  the  last  few  days.  This  new  bill  that  is  being  discussed,  as 
I  understand  it,  would  permit  the  R.  F.  C.  to  loan  on  self -liquidating 
projects,  up  to  40  percent. 

2.  The  United  States  Housing  Authority  (under  existing  laws). — The 
U.  S.  H.  A.  would  lend  to  local  housing  authorities  the  equivalent 
of  the  usual  equity  money,  let  us  say  20  percent.  The  remainder 
would  be  obtained  from  private  lending  institutions  as  a  mortgage. 
Income  from  rents  would  retire,  with  interest,  these  two  loans,  which 
together  constitute  the  original  cost  of  the  project.  The  U.  S.  H.  A. 
would  make  an  annual  contribution  to  the  local  housing  authority, 
which  would  be  paid  by  it  to  the  municipality  in  lieu  of  taxes.  The 
property  would  be  held,  after  amortization,  to  repay  the  annual 
loans  to  U.  S.  H.  A.,  but  without  interest.  The  interest  on  the  annual 
loans  would  be  the  subsidy  provided  by  the  Government.  If  subsi- 
dies are  not  considered  advisable,  the  annual  contributions  may  be 
less  and  the  interest  would  be  paid  with  no  loss  to  the  Government. 
The  only  result  would  be  slightly  higher  rents. 

8.  Any  local  housing  authority  (under  existing  laws). — Any  local 
housing  authority  would  sell  its  bonds  to  private  capital  for  a  wholly 
owned  rental  project.  The  incentive  to  capital  exists  because  these 
bonds  are  completely  exempt  from  all  taxes.  The  housing  authority 
would  erect  the  buildings,  operate  them,  and  retire  the  bonds  from 
rent.  When  amortization  is  completed,  the  housing  authority  would 
transfer  ownership  of  the  project  to  the  municipality  to  compensate 
for  local  taxes  not  received  during  amortization. 

..ACTUAL    DEMONSTRATIONS   TO    DATE 

Mr.  Lambert.  Let  us  see  what  we  achieve  when  we  apply  the 
principle  of  this  plan  to  an  actual  housing  project. 

With  your  permission,  Mr.  Chairman,  I  will  stick  a  picture  up  here. 

A  report  covering  this  idea  was  made  to  Stewart  McDonald,  Federal, 
Housing  Administrator,  in  August  of  1938.  I  requested  and  received 
permission  to  build  a  demonstration  unit  in  Princeton,  N.  J.,  with 
my  own  funds.  It  was  decided  to  use  the  device  of  a  local  housing 
authority,  under  existing  State  laws,  to  bring  about  the  equivalent 
factors  of  the  proposed  legislation. 
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On  August  16,  1938,  work  was  started  on  10  family  units,  each  with 
4  rooms  and  bath.  Construction  is  of  brick,  with  slate  roofs,  oak 
floors,  and  copper  plumbing.  On  December  1,  1938,  the  units  were 
finished  and  rented  to  10  families  selected  from  a  long  waiting  list. 

The  entire  cost  of  the  project,  including  purchase  of  land,  buildings, 
utilities,  and  landscaping,  was  $30,000,  or  $3,000  per  family  unit. 
Union  labor  and  standard  materials  were  used  throughout. 

When  the  project  was  finished  and  rented,  it  was  turned  over  to 
the  Housing  Authority  of  the  Borough  of  Princeton  at  cost.  In 
exchange,  I  received  $30,000  of  the  bonds  of  the  Housing  Authority. 
These  bonds  pay  4  percent  annually  on  the  outstanding  balances  and 
are  amortized  in  28  years.  A  level  annual  payment  of  $60  per  bond 
is  sufficient  to  amortize  the  investment  and  pay  4  percent  interest 
thereon.  Being  bonds  of  a  housing  authority,  and  for  a  public  pur- 
pose, they  are  exempt  from  all  State  or  Federal  taxes.  In  addition 
to  the  debt  service,  the  rents  include  a  charge  for  maintenance,  col- 
lection of  rents,  and  so  forth.  This  maintenance  charge  constitutes 
40  percent  of  the  rent  and  is  adequate  to  provide  reasonable  reserves 
for  contingencies. 

NEW  BRUNSWICK  PROJECT 

Mr.  Lambert.  Following  the  success  of  the  Princeton  project,  the 
city  of  New  Brunswick,  N.  J.,  has  taken  up  the  idea.  A  housing 
authority  was  created  and  has  completed  plans  for  erecting  a  series  of 
two-story  buildings.  These  buildings  will  be  of  brick,  with  slate  roofs, 
oak  floors,  and  copper  plumbing."  Each  unit  will  contain  a  living 
room,  kitchen,  dinette,  two  bedrooms,  and  bath.  The  bedrooms  are 
on  the  second  floor.  The  rent  will  be  $25  per  month  for  each  family 
unit. 

Bonds  of  the  New  Brunswick  Housing  Authority  have  been  under- 
written by  Mr.  Marshall  Field,  Mrs.  Marian  Stern,  daughter  of  the 
late  Julius  Rosenwald,  and  myself.  In  other  words,  the  investment, 
paying  4  percent  free  from  taxes,  is  attractive  to  capital  in  the  highest 
income  groups. 

CONCLUSION 

Mr.  Lambert.  The  use  of  local  housing  authorities  to  carry  out 
■this  plan  can  be  made  to  stimulate  employment.  The  operation 
through  municipal  bodies  is  necessarily,  however,  subject  to  delays 
and  restrictions.  Such  operations  have  demonstrated,  nevertheless, 
that  low  rents  actually  can  be  achieved  by  private  capital. 

To  bring  about  widespread  activity  in  this  field  it  will  be  necessary 
to  have  Federal  legislation  which  will  permit  investment  corporations 
to  operate  at  will,  and  to  be  so  financed  that  they  may  pay  full  local 
taxes  without  depending  upon  complicated  negotiations  with  munici- 
pal authorities. 

Mr.  O'Connell.  Mr.  Lambert,  referring  to  the  two  projects  that 
you  just  discussed,  as  I  understand  it,  both  of  those  projects  are  being 
operated  by  local  housing  authorities  and  will  be  financed  on  a  basis  of 
4-percent  bonds,  tax-exempt  bonds,  issued  to  finance  the  construc- 
tion, and  with  tax  exemption  of  the  real  estate  given  to  the  local  hous- 
ing authority  by  the  municipality,  or  rather,  a  tax-exempt  privilege 
being  owned  by  the  local  housing  authority.     Is  that  correct? 
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Mr.  Lambert.  The  tax  exemption  in  the  case  of  real  estate  owned 
by  a  local  housing  authority  is  not  disputed.  It  is  just  automatically 
exempt. 

Mr.  O'Connell.  You  think  it. more  desirable  and  more  logical  to 
achieve  the  same  result  by  having  private  corporations  to  do  the 
construction? 

Mr.  Lambert.  Yes,  sir.  May  I  show  a  chart?  This  was  prepared 
a  year  ago,  and  the  figures  may  be  a  little  off  in  this  respect,  of  the 
amount  of  work  done.  The  Federal  program  for  housing  is  incom- 
plete. The  United  States  Housing  Authority  takes  care  of  people  who 
pay  rent  from  $5  per  room  per  month  down,  roughly  speaking — it  may. 
be  five-forty,  or  something  like  that.  The  Federal  Housing  Adminis- 
tration take  care  of  people  who  rent  from  $10  per  room  per  month 
and  up,  but  nobody  takes  care  of  the  biggest  single  group  of  people, 
who  pay  between  five  and  ten ;  and  to  answer  your  question,  this  plan 
is  primarily  to  increase  employment.  It  has  a  secondary  social  na- 
ture, but  it  is  to  increase  employment,  and-  we  have  a  market  of 
5,000,000  families,  urban  families,  that  pay  between  5  and  10  dollars 
per  room  per  month.  As  a  market,  if  we  could  build  a  $3,000  unit  for 
each  family,  that  is  $15,000,000,000.  It  is  in  addition  to  the  construc- 
tion work  that  would  go  on  under  the  U.  S.  H.  A.  and  F.  H.  A.,  and 
nobody  is  doing  anything  about  it.  That  is  the  point  in  answering 
your  question. 

To  answer  it  more  thoroughly,  the  Housing  Authority  approach  in 
my  case  was  simply  to  demonstrate  clearly  the  elimination  of  specu- 
lative equity  and  the  exchange  of  that  equity  for  lessened"  taxes.  It  is 
clumsy.  We  should  have  private  corporations  which  are  authorized 
to  build  housing  for  that  income  group,  and  be  limited  to  the  return 
of  the  original  investment  and  not  more  than  4  percent.  We  should 
have  some  incentive  to  apply  to  these  corporations.  I  would  suggest 
the  tax  credit — up  to  5  percent — but  that  is  unpopular.  The  insur- 
•  ance  feature  is  more  under  discussion  today. 

But  whatever  incentive  it  is,  those  corporations  would  build 
wherever  they  chose.  They  wouldn't  have  the  delay  of  going  to  the 
municipalities  at  all.  They  would  take  it  up  with  the  boards  and 
say,  "How  about  on  this  lot,  getting  a  little  better  arrangement 
temporarily?"     Eventually  they  would  pay  full  taxes. 

Mr.  O'Connell.  Generally  speaking,  though,  you  believe  that  the 
key  to  getting  reduced  rents  is  the  elimination  of  the  so-called  specula- 
tive equity. 

Mr.  Lambert.  That  is  80  percent  of  the  problem,  in  my  mind. 

Mr.  O'Connell.  So  if  we  eliminate  the  speculative  equity  by  hav- 
ing some  corporate  device  created  which  would  be  created  for  the  pur- 
pose of  constructing  this  type  of  dwelling  with  a  limit  on  the  return, 
that  corporation  could  make,  let  us  say,  4  percent  on  the  invested 
capital,  we  have  eliminated  the  factor  of  speculative  equity,  which, 
according  to  your  calculations,  would  have  reduced  the  financing  cost 
from  $11  per  hundred  dollars  to  about  six  per  hundred. 

Mr.  Lambert.  Do  I  understand  that  you  would  consider  it  adequate 
to  limit  the  4  percent  for  a  definite  number  of  years? 

Mr.  O'Connell.  I  probably  wasn't  explicit. 

Mr.  Lambert.  My  idea  was  the  way  to  assure  no  future  speculative 
equities  is  to  take  it  away  from  him  the  minute  he  has  his  money  back 
in  full. 
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Mr.  O'Connell.  You  would  limit  it  to  4  percent  on  his  investment 
until  he  had  returned  to  him  his  investment,  at  which  time  the  entire 
property  would  be  transferred  to  a  public  body. 

Mr.  Lambert.  Either  that,  or  sold  for  a  purpose.  You  see,  I  am 
outlining  an  idea.  The  first  thing,  we  must  kill  off  the  speculative 
equity  to  solve  this  problem.  Now  we  take  it  away.  You  can  either 
sell  it  in  the  public  market  and  give  the  money  to  the  municipality  in 
lieu  of  taxes,  or  use  any  device  you  want. 

Mr.  O'Connell.  Having  eliminated  the  speculative  equity,  we 
then  have  to  have  some  inducement  to  induce  the  investment  capital 
to  be  satisfied  with  a  4-percent  return  on  its  investment. 

Mr.  Lambert.  Absolutely. 

Mr.  O'Connell.  And  in  your  belief  some  incentive,  be  it  the  in- 
surance or  tax  credit,  or  something  else,  is  necessary  in  order  to  per- 
suade the  investing  public  to  enter  that  field. 

Mr.  Lambert.  That  is  what  I  mean  by  saying  that  inasmuch  as 
private  enterprise  has  never  built  new  dwellings  for  rent  or  the  equiva- 
lent purchase  price  of  $5  to  $10  per  room  per  month,  we  must  do 
something  different,  and  the  thing  we  must  do  different  is  to  set  up  a 
structure  of  the  machine  which  will  accomplish  it,  and  the  thing  that 
will  make  the  machine  run  is  the  incentive. 

Mr.  O'Connell.  The  two  incentives  you  suggested,  the  tax  credit, 
as  I  would  understand  it,  applies  as  an  incentive  to  individuals, 
individual  savers,  or  individuals  who  are  in  the  higher-income  brackers 
and  the  insurance,  feature  would  be  applicable  to  institutional  in- 
vestors. 

Mr.  Lambert.  That  is  it. 

Mr.  O'Connell.  Of  course,  the  second  would  be  applicable  to 
either,  I  think. 

Mr.  Lambert.  Yes. 

Mr.  O'Connell.  And  the  first  would  be  applicable  to  the  indi- 
viduals. 

Mr.  Lambert.  In  one  case  there  is  absolutely  no  liability  on  the 
part  of  the  Federal  Government;  it  is  all  private  capital;  and  the 
revenue  act  would  contain  the  provision  that  in  your  income  tax, 
income  from  this  special  kind  of  corporation  may  be  deducted  from 
your  surtax  up  to  the  point  of  5  percent  of  your  income.  You  might 
have  95,.  but  you  get  a  credit  of  5  percent,  so  that  would  be — the 
income  from  the  corporation  would  be — deducted  from  the  individual 
surtax.    - 

Mr.  O'Connell.  But  if  the  individual  investor  derived  not  more 
than  5  percent  of  his  income  from  stock  of  one  of  these  corporations, 
the  effect  would  be  that  his  income  from  that  source  was  tax-exempt. 

Mr.  Lambert.  Exactly. 

Mr.  O'Connell.  That  particular  incentive  would  not  be  very 
valuable  in  encouraging  institutional  investors,  would  it? 

Mr.  Lambert.  No. 

Mr.  O'Connell.  So  if  we  are  thinking  of  one  incentive  which 
would  attract  both  classes  of  investors,  the  insurance  is  the  only  thing 
that  would  do  that. 

Mr.  Lambert.  Yes.  .  It  may  be  of  interest  to  know  the  figures  on 
the  first  incentive.  I  know  that  if  you  allowed  up  to  10  percent  as  a 
tax  credit,  when  I  first  figured  it,  and  taking  incomes  above  $25,000 
a  year,  that  would  be  eight  and  a  quarter  billions  available.     That  is 


CONCENTRATION  OF  ECONOMIC  POWER        5311 

what  I  meant  by  saying  that  the  Government  has  no  liability,  but 
we  have  a  limited  market. 

The  other  case,  the  Government  has  a  liability,  but  we  have  an 
almost  unlimited  market. 

I  suggest  them  both,  because  it  is  a  question  of  whether  you  want 
the  Government  to  have  the  liability  or  not. 

•Acting  Chairman  Lubin.  Why  do  you  want  to  insure  both  the 
principle  and  the  return?  Shouldn't  the  insurance  of  return  be 
sufficient? 

Mr.  Lambert.  Dr.  Lubin,  frankly,  I  wouldn't  care  one  way  or  the 
other.  I  simply  say  some  insurance  by  Federal  agency  that  is  so 
attractive  and  so  secure  that  the  funds  would  come  in.  I  simply  took 
it  for  granted,  as  I  understand  the  F.  H.  A.  in  the  net  result,  the 
principal  and  the  net  return  is  insured.  Is  that  so? 
Mr.  O'Connell.  That  is  substantially  correct. 
Mr.  Lambert.  That  is  why  I  paralleled  that,  and  that  has  afforded 
a  big  market  for  capital  which  has  come  into  housing  and  has  done  an 
excellent  job  in  stimulating  interest  and  employment. 

Acting  Chairman  Lubin.  Here  is  a  corporation — three  of  us  get 
together  and  set  up  a  corporation  under  the  proposed  law.  We  have 
a  principal  and  return  guaranteed,  insured,  or  we  have  one  or  the 
other;  and  at  the  end  of  25  or  26  years,  the  property  is  no  longer  ours; 
it  reverts  to  the  municipality  in  lieu  of  taxes  that  haven't  been  paid  in 
that  period.  What  stimulus  is  there  to  us  as  owners  of  that  property 
to  maintain  it? 

Mr.  Lambert.  During  the  interval,  you  mean? 
Acting  Chairman  Lubin.  Of  course,  because  at  the  end  of  20  years 
it  isn't  going  to  be  ours  anyway.     Why  should  we  go  to  work  and 
spend  money  on  it? 

Mr.  Lambert.  I  think  first  that  it  would  be  possible  to  get  reason- 
able rents  and  have  enough  maintenance  at  the  figure  I  have  given 
ye.;  and  secondly,  with  the  sort  of  corporation  I  visualize,  rather 
large  blocks  of  capital,  with  very  intelligent  operating  men,  they 
would  feel  it  would  be  more  secure  right  up  to  the  last  day  to  have 
that  property  in  good  condition,  because  this  plan  reverses  all  the 
normal  reactions  of  a  real  estate  man  in  many  respects.  You  can't 
milk  it.     That  is  the  answer. 

You  see,  you  have  got  $100  invested  in  that  property,  and  by  law 
the  very  most  you  can  ever  get  out  is  to  collect  on  an  amortization. 
I  haven't  plotted  this  with  the  bill  that  was  drawn,  but  the  bill  is  so 
carefully  drawn  that  each  one  of  the  projects,  the  day  it  is  built,  would 
have  an  amortization  schedule  set  up  which  would  be  O.  K.'d  by  the 
Administrator  who  is  insuring  the  thing.  That  runs  along  from  year 
to  year.  There  is  a  reasonable  reserve.  If  you  want  to  know  the 
figures,  one-half  of  the  amortization  requirement  for  1  year,  and  a 
maximum  of  2  years'  requirement.  Now  you  can't  gain  anything, 
because  you  can't  milk  it.  The  whole  policy  of  the  thing  is  reversed. 
We  have  built  as  efficiently  as  possible  for  a  long  pull  and  maintained 
them,  because  we  would  like  to  get  our  4  percent  and  the  principal 
back. 

Acting  Chairman  Lubin.  In  other  words,  the  only  alternative  you 
would  have  if  you  didn't  maintain  the  property  was  to  give  it  to  the 
tenant  at  lower  rent. 
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Mr.  Lambert.  That  is  it,  and  it  wouldn't  make  very  good  commoD 
sense  with  your  money  invested  in  it;  I  mean,  if  you  can  get  a  rent 
that  brings  in  proper  maintenance  charges.  I  find  that  in  Princeton 
the  minute  the  tenants  find  out  that  I,  as  a  landlord,  can  only  get  $15 
a  month  they  protect  the  property.  We  collect  $10  from  them  and 
then  we  keep  the  property  up  for  them;  if  they  abuse  it,  we  raise 
it  to  $12,  but  if  they  don't  abuse  it  and  cooperate  as  they  are  doing,  we 
are  going  to  drop  the  rents.  I  can't  get  a  dollar  more  than  the  $15, 
and  that  has  a  wonderful  effect  on  the  morale. 

Mr.  O'Connell.  Just  to  repeat,  to  be  sure  I  understand  this,  by 
the  elimination  of  the  element  of  speculative  equity,  you  do  get,  with- 
out regard  to  the  tax-exemption  feature  of  the  real  property,  a  sub- 
stantially lower  rent  figure.  Then,  to  achieve  a  still  lower-income 
rent  schedule,  you  add  onto  that  a  tax-exempt  feature  from  the  munici- 
pality to  the  private  corporation.  '  Without  the  tax  exemption  of  the 
real  estate,  you  indicated  $30  a  month  rent. 

Mr.  Lambert.  Yes.  There  would  be  no  tax  exemption  in  the  case 
of  the  corporations  at  all.  They  couldn't  get  a  tax  exemption  with 
the  municipality. 

Mr.  O'Connell.  They  could  not? 

Mr.  Lambert.  No.  The  simplest  illustration  is  the  Princeton 
buildings.  They  cost  $3,000  a  unit.  The  taxes  are  $600  on  the  im- 
proved property.  Now,  if  that  corporation -had  built  that  as  one  of 
their  projects,  they  would  say  there  is  a  shortage  in  Princeton;  it  is  a 
good  idea  to  build.  In  that  case,  if  what  I  am  suggesting  were  in 
effect,  they  would  raise  those  rents  by  $2.50,  which,  if  you  will  accept 
the  statement  without  figuring  it  out — the  taxes  are  2  percent,  which 
is  $5  a  month.  If  they  were  able  to  borrow  from  the  Federal  agency 
or  from  the  local  bank  at  1  percent  and  took  I  percent  in  rent,  they 
combine  the  two  and  as  a  corporation  pay  full  taxes  to  the  municipality 
at  once,  they  don't  argue  with  them  at  all.  The  corporation  could 
not  demand  tax  exemption  from  the  municipality. 

Mr.  O'Connell.  I  was  trying  to  get  a  simple  picture  of  what  the 
situation  would  be  if  it  were  one  of  these  corporations  if  we  had  merely 
eliminated  the  speculative  equity  and  there  was  no  arrangement  with 
the  Federal  Government  or  any  other  agency  to  get  funds  to  pay  taxes 
to  it.  Assume  the  corporation  pays  full  taxe?  to  the  local  community 
and  is  able  to  get  all  of  its  money  with  a  maximum  of  4  percent  return, 
the  rents  would  be  somewhat  higher  than  the  six  dollars  and  a  quarter 
a  room  that  you  indicated,  but  still  below  the  ten,  would  they  not? 

Mr.  Lambert.  Oh,  yes;  they  would  be  $30  divided  by  4,  whatever 
that  is,  which  is  way  under  our  goal  that  we  shot  at  in  the  first  attempt," 
paying  full  tax.  In  other  words,  the  whole  secret  of  what,  we  are 
shooting  at  is  based  upon  experience  with  speculative  capital,  and  the 
minds  of  speculative  practice. 

This  is  what  happens  in  practice:  The  builder  who  built  these 
Princeton  buildings,  who  is  very  much  interested  in  them,  immediately 
thought,  "That  is  a  good  idea;  I  will  build  some  of  my  own."  What 
do  you  think  he  rents  for?  $50.  Instinctively  he  began,  "Oh,  I  have 
got  to  have  a  little  extra  room  and  have  a  little  something. here,"  and 
up  you  go,  because  he  can  get  a  faster  return  on  his  equity.  Now,  the 
minute  you  know  you  never  can  see  anything  but  4  percent,  your 
inclination  is  to  use  all  your  brains  to  get  down  to  good  construction 
for  the  lowest  possible  income  group  to  insure  the  permanency  of  the 
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rent.  You  probably  know  all  figures  of  the  Sanitary  Dwelling  Cor- 
poration here  in  Washington.  Mr.  McDonald  and  I  went  into  those 
buildings  at  40  years  old  and  they  have  never  failed,  as  I  recall  the 
figures,  to  pay  5-  and  6-percent  dividends  to  that  corporation  through- 
out all  depressions.  They  were  built  for  the  low-income  group,  and 
they  didn't  try  to  get  speculation  out  of  it. 

Mr.  O'Connell.  So  that  in  your  view  we  would  go  a  long  way  to 
reducing  rents  for  adequate  dwelling  accommodation  if  we  were 
merely  to  eliminate  the  speculative  equities? 

Mr.  Lambekt.  I  would  like  to  stress  the  points  on  page  8  of  my 
prepared  statement.1  I  give  the  elimination  of  the  equity  and  an 
incentive:  "If  desired,  a  Federal  agency  (such  as  R.  F.  C.)  could 
really  finish  the  job  up  and  even  get  a  little  lower  rent  by  financing 
half  of  the  taxes,  which  would  increase  the  security."  It  isn't  essential 
to  the  plan. 

Mr.  O'Connell.  I  might  suggest  that  one  advantage  to  having  a 
private  corporation  do  this  type  of  thing  would  be  that  it  would  be 
possible  for  the  community  to  obtain  practical  service  from  the  project 
as  distinguished  from  what  it  would  obtain  from  a  local  housing 

Mr.  Lambert  (interposing).  Exactly.  Now  one  of  the  things  I 
didn't  mention — I  didn't  want  to  put  in — we  will  never  get  these 
tbings  built  and  get  employment  going  unless  the  idea  is  acceptable 
to  municipalities.  That  is  the  trouble.  Take  the  figures  in  Prince- 
ton. There  is  a  good  illustration.  The  lot  where  these  were  built 
was  bringing  $40  a  year  with  no  way  of  increasing  it.  Nobody 
seemed  to  want  to  build  on  it.  It  was  a  dilapidated  district.  If 
half  of  their  taxes  were  supplied  now  by  a  loan,  that  would  be  $300, 
and  then  they  had  to  return  the  $300  at  compound  interest  at  the 
end  of  that  time,  they  still  would  probably  have  an  equity  in  the 
building  of  the  municipality  to  obtain  the  remaining  three  and  get 
full  taxes,  and  if  they  got  nothing  else,  they  jumped  their  revenue 
from  $40  to  $300,  or  full  taxes  from  $40  to  $600.  It  is  a  very  popular 
idea  to  have  the  municipal  taxes  increased  by  this  building  activity. 

Mr.  O'Connell.  As  it  stands,  when  that  work  is  done  under  a 
local  housing  authority,  they  got  $40  in  taxes  before,  and  they  get 
nothing  today? 

Mr.  Lambert.  They  get  nothing.  They  get  nothing!  Now,  I 
have  got  an  application  in  the  United  States  Housing  Authority  that 
covers  that,  in  which  the  Princeton  Housing  Authority  has  officially 
applied  to  refinance.  They  will  get  a  20-percent  loan  from  the  United 
States  Housing  Authority,  which  is  the  equity.  This  makes  sure  it 
isn't  speculative  equity.  Then  they  would  borrow  from  lending  insti- 
tutions— that  makes  100  percent;  then  as  an  annual  contribution  they 
receive  1  percent  or  1.6  percent,  and  pay  it  directly  to  the  municipality 
in  lieu  of  taxes,  the  municipality  pays  it  back,  all  of  it,  to  the  United 
States  Housing  Authority;  in  other  words,  that  is  the  machinery  that 
would  finance  for  the  municipality  their  growing  equity  annually 
without  waiting  till  the  final  day. 

Mr.  O'Connell.  If  I  understand  you  correctly,  then,  that  device 
would  result  in  the  same  level  of  grants  as  are  charged  at  the  present 
time? 

Mr.  Lambert.  Exactly. 

1  See  supra,  p.  5317. 
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Mr.  O'Connell.  Would  result  in  the  municipality  getting  a  part 
of- 


Mr.  Lambert  (interposing).  Ninety  percent. 

Mr.  O'Connell.  Ninety  percent  of  the  real  property 

Mr.  Lambert  (interposing).  On  the  improved  property. 

Mr.  O'Connell.  On  the  improved  property,  $480  as  against  nothing 
at  the  present  time  and  $40  before? 

Mr.  Lambert.  That  is  it.  It  is  very  popular  with  the  Princeton 
Hoilsing  Authority.  If  the  Government  didn't  charge  us  interest, 
made  that  their  contribution,  the  total  amount  of  annual  payments 
would  be  $13,440,  which  is  under  50  percent  of  the  present  value  of  the 
buildings.  The  interest  at  compound  interest  at  2  percent  would  be 
14-percent  subsidy  by  the  United  States  Government,  over  the  entire 
life  of  the  project,  the  municipality  getting  80  percent  of  the  improved 
property  tax. 

Mr.  O'Connell.  I  should  like  to  ask  one  question  about  the  New 
Brunswick  project.  As  I  understand,  that  is  being  financed  by  the 
issuance  of  4-percent  tax-exempt  bonds  of  local  housing 

Mr.  Lambert  (interposing).  Exactly. 

Mr.  O'Connell.  Which,  if  approved,  accord  full  tax  exemption,  or 
has  that  right,  and  the  rents  that  are  set  up  will  be  $25  a  month  or 
six  dollars  and  a  quarter  a  room? 

Mr.  Lambert.  Exactly. 

Mr.  O'Connell.  So  the  rents  are  comparable  to  the  rents  on 
Princeton  projects? 

Mr.  Lambert.  Exactly  the  same. 

Mr.  O'Connell.  And  in  that  particular  municipality  the  tax  ex- 
emption afforded  to  the  local  housing  authority  to  authorize  bonds, 
afforded  sufficient  incentive  to  the  person  purchasing  the  bonds 

Mr.  Lambert  (interposing).  I  asked  those  individuals  in  that  to 
do  it  for  a  purpose.  Marshall  Field  is  a  wealthy  man,  and  Mrs. 
Stern  is  wealthy,  and  I  wanted  to  demonstrate — they  made  a  thorough 
investigation.  They  have  the  capital  and  they  have  the  income, 
whether  we  like  it  or  not,  and  their  money  would  be  better  to  be  poured 
out  in  concrete  and  workmen  at  4  percent  to  them,  which  is 
attractive  to  them  with  that  exemption,  and  they  came  right  in. 
That  is  only  to  demonstrate  that.  I  may  add  about  the  New 
Brunswick  thing,  ah  interesting  thing  with  the  municipality  there, 
that  the  municipality  has  chosen  to  take  sites  which  they  have 
acquired  for  lack  of  taxes,  delinquent  properties  that  were  bringing 
the  town  no  money ;  they  voluntarily  have  deeded  -those  to  the  housing 
authority.  That  lessens  our  initial  cost.  We  could  still  do  it  by 
purchasing  property  but  then  the  municipality  is  convinced  they 
were  getting  nothing  from  that  land  anyway,  and  that  eventually 
they  will  have  an  asset  of  worth,  say,  $3,000  and  down.  You  never 
can  tell,  if  you  have  inflation  and  good  conditions,  it  might  be  worth 
four  or  five  by  that  time,  and  they  concluded  that  was  a  good  thing 
for  the  municipality  both  in  Princeton  and  New  Brunswick,  the 
only  two  places  I  have  tried  it.     New  Brunswick  started  on  its  own. 

Mr.  O'Connell.  Broadly  speaking,  you  think  it  would  be  more 
desirable  to  have  that  type  of  construction  done  under  private  cor- 
poration that  the  type  you  would  say 

Mr.  Lambert  (interposing).  I  don't  have  any  question  in  my  mind 
about  the  delays  that  come  through  the  municipal  body,  and  quite 
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properly,  too.  Private  capital,  as  you  know,  operates  very  rapidly, 
and  sometimes  very  efficiently.  In  Princeton  the  housing  authority 
was  organized  one  night  and  we  were  throwing  dirt  the  next  day. 

Mr.  O'Connell.  I  have  no  further  question. 

Acting  Chairman  Lubin.  Thank  you  ever  so  much,  Mr.  Lambert. 

The  committee  will  recess  until  10:30  tomorrow  morning. 

(Whereupon,  at  4:55  p.  m.,  a  recess  was  taken  until  Thursday, 
July  13,  1939,  at  10:30  a.  m.) 
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THURSDAY,  JULY  13,  1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:55  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  July  12, 1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Senator  Joseph  C.  O'Mahoney  presiding. 

Present:  Senator  O'Mahoney  (chairman),  Representative  Reece; 
Messrs.  Lubin,  Henderson,  O'Connell,  and  Brackett. 

Present  also:  Messrs.  Allen  Dobey,  Department  of  Justice;  John 
M.  Carmody,  Federal  Works  Administrator;  Lowell  J.  Chawner, 
Department  of  Commerce;  and  Peter  A.  Stone,  coordinator  of  con- 
struction studies  for  the  committee. 

The  Chairman.  Mr.  O'Connell,  will  you  call  your  first  witness? 

In  the  meantime,  the  committee  has  received  from  the  Connecticut 
General  Life  Insurance  Co.  three  schedules  furnished  by  the  Connect- 
icut General  on  behalf  of  themselves,  Aetna,  and  Travelers,  with  re- 
spect to  nonparticipating  life-insurance  rates.1  At  the  request  of  the 
Connecticut  General  these  schedules  may  be  inserted  in  the  record. 

(The  schedules  referred  to  were  marked  "Exhibit  No.  922"  and 
appear  in  the  appendix  to  Hearings,  Part  X,  p.  4927.) 

Mr.  O'Connell.  The  first  witness  this  morning  is  Robert  L.  Davi- 
son. Mr.  Chairman,  Mr.  Davison  has  already  been  sworn.  He  tes- 
tified before  the  committee  in  the  early  days  of  this  hearing  2  and  at 
that  time  his  testimony  was  limited  to  information  that  he  had  col- 
lected and  then  had  available  relative  to  costs  and  other  statistical 
matter  relative  to  single-family  homes.  At  that  time  it  was  suggested 
that  he  return  at  a  later  date  to  give  the  committee  the  benefit  of  his 
experience  in  the  housing  field,  to  explain  to  the  committee  some  ideas 
that  he  has  as  to  the  possibilities  of  the  development  of  technical  re- 
search and  standardization  and  such  things  as  influencing  cost,  so  if 
the  committee  have  no  objection  I  would  just  permit  Mr.  Davison  to 
proceed  in  his  own  way  and  develop  the  material  which  he  thinks 
important  to  be  presented  to  the  committee. 

TESTIMONY  OF  ROBERT  L.  DAVISON,  DIRECTOR  OF  HOUSING 
RESEARCH,  JOHN  B.  PIERCE  FOUNDATION,  NEW  YORK— Re- 
sumed 

EFFECT    OF   TECHNICAL    RESEARCH    ON    HOUSING    COSTS 

Mr.  Davison.  Now,  the  housing  problem  is  largely  a  problem  be- 
cause houses  cost  too  much.  There  are  various  ways  of  reducing  cost, 
lower  interest  rate,  city  planning,  subsidy,  and  so  forth.     I  don't  want 

«  See  Hearings,  Part  X,  p.  4228. 
»  Supra,  pp.  4975-4997. 
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to  indicate  that  those  things  shouldn't  be  considered,  but  what  I  want 
to  discuss  here  this  morning,  there  are  three  different  ways  of  reducing 
the  actual  cost  of  the  building,  whether  it  be  a  single-family  house  or 
multiple-family  house.  As  I  see  it,  there  are  three  entirely  different 
approaches  to  this  problem.  One  is  the  evolutionary  approach,  grad- 
ual improvement  of  present  construction  methods  and  cheapening, 
reducing  costs  on  existing  construction  methods. 

That  will  get  you  part-way  down  toward  the  low-income  groups. 
Another  method  of  approach  is  the  pure  research  I  will  describe  in  a 
few  minutes,  and  the  third  would  be  applied  research. 

I  think  the  best  illustration  I  know  of,  of  the  approach  to  the  evo- 
lutionary approach,  is  that  made  by  the  National  Small  Homes  Demon- 
stration. That  was  an  organization  fostered  by  the  National  Lumber 
Manufacturers,  started  in  the  organization  with  representatives  of  var- 
ious building  industries  such  as  American,  Crane,  Johns-Manville,  the 
lead  industry,  brick  industry,  steel  industry,  Westinghouse,  General 
Electric,  and  so  on. 

The  Organization  was  pretty  representative  of  the  building  industry 
and  had  verv  active  cooperation  from  the  various  Government  housing 
agencies.  .s  their  first  enterprise  in  1936,  they  built  three  houses, 
the  plans  taken  from  plans  developed  by  F.  H.  A.,  out  in  Maryland, 
and  as  a  result  of  that,  they  stimulated  very  materially  interest  in  the 
low-cost  housing  field,  individual  free-standing  house.  In  1938  they 
built  eight  houses  out  in  Maryland,  just  outside  the  District  here,  and 
demonstrated  to  builders  all  over  the  country  that  it  was  possible  to 
get  into  a  lower-price  field  than  they  had  been  in  previously. 

They  know  that  at  least  3,000  houses  were  built  as  a  result  of  that 
program  and  they  don't  know  how  many  others  were  built.  But 
I  think  the  importance  of  that  work  of  the  National  Small  Homes 
cannot  be  judged  on  just  the  number  of  houses  that  were  actually 
built  on  that  plan  but  they  did  arouse  the  interest  of  builders  all  over 
the  country  in  trying  to  get  into  the  lower-price  class!, 

For  the  1939  program  they  started  work  in  the  spring  of  1938  and 
they  set  as  their  objective  two  basic  house  plans,  one  a  four-room  unit, 
to  cost  without  land  $2,000.  That  was  a  one-story  building.  Their 
other  basic  plan  was  a  five-room  and  garage  two-story  house  and  they 
set  as  their  objective  $2,500.  They  had  a  technical  committee  working 
on  this  which  consisted  of  representatives  of  quite  a  few  of  the  firms  of 
the  building  industry;  they  had  representatives  from  the  various  Gov- 
ernment housing  agencies,  and  they  set  out  to  develop  these  two 
standardized  plans  with  that  price  objective  in  mind.  They  developed 
two  very  good  plans.  The  four-room  house  plan  is  so  worked  out  that 
it  can  be  used  either  for  a  single  family  or  multifamily,  the  same  plan, 
and  can  be  used  either  with  or  without  basement.  There  is  no  par- 
ticular merit  in  that  plan  compared  to  any  other  four-room  plan. 
You  can't  do  much  in  the  way  of  variation  on  a  minimum  cost  four- 
room  plan  other  than  just  minor  details,  be  sure  that  your  hall  space  is 
minimal  and  there  was  some  problem  to  getting  a  plan  that  could 
easily  be  used  either  as  a  basement  or  basementless  house. 

They  did  a  great  deal  of  work  on  getting  efficient  equipmenc  and 
relationship  between  equipment.  They  had  one  meetmg  at  which 
they  had  kitchen  experts  from  'all  over  the  country,  Government 
experts,  G.  E.  experts,  and  so  forth,  and  they  really  worked  out  a  very 
good  plan,  but  if  it  were  possible  for  the  building  industry  to  get  a 
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few  standardized  plans  from  which  they  might  vary,  they  might 
make  the  room  sizes  larger,  but  with  basic  equipment  relationship 
standardized,  it  would  contribute  very  largely  to  a  considerable  degree, 
I  should  say,  to  cutting  costs  of  construction.  If  you  had  the  same 
basic  arrangement  in  your  equipment  there  could  be  quite  a  saving, 
and  while  this  plan  is  perhaps  not  being  very  generally  accepted  so  far 
since  March  they  have  sold  only  6,000  but  I  consider  that  pretty  good 
for  a  basic  plan. 

I  think  that  is  going  to  lead  to  a  greater  degree  of  standardization  in 
the  low-cost  field  and  yet  won't  standardize  it  to  the  extent  that  all 
houses  have  to  look  alike.  We  have  a  great  variety  of  exterior  appear- 
ance with  these  two  basic  plans. 

The  second  step  of  the  committee  was  to  budget  the  cost  of  the 
house,  allowing  a  certain  amount  for  various  items  that  go  into  the 
house.  This  break-down  is  based  on  the  actual  cost  break-down  of  a 
house  built  on  Long  Island  that  sold  for  $2,500,  and  taking  out  the 
land  cost  and  profit,1  they  took  the  same  distribution  here  that  they 
had  in  that  particular  house  and  they  set  that  as  an  objective  for  the 
various  industries  to  try  and  reach. 

Some  of  the  trades  and  industries  involved  in  the  house  were  able 
to  reach  that  budget.  Others  worked  on  the  problem.  The  technical 
men  were  able  to  develop  equipment  that  would  come  within  that 
budget,  but  the  results  were  not  as  satisfactory  as  they  hoped,  but  at 
least  a  beginning  was  made  toward  reaching  in  the  various  trades  the 
budget  that  was  set  up. 

The  Chairman.  Do  you  know  how  these  percentages  compare 
with  the  percentages  in  the  ordinary  small  house  construction  under 
present  methods? 

Mr.  Davidson.  Yes;  for  this  budget  we  took  a  house  on  Long 
Island  constructed  under  existing  methods. 

The  Chairman.  This  was  not  one  of  the  $2,500  small  houses  of 
which  you  were  speaking  a  moment  ago? 

Mr.  Davison.  No;  this  was  a  house  which  had  been  built  on  Long 
Island.  If  we  just  set  up  an  arbitrary  budget  and  said,  "Such-and- 
such  shouldn't  cost  more  than  so  much,"  people  might  kick  and  say, 
"You  are  cutting  our  industry  down  too  low."  As  a  matter  of  fact, 
most  everyone  on  the  committee  felt  their  budget  was  cut  too  low. 
Our  answer  was,  "Here  is  a  house  on  Long  Island  built  and  offered  for 
sale  for  $2,400,  and  this  is  what  it  cost." 

The  Chairman.  This  was  built  by  contract  under  ordinary  methods? 

Mr.  Davison.  Under  ordinary  Long  Island  methods,  which  aren't 
ordinary  throughout  the  country,  but  technically  it  was  the  ordinary 
method. 

The  Chairman.  What  is  the  distinction? 

Mr.  Davison.  Long  Island  is  notable  for  getting  low  costs.  They 
buy  material  cheaper  there  than  most  parts  of  the  country  and  their 
labor  costs  aren't  as  high  as  most  parts  of  the  country. 

The  Chairman.  It  would  be  an  interesting  thing  to  develop  why 
Long  Island  possesses  this  distinction.  How  can  Long  Island  acquire 
building  materials  at  a  lower  cost  than  other  parts  of  the  country? 

Mr.  Davison.  I  don't  know  whether  I  can  answer  that.  I  can 
give  some  information  about  it.  Long  Island  is  sort  of  a  dumping 
ground  for  many  industries  that  have  surplus  products  that  they  want 

'  See  "Exhibit  No.  923"  iufra,  p.  5324. 
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to  get  rid  of,  and  the  competition  has  been  so  keen  there  on  Long 
Island  that  they  have  established  methods  of  marketing  and  prices 
that  aren't  the  same  over  in,  say,  Westchester. 

The  Chairman.  Perhaps  we  could  arrange  to  have  some  other 
dumping  grounds. 

Mr.  Davison.  They  are  selling  cheaper  on  Long  Island  and  giving 
a  good  job — F.  H.  A.  approval.  This  house  we  examined  was  a 
well-built  house.  Now  I  believe  that  if  you  could  find  a  legitimate 
technic  for  duplicating  what  they  have  done  on  Long  Island  through- 
out the  country,  we  could  go  a  long  way  toward  solving  the  problem 
of  the  house  selling  between  two  and  three  thousand. 

One  theory  I  have  had  as  to  how  that  might  be  done  would  be 
for  the  manufacturers  to  get  together  and  say,  "We  will  sell  the 
entire  package  at  such  and  such  a  price  or  a  house  selling  in  the 
two  thousand  to  three  thousand  range." 

The  Chairman.  Let  the  Department  of  Justice  take  note  of  the 
suggestion  of  the  witness  that  the  manufacturers  get  together. 
[Laughter.] 

Mr.  Davison.  This  is  one  of  the  few  industries  where  the  manu- 
facturers haven't  gotten  together,  and  I  believe  if  they  did  get  together, 
we  would  get  lower-cost  housing. 

Mr.  Dobey.  May  I  ask  one  question.  Isn't  it  true  in  some  of 
those  developments  on  Long  Island,  those  low-cost  houses,  that  all 
the  houses  look  exactly  alike? 

Mr.  Davison.  Some  of  them  do,  but  in  this  particular  development 
they  have  a  pretty  good  variety  in  the  architecture.  I  have  a  picture 
here  in  this  book  I  could  show  you  of  a  row  of  houses  that  this  was 
taken  from,  houses  selling  around  $3,000 — most  of  them  sell  around 
that.  They  have  got  a  pretty  decent  looking  house,  a  lot  better  than 
the  $5,000  houses  they  used  to  build  on  Long  Island  from  the  stand- 
point of  appearance. 

Mr.  Dobey.  You  said  there  would  be  some  variation  in  style. 
Would  they  have  a  different-size  porch? 

Mr.  Davison.  Yes;  for  example,  in  developing  these  two  houses 
in  National  Small  Homes,  this  is  an  outline  perspective  of  the  two 
houses.  As  far  as  standardization  goes,  if  you  standardize  the  cube 
of  the  house,  that  is  the  shell  of  the  house  and  then  let  the  local 
architect  or  the  local  builder  give  any  variation  he  wants,  you  would 
be  surprised;  I  have  photographs  here  showing  the  variation  you  can 
get  with  those  two  basic  houses.  Take  that  five-room-and-garage. 
house,  you  can  turn  it  edgewise  to  the  street  or  flat-wise  to  the  street, 
move  the  garage  around,  and  you  can  get  a  very  large  "variety  and 
yet  keep  your  standard  house  and  your  standard  equipment,  parti- 
tions, and  all  the  rest  of  it. 

Mr.  Dobey.  Can  you  vary  the  windows  somewhat? 

Mr.  Davison.  We  don't  show  the  windows.  We  show  a  line  for 
the  window  sill  and  upper  head  of  the  window.  The  result  is  you 
can  put  in  various  types  of  windows  without  upsetting  the  standardi- 
zation you  have  in  the  plan.  If  you  care  for  it,  I  will  show  you  a  few 
photographs  that  show  some  variations  of  that  basic  plan.  I  don't 
want  to  take  too  much  time  on  that  unless  you  want  me  to. 

Mr.  Chawner.  Mr.  Davison,  does  the  scale  of  operations  have 
an  effect?     I  understand  on  Long  Island  builders  frequently  operate 
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on  a  fairly  large  scale  and  build  a  large  number  of  units.     Does  that 
have  anything  to  do  with  cost? 

Mr.  Davison.  They  try  to  do  it  in  other  places  and  can't  get 
away  with  it.  Two  or  three  of  the  builders  on  Long  Island  have 
tried  to  operate  in  Westchester  and  they  just  couldn't  do  it. 

The  Chairman.  Why  not? 

Mr.  Davison.  Well,  they  can't  buy  as  cheaply  up  there  and  the 
labor  conditions  are  entirely  different  up  there,  and  it  will  cost  30  or 
40  or  50  percent  more  to  build  in  Westchester  than  it  will  on  Long 
Island. 

The  Chairman.  Now,  do  not  the  same  supply  houses  sell  materials 
in  Westchester  as  in  Long  Island? 

Mr.  Davison.  Yes;  but  they  sometimes  sell  through  different 
distributors. 

The  Chairman.  Well,  you  haven't  made  it  quite  clear  to  me  yet 
why  there  should  be  this  very  striking  difference. 

Mr.  Davison.  It  is  pretty  hard  to  make  it  clear  just  why  there  is. 

The  Chairman.  You  refer  to  Long  Island  as  a  dumping  ground  for 
these  materials. 

Mr.  Davison.  Yes. 

The  Chairman.  What  are  the  circumstances  that  make  it  a  dump- 
ing ground?     Is  it  because  of  the  railroad  facilities? 

Mr.  Davison.  No;  it  is  more  a  matter  of  your  market.  In 
Westchester  the  people  who  live  there  can  afford  to  pay  for  a  ten-  or 
fifteen-  or  twenty-  or  thirty-  or  forty-thousand-dollar  house  and  the 
people  building  and  selling  houses  don't  have  to  chisel  in  order  to 
reach  the  market.  In  other  places  they  won't  build  at  all  unless  they 
build  at  a  certain  price,  and  the  building  industry — this  is  my  assump- 
tion, I  don't  have  inside  information,  I  just  know  the  results — just 
figures,  well',  in  Long  Island  if  they  don't  make  this  price  there  won't 
be  any  sale,  and  I  think  they  have  got  to  come  to  that  conclusion  in  a 
lot  of  other  places  in  the  United  States,  but  as  long  as  they  could  sell 
in  Westchester  at  ten,  fifteen,  twenty  thousand  dollars  there  was  no 
necessity  on  the  part  of  the  builders  for  chiseling  the  price  down  just 
as  low  as  they  could. 

The  Chairman.  What  did  you  have  in  mind  when  you  spoke  of  the 
desirability  of  manufacturers  getting  together  to  dispose  of  their 
materials?  How  would  you  suggest  that  they  get  together,  and  what 
would  they  do  when  they  got  together? 

Mr.  Davison.  Well,  I  would  like  to  preface  my  answer  on  that 
question  that  this  is  my  own  personal  opinion  and  it  doesn't  represent 
my  trustees  in  any  way  whatsoever.     I  am  just  saying  what  I  think. 

The  Chairman.  Very  well,  we  will  exculpate  them  from  anything 
you  may  say. 

Mr.  Davison.  Well,  now,  if  you  drop  the  price  on  most  building 
materials  you  wouldn't  increase  your  volume  enough  to  make  up  that 
lessened  profit,  in  my  opinion.  I  haven't  any  basis,  I  know  that 
studies  have  been  made  but  I  can't  testify  directly  myself.  The  hard- 
ware companies,  as  an  example,  will  sell  hardware  at  a  much  lower . 
price  in  South  American  or  in  Europe  than  they  will  in  this  country 
because  by  doing  that  they  are  not  breaking  the  present  market. 

Now,  if  you  can  establish  a  procedure  whereby  in  this  country  you 
could  dump  at  a  lower  cost,  or  at  a  very  considerably  lower  cost  with- 
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out  upsetting  your  existing  market,  I  think  a  great  deal  could  be  done 
to  encourage  low-cost  housing.  My  suggestion  on  how  you  might  do 
that  would  be  to  have  a  packaged  house.  Take  these  two  houses  as  an 
example.  As  far  as  we  have  shown  in  that  perspective  there,  that  is 
without  the  outside  finish,  but  if  you  could  give  a  price  on  those  two 
houses,  including  all  equipment,  mechanical  equipment,  lumber, 
plaster,  and  everything  else,  and  let  any  dealer  throughout  the  country 
sell  that  and  then  pay  for  it  through  a  central  clearing  house,  it  would 
be  possible  then  for  the  various  equipment  dealers  and  material  dealers 
to  sell  their  particular  product  at  a  lower  price  without  disrupting  their 
their  present  high-price  field  that  they  are  working  in,  because  no  one 
would  know  what  the  individual  equipment  was  sold  for  in  that  par- 
ticular house,  and  a  man  would  have  to  buy  the  whole  house  in  order 
to  get  the  equipment,  and  I  think  that  one  way  of  facilitating — 1 
know  this  is  counter  to  one  of  the  a6ts  of  Congress,  the  Ty dings 
Act,  isn't  it? 

Mr.  C'Connell.  I  don't  think  it  could  be  that  one. 

The  Chairman.  It  is  the  Robinson-Patman. 

Mr.  Davison.  Yes;  the  Robinson-Patman.  But  I  have  had  that 
thrown  at  me  several  times  when  I  have  discussed  this  particular 
thing.  It  is  counter  to  the  act,  but  if  it  would  get  low-cost  housing 
and  at  the  same  time  wouldn't  disrupt  the,  building  industry — and  I 
believe  it  would  be  profitable  to  everyone  concerned,  and  I  have  dis- 
cussed it  with  some  industries  that  have  shown  some  interest  in  that 
approach. 

That  is  od^  way,  I  think,  of  getting  low-cost  housing. 

Mr.  O'Coi  nell.  Might  it  not  also  be  profitable  if  the  groups  to 
which  you  refer  were  to  adopt  general  pricing  policies  which  would 
have  the  effect  of  reducing  price  for  the  purpose  of  getting  more 
volume? 

Mr.  Davison.  Oh,  sure,  it  would  be  fine  if  they  would  cut  the 
price,  but  if  I  were  in  charge  of  a  company,  I  wouldn't  cut  my  price  so 
as  to  double  my  output  of  product  if  by  doing  so  I  cut  my  unit  return 
80   percent. 

In  other  words,  I  wouldn't  be  willing  to  sell  twice  as  many  things 
at  20  cents  on  the  dollar.  I  would  rather  sell  half  as  many  with  a 
dollar — it  wouldn't  be  a  dollar  on  a  dollar,  but  20  cents  on  the  sales 
price.  If  I  were  in  the  building  industry — if  it  were  possible  to  cut 
your  price  in  half,  it  isn't,  of  course,  but  if  it  were  possible,  you 
wouldn't  increase  your  sales  enough  to  make  up  the  difference  in 
return. 

The  Chairman.  You  wouldn't  on  the  present  volume  of  construc- 
tion, but  if  the  volume  of  construction  could  be  increased 

Mr.  Davison  (interposing).  But  I  don't  believe  you  could  increase 
it  enough.  If  you  were  selling  something  at  $5  and  there  was  a 
dollar  profit  in  it,  if  you  cut  it,  well,  say  even  $2  profit  in  it,  including 
overhead,  if  you  cut  that  to  $3.50,  that  would  be  50  cents  for  overhead 
and  profit,  and  you  wouldn't  sen  four  times  as  many.  On  the  other 
hand,  if  you  could  continue  selling  that  thing  for  $5  in  the  high-price 
field,  that  is  the  high-priced  home  and  office  building,  and  so  forth, 
and  yet  in  addition  could  get  this  low-cost  market  without  disrupting 
your  high-priced  market,  personally  I  think  it  would  be  interesting 
to  the  industry. 
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The  Chairman.  What  you  say  seems  to  amount  to  the  conclusion 
that  in  your  opinion  there  isn't  sufficient  opportunity  for  expansion 
of  construction  of  homes  to  bring  about  any  great  stimulation  of 
business  in  that  respect. 

Mr.  Davison.  No;  I  don't  quite  say  that.  I  think  that  there  is 
an  opportunity  for  stimulating  homes. 

The  Chairman.  Yes;  of  course  that  is  obvious,  but  is^it  sufficient 
to  make  any  dent  upon  our  economy? 

Mr.  Davison.  I  think  it  is,  but  if  I  were  a  manufacturer,  I  would 
hesitate  to  drop  this  business  that  shows  a  good  return  in  order  to 
have  a  larger  volume  that  had  a  very  small  return.  I  would  like  to 
keep  them  both.  That  happens  in  many  industries.  You  will  have 
an  industry  that  will  sell  to  a  certain  department  store.  A  man  was 
telling  me  last  night,  we  were  discussing  this  thing.  He  had  been  in 
the  business.  He  would  sell  to  one  department  store  at  a  certain 
price  and  they  would  sell  for  $10,  and  another  one  he  would  sell  at 
another  price  and  they  would  sell  for  $8,  and  another  one  at  another 
price,  and  they  would  sell  at  a  different  price. 

A  man  who  was  in  the  business  of  making  smoking  pipes,  or  tobacco 
pipes,  told  how  they  would  make  the  same  pipe  and  they  would  label 
them  and  sell  a  certain  number  at  $5,  some  at  $3,  some  $2,  and  some 
at  50  cents.  It  wouldn't  pay  that  concern  to  sell  them  all  at  50  cents, 
but  it  is  fine  if  you  can  sell  some  at  $5  and  some  at  50  cents. 

I  think  in  this  housing  business  if  it  were  possible  to  have  that  sort 
of  technic,  when  you  can't  sell  with  a  big  mark-up,  take  the  less — 
that,  is  what  they  are  doing  in  foreign  trade.  A  lot  of  industries  are 
selling  at  a  lower  price  abroad  than  they  are  in  this  country. 

The  Chairman.  Is  this  your  experience  that  most  of  these  dealers 
regulate  their  price  according  to  what  the  purchaser  is  willing  and 
able  to  pay? 

Mr.  Davison.  It  is  not  quite  that  conscious.  It  is  a  force  rather 
than  a  conscious  decision.  If  they  can't  sell  any  unless  they  reach  a 
certain  price,  well,  they  may  be  willing  to  dump  in  some  community. 
I  know  some  concerns  from  first-hand  knowledge  that  have,  a  price 
structure  that  is  pretty  immovable,  and  in  a  certain  district  if  they 
can't  get  any  business  unless  they  change  that  price  policy,  they  will. 

Mr.  Dobey.  Don't  the  people  in  Westchester  pay  more  for  the 
same  building  materials,  same  construction,  than  anybody  else  simply 
because  they  have  more  money? 

Mr.  Davison.  Yes. 

The  Chairman.  What  I  get  from  your  testimony,  Mr.  Davison,  is 
that  the  building  materials  dealers  sell  to  the  more  or  less  well-to-do 
persons  in  Westchester  at  higher  prices,  and  what  they  can't  sell  to 
them,  they  dump  in  Long  Island,  and  thereby  Long  Island  gets  the 
benefit  of  the  low  price. 

Mr.  Davison.  That  is  true,  but  I  don't  think  of  it  in  those  terms. 

The  Chairman.  But  however  you  think  of  it,  that  is  what  happens. 

Mr.  Davison.  Yes;  but  it  is  more  a  question  they  can't  sell  in 
Long  Island  unless  they  meet  a  certain  price.  Part  of  that  may  be 
true,  shipping  in  from  abroad  brick  and  lumber,  but  other  places 
where  they  could  ship  in  and  don't  do  it. 

The  Chairman.  Then  the  builders  in  Westchester  ought  to  buy  in 
Long  Island. 
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Mr.  Davison.  They  would  probably  get  into  difficulties  if  they 
tried  it. 

When  a  Long  Island  builder  can't  operate  in  Westchester,  there  is 
something  in  there — I  perhaps  am  taking  too  much  time  on  this 
phase  of  it. 

Exhibit  No.  923 

COST  BREAKDOWN  OF  $2500  HOUSE 

LONG  ISLAND  DEVELOPMENT-1936 
FOUR  ROOMS    NO  BASEMENT 


%  OF  SALES  PRICE 
EXCAVATION  8  GRADING      0.6  1 


HARDWARE 

0.7 

LINOLEUM 

0.7 

ELECTRIC  FIXTURES 

0.7 

ELECTRIC  WIRING 

1.0 

FOUNDATION 

2.8 

MASONRY 

3.0 

PLANS,  PERMITS,  ETC. 
WATER  a  SEWER 

3.9 

PAINTING 

4  0 

HEATING 

5.0 

MISCELLANEOUS'  EXTRA 
EQUIP, OVERHEAD.  ETC. 

LATH  a  PLASTER 


LAND,  STREETS,  WALKS.     Q  . 
a  LANDSCAPING  y  ' 

PLUMBING 


CARPENTRY  LABOR  a 
FLASHING 


9.4 
10.3 
GROSS  PROFIT  16.8 

LUMBER  a  MILLWORK        19.2 


100.0 

The  Chairman.  I  understood  you  to  say  in  describing  this  chart, 
the  break-down  of  the  $2,500  house,  that  this  was  exclusive  of  land. 

Mr.  Davison.  Yes. 

The  Chairman.  There  is  an  item  here,  land,  streets,  walks,  and 
landscaping,  9.1  percent. 
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Mr.  Davison.  Let  me  see  that  again.     I  have  forgotten  which  . 
chart.     I  had  several  of  them.     This  includes  land.     I  am  sorry  I 
made  the  mistake.     I  have  so  many  charts  I  sometimes  slip  on  which 
one  I  am  using. 

The  Chairman.  Did  you  want  to  have  that  inserted  in  the  record? 

Mr.  Davison.  Yes;  if  you  will,  please. 

The  Chairman.  It  is  so  ordered. 

(The  chart  referred  to  was  marked  "Exhibit  No.  923"  and  appears 
on  p.  5324.) 

Mr.  O'Connell.  I  think  you  can  proceed  with  the  second  develop- 
ment of  this  portion. 

Mr.  Davison.  I  think  there  is  a  great  deal  that  can  be  accomplished 
through  this  evolutionary  means,  through  National  Small  Homes 
Demonstration  approach  and  through  improved  merchandising,  and 
improved  merchandising  is  coming  into  the  building  industry.  There 
are  little  tryouts  here  and  there  that  I  have  seen  that  indicate  that 
costs  are  being  reduced  and  new  methods  are  being  developed,  and 
I  think  those  in  industry  will  agree  that  little  progress  is  being  made. 

Now,  if  you  are  going  to  try  and  reach  the  man  who  can  only  pay 
$15  a  month  rent,  or  rent  equivalent,  I  don't  believe  that  you  are 
ever  going  to  get  a  satisfactory  answer  through  any  evolutionary 
approach.  I  think  you  have  got  to  go  into  a  research  program  if  you 
are  going  to  get  to  that  man,  and  I  would  like  to  explain  that  with  an 
analogy.  It  is  a  question  of  what  your  objective  is.  Now,  take  trans- 
portation. If  you  want  to  get  a  means  of  transportation  that  will 
go  a  mile  in  2  minutes,  or  a  mile  in  a  little  less  than  2  minutes,  you 
quite  conceivably  breed  a  better  horse  that  would  be  able  to  make  that 
speed.  I  don't  know  just  how  fast  a  horse  can  go — I  am  not  a  horse 
racer,  or  interested  in  horse  racing — but  that  will  give  the  point.  Now, 
if  you  wanted  a  means  of  transportation  that  would  go  a  mile  in  a 
minute,  you  just  cannot  get  there  by  the  evolutionary  approach,  by 
improved  breeding  of  horses. 

The  automobile  did  not  evolve  from  a  horse  and  buggy.  You  could 
have  bred  horses  until  the  cows  came  home  and  you  never  would  have 
gotten  an  engine.     There  had  to  be  some  real,  basic  research. 

I  want  to  speak  of  pure  research  and  applied  research.  This 
evolutionary  approach  is  what  you  have  got  to  consider  for  the  near 
future,  but  I  want  to  speak  a  little  bit  of  what  we  will  have  to  face 
some  day,  and  we  should  have  faced  years  ago — this  problem  of  re- 
search. 

-Taking  that  transportation  analogy  again,  if  you  wanted  to  trans- 
port a  picture  from  London  to  New  York  in  10  seconds,  it  would  be 
just  completely  hopeless  to  turn  that  sort  of  problem  over  to  the 
Department  of  Agriculture  and  say,  "Breed  a  horse  that  will  take  this 
picture  from  London  to  New  York  in  10  seconds."  That  is  an 
absurd  analogy,  but  I  think  there  is  some  real  truth  in  it,  and  I  think 
we  have  got  to  face  it  sooner  or  later.    , 

When  I  was  in  London  2  years  ago  looking  into  some  housing,  I 
was  told  that  I  ought  to  go  down  to  Cambridge  to  see  a  crystallographer 
by  the  name  of  J.  D.  Bernal.  He  was  working  on  the  housing 
problem.  He  had  set  up  certain  desiderata  for  an  ideal  atomic 
structure  for  an  ideal  exterior  wall.  He  wanted  his  atoms  so  ar- 
ranged that  high  temperature  radiation  would  go  through  and  -low- 
temperature  wouldn't  go  through.     He  wanted  his  atoms  so  ar  anged 
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so  there  wouldn't  be  cleavage  planes  between  the  atoms^  He  wanted 
them  arranged  so  that  you  would  have  bracing  in  different  directions. 
Now,  he  made  some  models  of  atomic  structure.  It  is  inconceivable 
the  infinitesimal  size  that  he  was  working  in.  I  can  give  an  illustra- 
tion of  it.  If  you  took  a  postage  stamp  and  magnified  it  until  it 
covered  the  United  States,  then  your  atoms  would  be  about  an  inch 
apart,  that  is  how  small  a  building  unit  he  was  working  in.  After 
he  had  set  up  his  theoretical  desiderata  and  all  these  various  factors 
that  he  would  like  to  have  in  atomic  structure  for  an  ideal  exterior 
wall,  he  began  looking  around  at  nature  to  see  if  he  could  find  anything 
that  approached  it.  He  found  in  bamboo  a  sort  of  vegetable  silica, 
sort  of  a  vegetable  glass,  that  had  many  of  the  characteristics  that  he 
wanted.     Then  he  made  some  in  the  laboratory,  a  very  small  piece. 

Maybe  this  would  never  be  practical;  he  doesn't  know  whether  it 
can  ever  be  made  commercially.  I  am  talking  of  pure  research.  He 
made  some  in  the  laboratory.  It  was  a  third  the  weight  of  cork,  three 
times  the  compressive  strength  of  cork,  chemically  inert,  inorganic, 
and  noninflammable,  and  if  you  built  a  wall  of  that  material,  you 
would  have  almost  perfect  insulation,  and  it  would  weigh  1  pound  per 
square  foot  of  wall. 

That  sounds  fantastic,  but  it  isn't  half  as  fantastic  as  the  radio  and 
some  other  things  that  we  have  today. 

Now,  it  just  burns  me  up  that  we  are  working  in  housing  and  we 
aren't  doing  any  research  in  housing.  Housing  is  so  much  more  im- 
portant than  television.  I  am  not  running  down  television,  I  think 
it  is  a  swell  thing,  but  it  is  so  much  more  important. 

The  Chairman.  Who  is  conducting  this  research? 

Mr.  Davison.  He  was  doing  it,  and  it  is  very  little  research.  It 
was  just  a  little  sideline  that  he  did  some  work  on. 

The  Chairman.  What  was  his  business? 

Mr.  Davison.  He  is  a  crystallographer,  studying  crystalline  struc- 
ture, how  crystals  are  made. 

The  Chairman.  At  a  university? 

Mr.  Davison.  He  was  at  the  university;  he  is  now  in  the  University 
of  London,  and  I  just  read  in  the  paper  the  other  day  he  has  been 
talking  before  a  group  in  California.  He  may  not  have  the  answer. 
I  am  just  giving  that  as  an  illustration  of  pure  research  approach  to 
housing.  Now  they  have  done  that  pure  research  approach  in  trans- 
portation, in  almost  all  fields,  but  we  haven't  had  a  bit  of  it  in  hous- 
ing, just  a  little  bit,  but  that  is  just  some  work  he  did  on  the  side 
there  in  this  laboratory.  But  there  is  a  tremendous  opportunity  of 
pure  research  in  housing. 

The  most  fantastic  thing  you  could  think  of,  of  what  might  come 
out  of  such  research  wouldn't  be  half  as  fantastic  as  television.  Noth- 
ing that  I  can  conceive  of,  of  which  might  happen  in  housing,  is  half 
as  fantastic  as  television,  but  we  just  haven't  done  any  research  on  it. 

Now  the  United  States  Government  is  spending  next  year,  I 
believe  it  is,  $10,000,000  on  research  in  aviation.  That  is  being 
directed  by  the  National  Advisory  Committee  on  Aviation  composed 
of  representatives  from  industry  and  professional  men  from  the 
Government.  They  are  doing  some  great  things,  but  we  are  not 
doing  anything  in  housing.  The  Government  is  going  to  spend 
hundreds  of  millions  and  industry  is  going  to  spend  billions  on  housing 
and  yet  we  are  not  doing  any  fundamental  research  and  the  possi- 
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bilities  are  tremendous.  Now  I  gave  this  pure  researcn  example  as 
an  extreme  example,  but  then  you  can  come  back  to  the  applied 
research,  which  is  practically  next  year  or  the  year  after. 

I  would  like  just  to  show  a  few  samples  of  material  that  I  brought 
from  various  industries  to  indicate  what  might  be  applied  in  the 
very  near  future. 

There  is  a  panel  called  marinite,  made  by  Johns-Manville.     They 
use  it  on  ships.     That  is  a  half  inch  thick.     It  stood  a  2-hour  fire 
test  at  2,100  degrees  Fahrenheit,  suitable  for  fireproofing  on  ships. 
Nothing  is  being  done  about  using  that  in  housing.     It  could  be. 
The  Chairman.  What  is  its  cost? 

Mr.  Davison.  Now  that  is  an  embarrassing  question.  It  sells  for 
43  cents — no,  wait  a  minute;  it  sells  around  50  cents  a  square  foot. 
I  happen  to  know  from  one  of  the  men  working  in  the  company  that 
that  is  a  specialized  sales  field  with  a  very  limited  market  and  they 
are  making  it  in  a  rather  inefficient  way,  but  he  gave  me  an  esti- 
mate which  I  am  not  a  liberty  to  state  on  what  it  could  be  made  for 
if  they  put  in  full  automatic  machinery,  and  it  would  be  so  cheap  that, 
well,  it  would  cost  half  or  a  third  less  than  any  comparable  present 
existing  building  material  if  they  would  only  use  it  in  place  of  some 
of  the  materials,  say  in  apartment-house  construction.  That  is  one 
material. 

Mr.  Dobey.  Why  don't  they?  Aren't  they  interested  in  using  it 
in  houses  and  developing  it  for  that  purpose? 

Mr.  Davison.  There  are  so  many  reasons  why  they  aren't  I  was 
trying  to  think  which  to  start  with. 

The  Chairman.  You  have  described  it  as  a  fireproof  material. 
Mr.  Davison.  Yes;    but    they    use    that   for   partitions   between 
cabins  on  ships  for  fireproofing.     They  could  use  that.     They  have 
painted  this  on  one  face.     You  could  use  that  as  a  partition,  but 
nothing  else. 

The  Chairman.  How  strong  is  it?  What  weight? 
Mr.  Davison.  That  has  ample  strength,  it  is  much  stronger  than 
plaster  board — ample  strength,  of  course  not  according  to  most  of 
our  codes.  That  is  one  reason  why  they  are  not  using  it.  Our 
present  building  codes  are  one  reason  why  we  are  not  getting  these 
sorts  of  things.  They  were  formed  in  the  days  of  masonry  con- 
struction. Unless  a  wall  is  a  quarter-inch  thick  it  has  to  be  12  inches 
thick  or  something  like  that.  What  I  mean  by  that  is  the  New 
York  building  code  will  permit  a  glass  wall  in  a  building.  Some 
buildings  there  in  New  York  have  glass  walls  three  stories  high, 
that  is  a  quarter-inch  thick,  and  that  will  stand  5  minutes  of  fire 
test,  but  if  you  don't  use  glass  that  will  stand  5  minutes  of  fire  test, 
you  have  to  use  12  inches  that  will  stand  4  hours.  That  is  how 
absurd  some  of  our  building  codes  are. 

Practically  nothing  is  bt;ng  done  about  it,  and  some  of  the  compan^ 
ies  that  have  products  of  this  sort,  I  don't  blame  them  for  not  going  out 
and  trying  to  change  the  whole  world.  It  would  be  quite  an  expensive 
proposition  to  put  it  over,  but  I  think  the  Government,  if  they  would 
get  back  of  the  research  program  such  as  the  National  Advisory  Com- 
mittee for  Aviation  are  conducting,  and  have  the  same  sort  of  program 
in  housing,  within  a  couple  of  years  they  could  have  built  and  demon- 
strated, tested  and  everything,  an  apartment  house  costing  not  more 
than  $500  per  room,  including  all  equipment  and  everything.     We 
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have  made  preliminary  drawings  and  estimates  and  taken  prices  that 
we  know  about  of  materials  on  shelves,  and  I  am  certain  that  with  the 
proper  set-up  with  representatives  from  industry,  technical  representa- 
tives from  Government,  with  ample  funds,  that  within  2  years  they 
would  have  proven  that  you  could  build  apartment  houses  from  the 
standpoint  of  the  tenant  better  than  any  today  at  half  the  cost  or  less. 

The  Chairman.  How  many  other  new  materials  do  you  have  knowl- 
edge of? 

Mr.  Davison.  I  have  quite  a  few. 

Mr.  Henderson.  Mr.  Chairman,  may  I  ask  a  question? 

Mr.  Davison,  in  response  to  the  question  as  to  why  new  materials 
weren't  used,  you  said ..  there  |were  many  reasons.  But  isn't  one  of 
the  principal  reasons  the  fact  thatjthe  manufacturer  of  a  particular 
material  is  not  also  a 'manufacturer  of  houses? 

Mr.  Davison.  Right.  That  is  very  true,  and  this  has  to  be  used  in 
combination  with  other  things.  For  example,  a  man  might  have  the 
best  carburetor  in  the  world,  when  they  were  using  horses  and  buggies 
and  it  wouldn't  be  worth  anything,  and  somebody  else  might  have  a 
good  piston  rod  and  another  man  a  good  tire,  but  this  can't  be  used 
alone,  it- has  to  be  used  with  other  things.  Bethlehem  Steel,  for  ex- 
ample, have  one  product — they  made  a  few  up  for  us — combined  with 
this  to  make  a  nice  exterior  wall,  but  neither  of  them  alone  can  make  a 
satisfactory  wall,  and  this  will  almost  do  a  satisfactory  building.  You 
have  to  have  floors  and  the  other  things  but  there  is  enough  stuff  lying 
around  to  do  it. 

The  Chairman.  How  many  other  materials  of  this  kind  do  you  have 
knowledge  of? 

Mr.  Davison.  Well,  here  are  two  more  materials  made  by  that  same 
company. 

The  Chairman.  Before  you  go  into  the  description  of  the  materials 
I  am  trying  to  develop  numbers  now.  You  have  two  more.  That 
makes  three.     Have  you  any  others  here  this  morning? 

Mr.  Davison.  Yes,  and  I  can  tell  of  others  I  haven't  got  here.  I 
have  only  six  samples  here  but  I  could  tell  you  of  at  least  six  others  that 
I  haven't  got  here. 

The  Chairman.  At  least  there  are  12  different  materials  which 
could  be  used  for  building  construction  to  much  better  advantage  than 
the  present  materials,  according  to  your  point  of  view. 

Mr.  Davison.  I  would  say  at  least  a  dozen  and  there  might  be  a  lot 
more  and  there  might  be  one  or  two  less.  We  made  a  list  a  while  back 
of  some  of  the  various  fields  that  should  be  explored  in  this. 

The  Chairman.  If  those  were  developed  for  commercial  use,  they 
would  displace  materials  that  are  now  in  common  use,  would  they  not? 

Mr.  Davison.  Yes,  sir;  decidedly. 

The  Chairman.  And  therefore  they  would  have  an  immediate  effect 
upon  the  profit  and  the  employment  of  those  who  are  turning  out  the 
other  materials  for  which  they  would  be  substituted? 

Mr.  Davison.  They  would. 

Mr.  Henderson.  Let  me  ask,  Mr.  Chairman,  isn't  it  possible  that 
there  would  be  an  increase  in  building  if  these  were  introduced  so  that 
the  total  employment  for  all  kinds  of  material  would  be  considerably 
increased? 

Mr.  Davison.  That  is  true,  and  you  are  not  going  to  get  the  volume 
of  building,  you  can't  get  525,000  dwelling  units  a  year  on  a  sound 
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basis — you  might  get  them  in  overbuild  or  something  of  that  sort, 
but  you  wouldn't  get  them  on  a  sound  basis — without  subsidy  unless 
you  are  able  to  build  a  dwelling  unit,  either  free-standing  or  apartment 
house,  that  will  rent  for  $15  a  month  per  unit. 

As  I  said  in  that  first  talk  where  I  was  using  all  those  figures,  I 
wanted  to  prove  you  can't  get  the  volume  you  are  out  for  unless  you 
do  get  into  something  like  this.    It  is  just  impossible. 

The  Chairman.  And  there  is  no  way  of  getting  into  this  except  by 
way  of  research,  either  on  the  part  of  some  manufacturer  who  would 
make  a  profit  out  of  the  sale,  or  pure  research  by  the  Government  for 
the  benefit  of  all  who  might  be  interested  in  the  construction  industry, 
either  from  the  point  of  view  of  the  suppliers  of  material,  the  builders, 
or  the  owners. 

Mr.  Davison.  Yes;  that  is  true.  The  difference  you  are  making 
between  pure  research  and  applied  I  wouldn't  have  given  quite  the 
same  way.  The  Government  can  do  applied  research — I  should 
think  they  should  do  both — and  in  2  years  I  believe  they  could  demon- 
strate a  house  at  half  the  cost,  with  better  quality  than  we  now  have. 
At  the  same  time  we  ought  to  do  some  pure  research,  but  temporarily 
let's  forget  the  pure  research  and  talk  of  what  might  be  done  in  2 
years. 

I  don't  believe  any  one  industry  can  or  will  develop  an  apartment 
house  at  half  the  cost  of  existing  methods.  There  are  too  many 
different  industries.  You  have  to  have  a  central  clearinghouse.  In 
this  National  Small  Homes  Demonstration  project  we  had  a  central 
committee  there  from  the  various  industries,  but  as  far  as  research 
or  applied  research  went,  there  was  almost  none.  Some  companies  did 
a  little,  but  after  all,  well,  it  was  something  new  and  "Why  stick  our 
necks  out?"  It  is  going  to  take  a  central  group  to  guide  this  and  to 
force  this  thing  along. 

The  Chairman.  In  other  words,  to  develop  materials  of  this  kind 
it  is  necessary  to  have  the  active  interest  and  work  of  some  large 
organization,  either  a  business  organization  or  the  Government. 

Mr.  Davison.  And  I  don't  believe  a  purely  business  organization 
can  do  it  because  they  are  such  a  small  factor  in  the  whole  picture. 
For  example,  if  you  had  a  committee,  say,  of  five  Government  housing 
experts  and  five  men  from  industry,  and  five  technical  experts  from 
some  of  the  universities,  and  so  on,  and  the  man  from  Johns-Manville 
said,  "That  would  make  a  swell  wall  for  apartment  houses,"  and  this 
committee  after  study  and  analysis  and  test  said  it  would,  then  you 
might  be  able  to  sell  the  Johns-Manville  Co.  on  making  it.  If  one  of 
their  technical  men  tries  to  do  it,  he  hasn't  the  chance  of  a  snowball, 
and  so  forth. 

The  Chairman.  Your  testimony  illustrates  very  strikingly  the 
principal  characteristic  of  the  modern  era,  that  all  of  these  devices 
which  make  life  so  easy,  luxurious,  and  simple,  like  this  microphone, 
for  example,  and  the  telephone  and  the  electric  light,  are  possible  only 
because  of  broad,  cooperative  effort. 

Mr.  Davison.  Yes. 

The  Chairman.  They  cannot  be  developed  by  an  individual  acting 
alone.  Now  your  difficulty  in  housing  is  that  an  individual  building  a 
home  can  get  his  material,  historically  speaking,  right  where  he  lives. 
He  chops  down  some  trees  in  the  wood  in  order  to  get,  logs  with  which 
to  build  houses.   We  are  still  building  log  houses  out  in  Wyoming,  for 
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example,  in  some  places.  But  to  build  homes  of  the  material  that  you 
have  here  it  would  be  absolutely  necessary  to  have  collective  effort. 

Mr.  Davison.  Yes,  sir;  and  taking  this  as  an  example,  this  micro- 
phone, there  is  a  very  simple  problem  that  one  company  can  develop, 
but  you  take  everything  that  is  in  this  room — this  isn't  a  very  good 
example  because  about  all  you  have  is  stone  and  microphones,  but  in 
a  house  you  have  so  many  different  companies  represented. 

The  Chairman.  Of  course  we  have  the  most  important  of  all,  we 
have  a  few  brains  in  here,  or  at  least  we  hope  so. 

Mr.  Davison.  I  am  glad  you  mentioned  that.  [Laughter.]  In  this 
research  you  have  got  to  have  two  approaches.  You  have  got  to  study 
also  how  people  live  and  what  they  do.  We  know  almost  nothing 
about  how  people  live  and  what  they  need  for  houses.  There  has  been 
only  one  basic  good 'study  that  \  know  of,  and  it  was  made  by  a 
German  in  Sweden  who  is  now  a  Rockefeller  fellow  and  is  going  to  be 
at  Minnesota  this  year.  He  went  in  and  had  people  stay  with  the 
family  day  in  and  day  out  and  schedule  what  they  did  every  few  minutes 
throughout  the  day,  and  represent  it  graphically.  You  have  to  study 
how  human  beings  live,  too,  but  I  am  limiting  myself  to  a  discussion 
of  the  technical  phases  of  housing.  You  certainly  have  to  take  in  the, 
human  being,  as  you  suggest,  but  that  is  another  thing  and  that  should 
be  in  this  study. 

In  an  outline  I  made  here  for  research-1-!  was  on  the  Housing 
Council  of  the  League  of  Nations  and  they  were  discussing  the  possi- 
bility of  setting  up  an  international  housing  research.  We  are  still 
discussing  it.  The  very  first  thing  would  be  a  study  of  how  people 
live.  The  next  thing  would  be  to  get  into  the  technical  side.  You  have 
to  consider  both  of  them. 

Getting  back  to  these  materials,  there  are  a  lot  of  materials  that 
are  commercially  available  today,  or  have  been  made  in  pilot  plants, 
which  could  be  put  into  commercial  production,  that  would  give  you 
a  very  much  more  livable  house — and  I  say  livable  rather  than 
stronger  or  anything  of  that  sort — than  we  have  today,  at  about  half 
the  cost. 

Now,  this  (Transite)  wouldn't  stand  the  same  load  test  that  you 
get  on  a  brick  wall,  but  who  needs  it?  We  have  strength  in  the  wrong 
places  in  building.  You  don't  need  all  that  compressive  strength  you 
have,  you  need  lateral  strength.  You  take  a  sheet  of  this  8  feet  long 
and  support  it — if  you  took  a  brick  wall  and  laid  it  horizontally,  the 
brick  wall  would  break  of  its  own  weight;  this  wouldn't.  The  brick 
wall  as  a  bearing  wall  would  stand  a  lot  more  than  this,  but  after  all, 
the  economical  way  of  supporting  floors  isn't  by  walls,  it  is  by  columns. 
They  found  that  in  skyscraper  construction.  They  have  a  column 
every  20  feet  or  so.  They  support  the  floors  with  that.  All  they  use 
a  brick  wall  for  is  to  fill  in  between  those  floors  and  the  columns  and 
floors  support  the  wall. 

If  you  are  going  to  support  the  wall,  why  should  the  wall  be  a  bearing 
wall?  Why  should  you  not  use  something  of  this  sort  and  let  it  be  a 
curtain  wall  and  save  a  lot  of  money?  But  it  is  going  to  take  some 
organization  to  bring  these  things  together.  There  is  an  awful  lot  of 
that. 

For  single-family  houses  there  is  a  plywood  with  an  asbestos  board 
glued  to  both  faces  with  a  phenol  formaldehyde  glue  that  is  water- 
proof.    You  could  build  individual  houses;  you  might  build  two-story 
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row  houses  out  of  a  material  like  that,  at  a  fraction  of  the  cost  of  our 
present  wall. 

Here  is  another  insulating  material  that  has  been  impregnated.  It 
is  an  ordinary  insulating  board  impregnated  with  a  new  process  that 
makes  the  face  waterproof  and  very  hard.  Tests  haven't  been  fully 
run  on  this  but  it  is  possible  that  that  material  might  make  an  ex- 
cellent wall  of  a  building.  All  you  would  have,  say,  would  be  2  inches 
of  insulating  material  for  the  wall  of  your  building.  We  used  to  build 
brick  walls  16  inches  thick,  and  they  were  fairly  satisfactory.  They 
didn't  leak  very  often.  Then  we  cut  them  down  to  12,  and  then  cut 
them  to  8.  When  we  got  a  brick  wall  8  inches  thick  in  order  to  cut 
costs,  we  had  to  add  a  waterproof  membrane  on  the  back,  and  then 
we  had  to  add  insulation  in  order  to  have  a  satisfactory  home. 

Instead  of  having  a  bearing  wall  you  waterproof  and  insulate,  it 
would  be  very  much  simpler  just  to  take  an  insulating  material  and 
waterproof  it  and  support  it.  Of  course,  that  is  an  entirely  different 
approach  and  the  brick  manufacturers  aren't  going  out  to  develop' 
that  sort  of  approach. 

The  Chairman.  Won't  you  name  the  various  materials  you  have 
there? 

Mr.  Davison.  Well,  this  is  Transite  encased  insulating  board.  It 
consists  of  2  inches  of  fiber  insulation  board.  There  are  several  com- 
panies that  make  this.  This  particular  sample  was  made  by  J-M, 
but  at  least  three  companies  in  this  country  are  making  this.  It  has 
one-eighth  inch  of  Transite  on  each  face  of  asbestos  board.  It  has 
been  used  in  prefabricated  houses  but  isn't  exactly  satisfactory  be- 
cause you  will  get  a  little  moisture  penetration  and  it  delaminates,  but 
if  J-M  or  anyone  else  that  is  in  this  business  really  saw  a  tremendous 
market  for  this  stuff,  if  a  central  group  here  built  a  house  and  popular- 
ized it,  they  could  make  that  so  it  wouldn't  delaminate.  It  isn't 
satisfactory  but  it  could  be  made  so. 

Here  is  another  material  which  is  called  expanded  Transite.  This 
is  similar  to  your  Transite  encased  insulating  board,  except  instead  of 
having  an  insulating  board  core,  they  have  an  expanded  Transite 
which  is  cement  and  asbestos  fiber.  They  made  some  of  this.  They 
are  not  in  production  now.  They  did  make  quite  a  few  feet  of  it. 
That  material  alone  I  don't  think  is  much  good,  but  if  that  material 
had  reenforcing  rods  in  it  and  you  made  that  4  feet  high  and  12  feet 
long,  with  some  reenforcing  rods  in  it,  and  a  window  sill  here  and  win- 
dow head  at  the  bottom,  and  you  sold  that  not  as  a  building  material 
but  as  a  completed  wall,  you  would  get  a  wall  running  about  50  cents, 
it  might  run  a  little  higher  than  that,  a  square  foot,  for  finished  wall, 
and  you  would  have  better  insulation  than  you  have  in  a  brick  wall 
and  you  wouldn't  have  these  moisture  problems  that  everyone  is 
faced  with  today  and  which  of  course  the  Bureau  of  Standards  is 
working  on,  trying  to  see  how  to  stop  brick  walls  leaking,  and  the 
reports  I  get  are  that  they  are  having  a  great  deal  of  difficulty  on  that 
particular  problem. 

I  could  show  you  an  illustration  of  what  this  thing  might  look  like, 
if  you  care  to  see  it.     Shall  I  show  that  or  not? 

The  Chairman.  It  might  be  very  interesting. 

Mr.  Davison.  This  is  a  cross-section  of  the  Beaux  Arts  Apartment 
house.  This  isn't  the  Beaux  Arts  but  the  Beaux  Arts  looks  quite 
similar  to  that,  where  you  have  your  horizontal  wall  band  and  then 
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you  have  windows  and  blank  panels  and  windows.  We  made  the 
drawing  exactly  as  it  occurred  in  the  Beaux  Arts  Apartments  and  we 
had  Mr.  Burge  who  was  working  for  us,  who  had  been  estimator  for 
Starrett  Bros.  &  Eken,  estimate  the  cost  of  this  wall  per  linear  foot 
and  then  we  divided  it  into  cost  per  square  foot.  He  estimated  this 
wall  would  cost,  back  in  1932,  $1.92  per  square  foot.  I  think  that  is 
a  little  high;  I  think  today  we  might  be  able  to  do  it  for  $1.25  or  $1.50. 

We  also  estimated  the  theoretical  cost — I  want  to  emphasize 
theoretical  cost — of  a  wall  of  this  character  (expanded  Transite)  with 
a  light  truss  in  it — as  I  said,  we  would  build  it  with  a  light  truss 
imbedded  in  the  material,  with  a  window  sill  at  the  top  and  window 
head  at  the  bottom — and  the  cost  would  be  15  cents  per  square  foot 
of  wall. 

That  performs  the  function  of  this  I-beam  in  other  construction 
which  carries  floor  and  wall,  and  this  costs  23  cents  per  square  foot 
of  floor  area.  In  other  words,  you  would  get  your  truss,  your  floor- 
carrying  beams,  your  window  sill  and  window  head  at  less  than  the 
cost  of  this  I-beam.  Then  your  only  additional  cost  for  your  wall 
is  the  insulating  material  that  you  encase  with,  ^lus  the  waterproof 
coating. 

I  might  say  on  the  truss,  we  got  a  price  from  Bethlehem  Steel  on  a 
quantity  of  only  200  of  these  trusses,  of  15  cents  a  square  foot,  and 
as  to  their  strength,  when  we  first  designed  this  truss  I  took  it  to  one 
of  the  big  steel  companies  and  their  chief  consulting  engineer  analyzed 
it.  We  had  a  little  strap  iron  for  the  floor  to  rest  on.  He  said  we 
would  have  to  put  in  10-inch  channel  to  carry  the  load.  I  went 
around  to  the  American  Institute  of  Steel  Construction  and  said, 
"I  don't  know  as  much  as  this  man  but  I  believe  he  is  wrong  and  I 
want  somebody  to  tell  me  I  am  right."  And  they  said,  "We  have 
an  engineer  who  has  worked  in  an  iron  and  steel  company  and  he 
knows  how  to  figure,"  so  he  figured  it  and  he  said  it  would  go  five 
times  design  load.  So  we  built  the  truss  down  at  Bethlehem  and 
tested  it  and  it  wrent  over  five  times  design  load.  I  went  back  to  this 
engineer  with  the  steel  company  and  he  said,  "I  was  just  following 
the  handbook." 

Now  there  is  too  much  of  that  following  the  handbook.  You  have 
got  to  break  away  from  some  of  those  old  ideas. 

In  this  particular  four-story  building  here,  we  estimated  that  for  the 
corner  column  we  could  carry  a  four-story  building  with  a  2%  by 
2%  by  y2  inch  angle,  that  is  an  angle  2%  inches  this  way  and  2K  inches 
this  way  and  only  %  inch  thick  to  carry  a  four-story  building.  That 
sounds  pretty  bad,  but  as  a  matter  of  fact  that  figure  is  in  the  hand- 
book. By  having  a  truss  4  feet  high  and  12  feet  long,  surrounded  with 
the  window  sill  here,  the  window  head  here  and  an  angle  iron  at  each 
end,  that  braces  the  corner  column  in  two  directions  so  the  unbraced 
column  is  only  4  feet,  and  right  out  of  the  handbook,  any  engineer — 
I  have  the  data  here  if  you  want  to  insert  it  in  the  record — can  figure 
you  can  carry  a  four-story  building  on  a  2^  by  2%  by  %  inch  angle. 

Well,  of  course  you  couldn't  possibly  build  a  thing  Hke  that  in  any 
city  because  the  building  codes  don't  recognize  that  sort  of  thing. 
But  if  the  Government  had  a  central  housing  research  and  would  build 
a  thing  of  this  sort,  test  it,  certify  to  the  fact  that  it  will  carry  the 
load,  then  you  might  be  able  to  do  something.     I  have  been  talking 
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just  about  exterior  walls.     This  applies  to  everything  in  the  house. 
There  isn't  a  thing  in  the  house  that  is  done  right. 

Mr.  Dobey.  Are  these  various  materials  that  you  have  mentioned 
patented  products? 

Mr.  Davison.  Are  they  what? 

Mr.  Dobey.  Are  they  patented? 

Mr.  Davison.  Patented? 

Mr.  Dobey.  Yes. 

Mr.  Davison.  Well,  some  of  them  are,  but  there  are  three  companies 
making  this.  I  don't  know  whether  they  have  an  interlocking  patent 
arrangement  or  not.  This  particular  material  here  of  course  is 
patented  (referring  to  Marinite).  But  I  have  seen  quite  a  few  other 
materials  that  approach  this.  I  don't  mean  these  are  all,  but  these  are 
just  a  few  examples  to  illustrate  that  there  are  today  commercially 
available  materials  which  can  do  something  if  they  are  worked  with. 

Mr.  O'Connell.  Of  course,  there  would  be  a  substantial  amount  of 
resistance  to  the  sort  of  change  that  you  are  proposing,  would  there 
not,  not  only  from  building  codes  but  other  groups  that  are  now 
supplying  various  types  of  materials  such  as  the  chairman  said  that 
would  be  supplanted.  Do  you  think  that  resistance  would  be  more 
easily  overcome  if  a  research  organization  such  as  the  one  you  sug- 
gested were  set  up? 

Mr.  Davison.  Yes;  I  think  that  is  the  only  way  you  could  over- 
come it.  The  Government  couldn't  possibly  do  this  alone,  in  my 
opinion.  If  the  Government  didn't  have  somebody  else  to  pass  the 
buck  to  they  would  just  get  in  awful  hot  water  trying  to  do  this  thing. 
At  the  Bureau  of  Standards  they  don't  dare  even  mention  when  they 
run  a  test  what  they  are  testing  because  of  somebody  whose  material 
didn't  test  as  well,  and  so  on,  and  so  on. 

(Mr.  Henderson  assumed  the  chair.) 

Mr.  Dobey.  I  was  going  to  suggest  that,  on  the  other  hand,  the 
Government  or  any  other  body  that  promoted  the  use  of  those  prod- 
ucts would  certainly  be  assured  of  active  cooperation  of  people  who  had 
patented  them. 

Mr.  Davison.  Yes;  I  think  they  would,  but  if  you  built  a  test  apart- 
ment building,  say  you  built  a  4-story  apartment  building,  you 
might  have  in  it  12  different  materials,  and  publish  the  tests  and 
publish  the  names  of  the  materials  that  these  tests  are  on  and  then 
let  people  make  their  selections.  I  don't  think  it  would  be  limited 
to  any  one  firm  by  any  means.  You  might  have  metal,  and  there  is 
a  whole  variety  of  things  that  could  go  into  such  a  thing.  You  might 
use  gypsum  plank  for  your  floors.  There  are  a  lot  of  things  that  could 
be  considered  in  this.  What  I  think  would  be  very  essential,  if  you 
had  any  hopes  of  success,  is  that  you  set  your  budget  first,  you  say 
this  thing  shall  not  cost  over  $500  a  room  for  a  4-room  apartment, 
then  you  budget  it  down,  and  that  allows  50  cents  a  square  foot  of 
floor  and  50  cents  a  square  foot  of  wall,  so  much  for  partitions,  so 
much  for  plumbing,  and  so  much  for  heating,  and  then  say,  "We  will 
not  test  any  material  that  doesn't  come  within  this  budget,"  and  that 
is  the  way  you  are  going  to  get  some  place.  This  idea  of  testing 
materials,  cost  what  it  may,  I  don't  think  is  going  to  get  the  results 
that  you  need. 

Acting  Chairman  Henderson.  I  gather  what  you  are  saying,  Mr. 
Davison,  is  that  you  look  at  this  big  potential  market  which  exists  for 
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housing  and  for  the  employment  of  men  and  funds,  and  you  say, 
"How  do  we  reach  that  market?  We  have  got  to  have  a  house  that 
would  cost  $500  a  room  for  four  rooms."  Then  you  would  try  to 
put  the  best  technical  brains  to  work  at  meeting  that  particular  de- 
mand ;  you  would  try  to  bring  the  house  and  the  demand  sector  to- 
gether rather  than  attempting  to  find  what  is  the  lowest  cost  for  ex- 
isting materials  and  then  totaling  those  costs.. 

Mr.  Davison.  Yes;  now  let  me  give  an  illustration  of  that.  I  was 
talking  a  while  back  with  Delano  on  this  same  problem,  and  he  said 
he  knew  Ford  in  the  days  when  everyone  thought  Ford  was  crazy, 
and  he  said  to  Ford,  "How  did  you  get  that  price  of  $365  for  your 
automobile?" 

Ford  said,  "Why,  I  wanted  to  sell  for  $1  a  day." 

Now  you  have  got  to  use  that  same  technique  in  this  thing.  You 
have  got  to  say,  "We  want  an  apartment  house  or  a  single-family  house 
that  we  can  rent  or  rent  equivalent  at  $1  a  day  or  less  than  a  dollar  a 
day,  and  we  are  just  not  going  to  consider  anything  that  doesn't  come 
within  that,  and  if  we  have  to  leave  off  the  self-starter,  and  if  we  have 
to  leave  off  the  spare  tire,  that's  too  bad  but  we  are  going  to  come 
within  that."  I  think  we  can  have  the  self-starter  and  the  spare  tire 
and  a  few  other  things;  I  believe  that  this  apartment  house  with  new 
methods — and  I  am  not  speaking  of  any  particular  new  methods,  but 
if  you  had  the  right  group  running  this  thing  I  am  sure  you  would 
get  several  apartment  houses  that  would  be  twice  as  livable  as  we  have 
now — not  twice  as  livable,  but  as  livable  and  more  livable  than  we 
now  have — at  half  the  cost. 

Mr.  Chawner.  You  mentioned  building  costs  as  being  one  of  the 
difficulties  that  you  run  into  in  introducing  materials  of  this  kind. 
The  possibilities  of  the  use  of  wall  materials  that  you  have  indicated 
here  look  very  promising. 

Mr.  Davison.  Yes. 

Mr.  Chawner.  What  would  the  Federal  Government  do  in  the 
way  of  developing  new  building  codes? 

Mr.  Davison.  Back  in  1923  the  Bureau  of  Standards  ran  quite  a 
few  tests  on  plumbing,  called  the  Hoover  Plumbing  Code,  the  Bureau 
of  Standards  minimum  requirements  for  plumbing.  They  said  a 
3-inch  stack  was  ample,  that  venting  under  certain  conditions  was 
ample,  and  so  forth.  Everyone  knows  about  that,  and  most  people 
agreed  that  that  would  be  satisfactory.  Now  it  isn't  worth  while  for 
the  builder  to  fight  his  local  code  just  to  change  from  a  4-inch  to  a 
3-inch  stack  and  eliminate  a  few  vents.  There  isn't  enough  saving  in 
dollars;  there  may  be  a  large  percentage  of  saving,  but  it  isn't  enough 
on  the  job  or  in  dollars  to  make  it  worth  his  while  fighting.  Now 
suppose  everything  in  the  apartment  house  violated  the  building  code 
and  you  were  able  to  cut  the  cost  in  half,  there's  something  worth 
fighting  for.  Suppose  you  built  this  experimental  apartment  house 
and  used  maybe  12  different  construction  methods  and  materials  in  it. 
Taking  the  fire  angle  of  the  building  code;  take  the  strength  first,  and 
load  the  floors  the  maximum  that  you  could  possibly  get  under  human 
occupancy ;  you  might  figure  that  you  would  have  people  in  that  room 
shoulder  to  shoulder,  and  figure  the  maximum  that  is  possible,  and 
then  see  what  your  flexion  is,  and  so  on,  and  load  it  up  to  what  you 
want  as  a  factor  of  safety.  Now  the  factors  of  safety  in  the  building 
industry  run  all  the  way  from  5  to  50. 
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Let's  take  a  reasonable  factor  of  safety  and  if  you  are  aiming  at  a 
very  low  cost  you  are  going  to  reexamine  your  reasonable  factors  of 
safety.  Where  you  are  not  thinking  in  costs  you  may  say,  "Oh,  well, 
we  may  as  well  have  a  factor  of  safety  of  10,"  and  so  on,  but  when  you 
are  trying  to  get  a  low  cost  you  reexamine  those  factors  and  see  whether 
they  are  really  needed.  I  don't  know  of  any  apartment  buildings 
that  have  fallen  down  in  this  country  after  they  were  erected,  and  I 
don't  know  of  any  houses  that  have  fallen,  but  I  think  our  codes  are 
altogether  too  strong.  When  you  take  them  on  the  fire  angle,  and 
there  is  one  of  our  big  angles;  in  the  Bureau  of  Standards  test,  for 
example,  they  have  a  gas  furnace  and  they  move  it  up  against  the 
sample.  Well,  now,  let's  build  a  room,  a  typical  room,  12-by  12-foot; 
and  we  have  a  third  of  the  area  glass.  Let's  move  this  up  against  a 
gas  furnace,  and  at  the  end  of  5  minutes  you  have  a  temperature  of 
something  like  1,200°  or  1,300°  F.  and  your  glass  window  goes.  Now 
how  long  could  a  person  stay  in  that  room  after  that  glass  went? 
Well,  if  a  man  would  be  dead  at  the  end  of  15  minutes,  why  do  you 
want  the  rest  of  the  wall  to  stand  4  hours?  Let's  look  into  some  of 
those  things.     Some  of  these  building  restrictions  there  is  no  sense  to. 

Mr.  Chawner.  Do  you  think  the  Federal  Government  could  set 
certain  standards  of  use,  if  the  Federal  Government  would  say  that 
this  wall  would  be  suitable  for  a  particular  use,  that  the  force  of  public 
opinion  would  compel  the  local  communities  to  adopt  these  materials 
and  make  them  permissible  under  the  local  building  codes? 

Mr.  Davison.  If  you  could  build  a  swell  apartment  house  just 
outside  of,  say  Minneapolis  Building  Code  limit,  at  $500  room  cost 
and  inside  it  was  $1,000,  I  think  the  city  fathers  and  everyone  con- 
cerned would  pretty  soon  change  that  code.  They  are  not  interested 
in  whether  you  can  do  just  a  stack  at  50  percent  less  cost;  that 
wouldn't  make  any  difference,  but  if  you  could  do  the  whole  thing  it 
would.  But  I  don't"  believe  it  would  be  safe  to  let  the  Federal 
Government  establish  'minimum  requirements.  I  think  there  should 
be  a  little  different  approach.  Build  an  apartment  house  at  $500 
room  cost  and  then  say  to  the  Federal  Government,  "You  prove  to  us 
that  this  isn't  safe."  There  is  quite  a  difference.  The  present 
standards  that  they  have  in  mind,  in  my  opinion,  are  needless.  Their 
walls  should  stand  a  2-hour  test  when  the  window  goes  out  in  5 
minutes.  Who's  going  to  stay  in  that  room?  If  they  are  going  to 
fry  the  people  in  the  room  at  the  end  of  10  minutes,  for  the  safety"  of 
life  why  do  you  want  the  wall  to  stand  for  2  to  4  hours? 

Mr.  Chawner.  I  think  we  all  agree  that  these  building  codes  are  a 
distinct  hindrance  to  the  use  of  improved  methods.  I  should  think 
it  would  be  valuable  for  us  to  develop  a  means  by  which  the  Federal 
Government  might  be  helpful. 

Mr.  Davison.  Yesterday  I  spent  2  hours  talking  with  the  cnairman 
of  one  of  the  building-code  committees  that  is,  in  the  Government, 
and  what  they  have  in  mind  for  minimal  building  codes  is  altogether 
out  of  line,  in  my  opinion,  with  what  we  should  have  for  minimal 
codes,  and  I  don't  think  we  are  going  to  get  them  to  consider  revising 
the  codes  sufficiently  downward  until  you  have  a  physical  demonstra- 
tion for  them  to  see. 

Mr.  Chawner.  You  are  referring  now.  to  a  typical  building  code 
which  the  community  might  use  as  a  suggestion  to  the  Federal 
Government. 
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Mr.  Davison.  Suppose  that  the  Government  had  a  research  organ- 
ization similar  to  the  National  Advisory  Committee  on  Aviation,  only 
in  housing.  Suppose  at  the  end  of  a  year  and  a  half  they  had  a  four- 
story  apartment  building  here,  part  four-story,  part  two-story,  using 
different  materials  in  different  wings,  and  so  forth,  and  then  load  that 
up  with  furniture  and  just  overload  it  with  furniture,  the  absolute 
maximum  that  anyone  could  put  into  it,  and  then  have  your  fire 
chiefs  and  experts,  and  so  forth,  around  and  test  this  thing  and  if  they 
find  that  at  the  end  of  15  minutes  with  this  the  whole  building  goes 
and  anyone  in  it  would  be  smothered  if  they  were  still  in  the  building, 
or  at  the  end  of  a  half  hour,  whatever  it  may  be,  what  is  the  sense  of 
having  the  test  carry  appreciably  beyond  the  period  at  which  people 
would  be  dead  anyhow? 

Mr.  Dobey.  I  think  some  of  those  building  codes  may  be  attacked 
legally  on  the  ground  that  they  aren't  reasonable  to  police  regulations 
and  that  they  restrict  the  flow  of  goods  in  interstate  commerce. 

Mr.  Davison.  I  am  not  worried  at  all.  If  you  once  prove  that 
you  can  do  a  $500  room  cost  that  is  satisfactory.  If  you  can  demon- 
strate it  here  I  think  the  cities  will  be  awfully  fast  to  take  it  up.  What 
you  might  possibly  do  with  the  Government  would  be  to  say  "Here, 
we  will  loan  $500  for  U.  S.  housing  in  your  community  and  you  can 
have  your  own  building  code  if  you  want  to  put  up  the  other  $500", 
and  I  think  they  would  pretty  soon  come  across.  I  don't  think  you 
have  to  do  it  particularly  by  legal  means;  I  think  if  you  just  demon- 
strated thaJ,  it  is  possible  to  do  it  it  would  go*  very  fast. 

Mr.  Sto  je.  Mr.  Davison,  isn't  it  a  fact  that  most  building  codes 
now  provide  for  new  materials  provided  that  the  safe  construction 
and  soundness  of  those  materials  could  be  demonstrated? 

Mr.  Davison.  Yes,  they  do;  but  there  are  several  answers  to  that. 
I  know  some  people  who  have  tried  to  get  new  methods  across  in 
local  communities  and  it  just  isn't  worth  the  effort.  If  you  only 
have  a  few  things  in  the  building,  if  everything  is  wrong,  unless  you 
have  a  product  that  is  very  much  better  it  isn't  worth  the  effort.  We 
don't  have  a  product  that  is  enough  better  for  the  whole  house  to 
make  it  worth  the  effort  to  try  to  change  the  code.-  Where  you  do 
have  right  qf  appeal,  the  codes  are  frequently  worded  in  this  sort  of 
way.  They  will  say:  Steel  column  must  be  protected  by  an  insulating 
material,  by,  say,  4  inches  of  brick  or  8  inches  of  brick  and  4  inches  of 
concrete,  whatever  it  may  be,  or  other  material  which  will  prevent  a 
temperature  rise  of  more  than  250°  at  the  end  of  an  hour.  There 
they  will  give  you  a  chance  of  appeal,  but  how  do  we  know  that  we 
need  that?  Maybe  we  could  have  a  steel  column  without  any  insu- 
lation. Maybe  you  don't  care  if  it  rises  250°  in  an  hour,  or  even 
1,000°  in  an  hour.  Maybe  the  people  would  be  cooked  long  before 
that  time. 

Mr.  Stone.  Your  objection  is  that  the  standards  set  by  such  codes 
are  too  high  for  real  need? 

Mr.  Davison.  They  are — they  may  not  be  too  high  for  real  need 
if  you  are  having  a  30-  or  40-story  building  because  you  might  be 
4  hours  in  the  top  of  a  30-story  building  with  a  very  swell  fire  on  the 
first  floor,  but  I  think  they  are  altogether  too  high  for  a  two-  or  four- 
story  building. 

In  New  York  you  can  have  wood  floor  joists  covered  with  plaster 
and  that  wouldn't  last  over  air  hour,  and  yet  your  wall  has  to  stand 
4  hours.     There  is  a  lack  of  logic  in  that. 
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I  might  tell  one  illustration  of  the  illogical  building  codes.  About 
12  years  ago  I  was  doing  some  selling  work  with  an  oil  company  and 
they  wanted  to  erect  a  steel-frame  filling  station,  stuccoed  on  the 
outside,  up  in  Providence,  R.  I.  They  came  back  and  said  the  plans 
were  all  wrong,  that  this  was  a  steel  structure  and  you  had  to  have 
4  inches  of  concrete  protection — it  may  have  been  2  inches,  I  don't 
remember  the  exact  amount — around  your  steel  columns;  you  had  to 
have  a  certain  width  of  wall  and  a  certain  footing,  18-inch  footing, 
and  so  on.  I  went  up  there  and  found  right  in  that  same  district 
little  portable  steel  filling  stations  that  didn't  have  any  of  these  things, 
so  I  went  to  see  the  building  inspector  and  said,  "Now,  you  have 
turned  down  these  plans,  suppose  we  just  put  sheet  metal  on  the 
outside  of  these  steel  studs  in  place  of  stucco,  then  we  will  come  under 
your  other  code  and  we  won't  have  to  have  these  big  footings,  we  won't 
have  to  have  concrete  around  our  columns,  isn't  that  right?" 

He  said,  "Yes." 

I  said,  "Can  we  paint  that  steel  with  a  cement  paint  so  it  will  look 
like  stucco?" 

"That  is  all  right." 

"Do  you  care  how  thick  the  paint  is?" 

"No." 

"Can  we  perforate  our  metal  building  so  the  paint  will  hang  on?" 

He  got  the  point  and  said,  "All  right;  go  ahead  and  build  your 
building." 

There  are  a  lot  of  those  things  in  the  building  codes  that  are  perfectly 
illogical. 

Mr.  Stone.  Leaving  the  subject  of  building  costs  for  a  second, 
have  you  made  any  studies  in  regard  to  prefabricated  houses? 

Mr.  Davison.  Well,  I  have  been  very  much  interested  in  prefabs 
for  a  great  many  years.  I  think  eventually  prefab  will  come,  but  I 
don't  think  it  is  quite~here  yet.  There  are  a  couple  of  concerns  that 
are  doing  some  prefab;  and  I  think  they  are  doing  a  pretty  good  job, 
but  most  prefab  today  I  don't  think  has  quite  arrived  yet;  I  don't 
think  they  are  giving  a  cheaper  product  in  most  cases.  It  think  it  is 
coming,  but  it  isn't  here  yet. 

Mr.  Stone.  Are  there  any  cases  where  it  is  possible  to  get  a  cheaper 
product,  that  is,  to  your  knowledge? 

Mr.  Davison.  Yes;  there  are  two  companies  that  I  think  are  giving 
the  purchaser  in  certain  communities  a  better  house  with  semipre- 
fab  of  traditional  materials  than  they  could  get  with  the  traditional 
methods.  Take  one,  Homasote-.  They  make  an  insulating  board  and 
the  way  they  are  doing  this  prefab  is  that  they  license  dealers  in 
various  sections  of  the  country  to  use  their  construction  method, 
which  is  based  on  a  modular  method,  and  these  dealers  buy  the 
Homasote  in  board  form  and  then  they  have  jigs  in  their  little  shop 
and  apply  this  Homasote  to  their  sections  for  walls,  partitions,  ceilings, 
and  roof,  and  in  many  sections  they  are  making  a  saving.  I  don't 
think  on  Long  Island  that  they  could  compete  with  the  Long  Island 
builder,  but  in  many  parts  of  the  country  they  are  making  a  saving 
through  this  method.  TiNere  is  another  company,  American  Houses, 
that  have  had  three  different  construction  methods,  and  their  last 
construction  method  when  it  is  finished  gives  you  really  a  traditional 
house,  but  they  are  doing  shop  fabrication  on  parts  of  it. 

I  believe  that  their  statements  are  that  they  are  saving  10  percent 
in  many  cases  on  the  cost  of  the  structure;  that  is,  the  sales  price  is 
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10  percent  less  than  the  traditionally  built  method.  A  good  part  of 
that  is  due  to  their  purchasing  power,  and  I  think  they  are  doing  a 
good  job  in  the  traditional,  methods.  I  don't  believe,  though,  that 
your  eventual  prefab  is  going  to  be  prefabrication  of  traditional 
methods.  I  think  that  is  the  evolutionary  approach,  and  is  the 
practical  thing  today,  but  I  know  American  Houses  agree  with  me  that 
eventually  it  is  going  to  be  a  different  material  that  will  make  pre- 
fabrication really  go  places. 

Mr.  Stone.  Then  you  would  say  that  the  only  successful  pre- 
fabrication to  your  knowledge  is  merely  the  prefabrication  of  wall 
panels,  roof  panels,  and  partitions;  is  that  right? 

Mr.  Davison.  Yes ;  at  this  time. 

Mr.  Stone.  And  that  results  in  approximate  savings  in  most  cases 
of  10  percent,  and  that  saving  is  due  to  purchasing  power. 

Mr.  Davison.  It  is  to  a  very  considerable  extent  due  to  their 
purchasing  power  and  the  efficiency  of  putting  the  materials  together 
rather  than  in  a  new  technic  in  the  final  structure. 

Acting  Chairman  Henderson.  Does  that  mean,  Mr  Davison,  that 
if  we  had  a  type  of  construction  company  which  would  take  the  orders, 
assemble  all  the  contractors  after  arranging  for  plans,  arrange  for  the 
financing,  and,  in  general,  do  building  on  a  fairly  large  and  somewhat 
factory  scale,  there  could  be  a  considerable  saving? 

Mr.  Davison.  I  think,  properly  done,  that  there  can  be,  but  most  of 
them  that  are  trying  it  don't  know  how  to  do  it.  There  have  been 
quite  a  few  attempts  that  have  been  dismal  failures,  and  it  is  a  very, 
very  difficult  thing  to  do,  but  as  I  say  in  this  one  case  it  is  being  done 
and  I  believe  other  people  will  be  able  to  do  it  with  a  saving  of  maybe 
10  or  20  percent  over  what  it  would  cost  to  build  the  identical,  house 
on  the  job. 

Acting  Chairman  Henderson.  Why  do  they  fall  down  on  those 
attempts?  Is  it  that  they  can't  get  enough  business  to  keep  con- 
tinuously busy,  or  do  they  run  into  difficulties  on  finance,  or  what  is 
the  major  difficulty? 

Mr.  Davison.  Most  of  these  large-scale  developments,  where  they 
build  a  large  number  of  houses  in  one  group,  have  been  in  one  location 
and  frequently  in  a  location  where  there  hasn't  been  much  building 
in  the  near  past  and  there  is  a  shortage  of  efficient  labor  and  the 
organization  has  had  to  be  built  up  for  that  specific  job. 

Now,  on  Long  Island,  you  have  the  reverse.  On  Long  Island,  over 
a  period  of  years,  they  have  been  building  a  large  number  of  houses 
by  various  contractors  and  they  have  developed  their  techniques.  It 
is  quite  satisfactory  on  Long  Island,  because  they  have  developed 
their  techniques  and  the  labor  is  available  and  the  market  is  adjusted 
to  mass  buying,  but  in  other  locations  where  the  technique  hasn't 
been  developed  by  the  executive,  the  man  running  it,  where  the 
labor  hasn't  been  trained  in  this  thing,  and  where  they  are  not  used 
to  mass  buying,  it  hasn't  been  very  satisfactory.  But  this  Homasote 
development  where  they  are  using  small  organizations  around  the 
country,  decentralized  control,  seems  to  be  fairly  satisfactory.  This 
thing  of  American  houses  reaches  only  down  into,  say,  the  twenty-five 
hundred  and  up  class.  Most  of  their  stuff  is  three  thousand  and  up, 
and  a  great  majority  of  the  stuff  is  around  five  thousand. 

They  are  very  definitely  working  on  getting  into  the  market  in 
Texas  in  selling  a  house  complete  for  around  $1,250  to  $1,500  with  an 
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entirely  new  construction  method,  complete  prefabrication,  using 
phenol  plywood. 

Acting  Chairman  Henderson.  Would  there  be  any  basement? 

Mr.  Davison.  No  basements. 

Acting  Chairman  Henderson.  No  heat? 

Mr.  Davison.  Heat,  yes. 

Acting  Chairman  Henderson.  What  kind  of  heat  can  you  supply 
in  a  house  costing  $1,500? 

Mr.  Davison.  A  pot-type  oil  burner,  and  in  some  places  gas. 

Acting  Chairman  Henderson.  So  in  a  climate  like  that  it  is  possible 
to  escape  the  very  heavy  charge  that  we  have  in  the  Northern  States.. 

Mr.  Davison.  Yes. 

Mr.  O'Connell.  Referring  to  your  testimony  generally,  I  take  it 
that  you  are  very  doubtful  about  the  possibilities  of  getting,  a  very 
substantial  reduction  in  the  cost  of  home  ownership  without  breaking 
away  from  the  traditional  methods  and  traditional  materials  that 
have  so  far  been  used,  and  that  it  is  your  view  that  the  best  way  tjo 
approach  the  problem  of  using  new  methods  and  new  materials  is  to 
create  a  research  organization  within  the  Government,  the  function 
of  which  would  be  to  adopt  the  methods  that  you  refer  to  as  pure 
research  and  applied  research,  particularly  applied  research  with  a 
view  to  getting  something  done  in  the  immediate  future.  Would  that 
be  a  fair  statement  of  your  position? 

Mr.  Davison.  Yes;  with  this  addition  to  that  statement,  that  the 
governing  committee  be  set  up  somewhat  similar  to  the  National 
Advisory  Committee  on  Aviation,  in  other  words,  to  have  a  third 
representation  from  the  Government,  a  third  from  industry,  and  a 
third  professional  that  are  neither  in  industry  nor  government,  to 
have  a  well-balanced  control  there  so  that  no  one  group  can  stop  the 
progress.  If  industry  is  objecting,  the  Government  and  professionals 
can  gang  up ;  if  pressure  is  brought  on  the  Government,  industry  and 
the  professionals  can  gang  up. 

With  that  sort  of  set-up,  you  might  get  somewhere. 

Mr.  O'Connell.  It  is  your  view  that  that  type  of  approach  would 
help  to  overcome  the  natural  resistance  to  change  that  we  referred  to 
in  the  development  of  new  materials  and  new  methods,  and  I  take  it 
you  also  are  quite  hopeful  that  the  demonstrated  results  of  this  type 
of  approach  would  do  a  great  deal  toward  correcting  the  general  defects 
in  local  building  codes. 

Mr.  Davison.  I  think  it  would.  I  think  if  you  could  demonstrate 
a  $500  room  cost  that  you  wouldn't  have  to  put  any  pressure  on  the- 
local  codes,  that  they  would  go  for  it.  Housing  is  a  political  matter, 
and  :'  ou  can  show  them  that  the  consumer  could  get  half  the  rent 
and  not  just  a  few  of  them,  like  a  subsidy,  that  the  master  consumer 
could  pay  considerably  less  for  rent,  not  maybe  half,  the  local  political 
powers  would  be  very  quick  to  take  such  action  as  would  be  necessary. 

Mr.  O'Connell.  I  have  no  further  questions.  If  the  members  of 
the  committee  have  none,  we  are  very  grateful  to  you,  Mr.  Davison. 

This  afternoon  we  have  three  witnesses.  We  had  hoped  to  cover 
two  this  morning,  but,  unfortunately,  we  only  covered  one. 

The  three  witnesses  that  we  hope  to  cover  this  afternoon  are  Mr. 
Hoess,  a  man  who  has  done  some  work  in  the  construction  field  for 
the  lower-income  group ;  and  a  Mr.  Binns,  a  builder  from  Philadelphia ; 
and  Colonel  Westbrook,  who  will  discuss  with  the  committee  a  plan 
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which  he  has.  The  order  in  which  they  will  appear  is  not  indicated 
by  the  order  in  which  I  gave  their  names.     I  am  not  entirely  sure  yet. 

Acting  Chairman  Henderson.  The  committee  will  stand  in  recess 
until  2:30. 

(Whereupon,  at  12:20  p.  m.,  a  recess  was  taken  until  2:30  p.  m.  of 
the  same  day.) 

AFTERNOON    SESSION 

The  committee  resumed  at  2:40  p.  m.  on  the  expiration  of  the 
recess,  Representative  Reece  presiding. 

Acting  Chairman  Reece.  The  committee  will  come  to  order, 
please.    Are  you  ready  to  proceed,  Mr.  O'Connell? 

Mr.  O'Connell.  I  am,  sir. 

This  afternoon  I  should  like  to  call  as  our  first  witness  Col.  Lawrence 
Westbrook. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony jou  are  about  to  give  shall  be  the  truth,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God? 

Colonel  Westbrook.  I  do. 

TESTIMONY  OF  COL.  LAWRENCE  WESTBROOK,  WESTBROOK 
ASSOCIATES,  INC.,  WASHINGTON,  D.  C. 

PLAN  FOR  CONSTRUCTION  OF  COOPERATIVE   HOUSING  WITH   PUBLIC  AID 

Mr.  O'Connell.  Colonel  Westbrook,  will  you  please  state  your 
name  and  present  address? 

Colonel  Westbrook.  Lawrence  Westbrook,  Washington,  D.  C. 

Mr.  O'Connell.  And  what  is  your  occupation? 

Colonel  Westbrook.  I  am  an  indust-ial  engineer. 

Mr.  O'Connell.  If  the  committee  please,  Colonel  Westbrook  has 
plans  he  wishes  to  present  to  the  committee  which  in  his  view  will, 
if  adopted,  stimulate  construction  in  the  middle-  and  low-cost  housing 
field.  If  the  committee  please,  I  would  suggest  that  we  permit 
Colonel  Westbrook  to  take  a  little  time  to  develop  his  story  un- 
interrupted, and  when  he  has  completed  it  we. can  ask  him  any 
questions  that  occur  to  us.     Is  that  satisfactory,  Colonel? 

Colonel  Westbrook.  Yes,  sir. 

Mr.  O'Connell.  Go  ahead. 

Colonel  Westbrook.  Previous  testimony  which  has  already  been 
submitted  to  this  committee  proves  very  conclusively  that  despite 
the  amount  of  money  spent  by  the  Government  through  the  U.  S.  H.  A. 
program,  and  despite  enormous  good  will  on  the  part  of  everyone, 
the  average  American  citizen  just  simply  can't  afford  to  live  in  a 
modern  house.  Since  this  is  so,  the  real  market  for  housing  in  this 
country  has  been  almost  completely  neglected. 

The  pattern  project  which  I  shall  describe  to  you  suggests  methods 
and  procedures  by  which  these  conditions  may  be  changed.  Because 
it  emphasizes  a  park  environment,  we  call  it  the  park  living  plan. 

This  plan  involves  the  coordinated  use  of  public  funds  already 
appropriated,  of  public  instrumentalities  already  created,  and  of 
private  funds  that  we  all  know  are  seeking  investment  at  this  time. 

The  high  lights  of  this  proposed  method  of  operation  are  as  follows: 

The  plan  is  based  upon  the  development  of  completely  new  com- 
munities, either  adjacent  to  or  within  the  corporate  limits  of  cities. 
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In  these  communities  public  work  projects  either  W.  P.  A.  or  P.  W.  A., 
are  used  to  provide  streets,  sewers,  waterworks,  and  other  public 
facilities.  The  values  created  by  these  public  work  projects  are 
utilized  in  this  plan  exclusively  to  reduce  the  cost  of  houses  in  the 
community  to  the  householders.  The  covenants  in  the  charter  of 
the  limited  dividend  corporation  developing  the  community,  and  in 
the  sales  contracts  that  are  used,  definitely  prevent  the  making  of 
speculative  profit  by  the  promoters. 

These  arrangements,  although  they  deprive  such  developments  of 
speculative  attractions  for  the  entrepreneur,  add  correspondingly  to 
its  soundness  as  an  investment  by  increasing  the  equity  of  the  house-, 
holder  and  the  security  of  the  mortgagee.  They  also  protect  the 
public  interest  by  offering  improved  living  conditions  at  reasonable 
prices  and  by  providing  real-estate  values  that  are  not  liable  to 
blighting  and  tax  delinquency. 

In  order  to  protect  the  unearned  increment  from  speculation,  the 
appraised  value  of  the  public  improvements-  will  be  capitalized  as 
common  stock  in  the  community.  Ownership  of  this  common  stock 
will  be  limited  to  the  individual  householders  and  will  run  with  title 
to  the  houses  which  they  have  contracted  to  purchase. 

In  addition,  preferred  stock,  holding  voting  privileges  until  it  is 
retired,  will  be  sold  to  private  investors  to  supply  the  additional 
eouity  necessary.  Thus  the  total  mortgage  debt  to  be  guaranteed 
by  the  F.  H.  A.  or  to  be  assumed  by  any  mortgagee,  will  be  held 
down  to  less  than  75  percent  of  the  appraised  value,  making  the 
bonds  an  unusually  attractive  investment. 

By  allocating  the  appraised  value  of  public  improvements  to  the 
purchasers,  the  necessity  for  a  down  payment  is  done  away  with. 
This  feature  is  of  fundamental  importance  in  assuring  a  wide  market 
and  high  rate  of  occupancy.  The  usual  down  payment  and  closing 
charge  on  a  $3,000  house  amount  to  about  $450,  and  this  is  a  sum  of 
•  money  which  almost  immediately  excludes  the  vast  majority  of  poten- 
tial purchasers. 

A  recent  study  made  by  the  Labor  Department  shows  that  more 
than  half  the  families  having  incomes  of  $1,500  a  year  and  less  had 
no  savings  of  any  kind  whatever.  Forty  percent  had  savings  aver- 
aging only  $64.75  a  family.  Yet  many  of  those  same  families  could 
easily  have  paid  $30  a  month  for  a  house,  provided  they  didn't  have 
to  pay  15  months'  rent  in  advance. 

Even  when  a  man  in  that  income  group  is  able  to  raise  $450,  either 
from  savings  or  from  borrowings,  he  very  rightly,  in  my  opinion, 
hesitates  to  tie  it  up  in  a  house.  His  job  may  change,  some  emergency 
may  arise  and  he  would  be  caught  without  any  free  capital.  Further- 
more, the  space  requirements  of  the  average  family  change  several 
times  daring  his  lifetime.  They  change  with  the  addition  of  children, 
then  as  the  children  grow  up  and  go  away  they  change  again. 

So  it  is  true  during  the  major  part  of  his  working  life,  the  average 
worker  needs  to  be  in  a  position  to  shift  his  equity  to  a  different  house 
with  changing  space  requirements,  and  he  needs  to  be  able  to  get 
his  money  out  in  cash  if  the  necessities  of  his  work  force  him  to  move 
to  another  town.     These  advantages  are  incorporated  in  this  plan. 

In  the  income  levels  which  these  houses  are  proposed  to  serve,  the 
purchaser  is  actually  a  better  risk  if  what  cash  he  has  is  in  his  saving0 
bank  and  if  the  savings  bank  owns  the  bonds  against  the  prop'erf} 
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on  which  his  house  is  Loated.  The  method  of  treating  the  unearned 
increment  is  the  essential  feature  of  this  plan  by  which  these  costs  are 
brought  within  the  reach  of  potential  purchasers.  This  increment  is 
derived  not  only  from  public  improvements  which  are  furnished  by 
public-works  agencies,  but  also  from  the  existence  of  the  community 
itself.  This  increment  may  amount,  after  the  community  has  settled 
up,  to  several  times  the  cost  of  the  public  improvements,  but  only  the 
cost  of  the  public  improvements  is  represented  in  the  par  value  of  the 
stock  held  by  the  purchasers. 

The  remaining  increment  is  not  shown  in  the  capital  set-up,  and  the 
result  is  that  the  project  is  actually  undercapitalized.  The  effect  of 
such  undercapitalization  is  at  the  very  beginning  to  create  a  favorable 
market.  At  a  later  date,  when  the  community  has  been  settled  up 
and  when  any  individual  desires  to  dispose  of  his  house,  the  full  market 
value,  including  the  unearned  increment,  may  be  obtained.  That  is, 
the  stock  which  goes  with  the  land  may  bring  much  more  than  its  par 
value,  to  the  extent  of  the  value  of  this  unearned  increment. 

Since  the  seller  can  obtain  only  his  cash  equity,  this  surplus  will  in 
effect  be  distributed  among  all  the  stockholders,  thus  becoming  an 
additional  asset  attached  to  membership  in  the  community. 

In  effect,  the  operation  of  this  plan  depends  on  the  fact  that  while 
heavy  speculative  risks  demand  the  prospect  of  large  speculative 
profits,  the  elimination  of  speculative  profits  will  eliminate  a  large 
part  of  the  risk  and  thus  make  possible  a  low  price  and  at  the  same 
time  a  sound  and  conservative  return  on  the  investment. 

Acting  Chairman  Reece.  I  just  want  to  call  attention  to  the  fact 
that  the  committee  has  with  it  today  Mr.  John  Carmody,  head  of  the 
newly  established  Public  Works,  and  I  want  to  say  that  we  are  very 
glad  indeed  to  have  him  with  us. 

Colonel  Westbrook.  In  developing  the  financial  aspects  of  this 
plan,  I  am  emphasizing  them  because  they  consitute  the  new  pro- 
cedures which  are  necessary  in  order  to  put  it  into  effect,  but  in  devel- 
oping this  plan  we  have  set  up  a  pattern  project  and  in  that  pattern 
project  we  considered* that  the  physical  features  of  the  project,  the 
general  convenience  and  appearance  of  the  community,  were  as  import- 
ant as  the  houses  themselves. 

The  cost  of  the  unimproved  land  was  insignificant,  and  that  made 
it  possible  to  create  an  environment  made  to  order.  The  community 
layout  was  designed  to  provide  ample  park  space,  protection  around 
the  borders  against  the  influence  of  unsightly  developments  on  other 
property,  and  easy  access  to  places  of  employment  and  to  the  cen- 
tralized facilities  of  a  larger  community  such  as  hospitals  and  other 
attributes  of  city  life.  The  arrangement  of  a  belt  road  extending 
around  the  property  with  spurs  extending  into  a  central  park  gives 
ample  recreational  facilities  and  maximum  safety  for  children  at  play 
or  on  their  way  to  school. 

The  houses  themselves  have  been  designed  for  the  special  conditions 
of  that  locality  and  of  the  family  life  at  the  income  levels  which  they 
are  intended  to  serve.  For  the  occupants  of  these  houses,  domestic 
servants  are  out  of  the  question  and  in  many  cases  the  housewife 
supplements  the  family  income  by  full-time  or  part-time  employment. 
The  rooms  are,  therefore,  relatively  small,  being  functionally  destined 
to  reduce  housework  and  household  expenses  to  a  minimum. 
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Although  standard  dimensions  are  maintained  in  order  to  permit 
the  use  of  quantity-production  methods,  various  arrangements  of  the 
rooms,  of  colors,  and  the  orientation  of  the  houses  on  the  lots  will 
assure  that  the  development  will  not  have  a  monotonous  or  institu- 
tional appearance. 

The  initial  construction  of  120  houses  out  of  a  proposed  total  of 
900  was  expected  in  this  project  to  furnish  accurate  information  as  to 
the  relative  demand  for  houses  of  different  size  and  cost. 

In  planning  the  financial  and  physical  features  of  this  pattern  proj- 
ect, we  have  regarded  the  development  as  primarily  a  demonstration. 
By  its  success  we  hope  to  prove  that  closely  coordinated  planning  of 
public  work  and  private  enterprise  can  be  obtained.  By  such  close 
coordination,  financial  economies  are  possible,  through  which  the 
prices  of  houses  may  be  so  reduced  and  the  terms  made  so  advanta- 
geous that  the  80  percent  of  our  population  hitherto  precluded  from 
buying  new  homes  may  safely  enter  the  market. 

By  the  widespread  use  of  this  plan,  public  works  conducted  for 
unemployment  relief  may  be  used  directly  to  extend  the  field  of  private 
enterprise  and  capital.  No  new  appropriation  of  public  funds  is 
needed,  no  new  legislation  is  necessary,  no  departure  from  the  profit 
motive  is  called  for.  We  dmply  need  to  further  coordinate  the  services 
already  being  supplied  by  existing  agencies. 

Now,  with  the  committee's  indulgence,  I  would  like  to  refer  to  this 
chart  which  I  tried  to  make  big  enough  for  you  to  see.1  I  don't  know 
whether  I  did  or  not.  I  have  outlined  on  this  chart  what  I  considered 
to  be  salient  features  of  this  plan,  and  as  I  explain  them  to  the  com- 
mittee, I  will  be  very  happy  to  have  you  ask  me  any  questions  that 
any  one  of  those  features  may  cause  you  to  ask. 

Mr.  O'Connell.  Before  referring  to  the  chart,  I  should  like  to  ask 
just  a  couple  of  general  questions  to  see  whether  I  understand  exactly 
the  sort  of  situation  that  is  involved  here.  As  I  understand  it,  this 
involves  essentially  subdivision  developments  of  presently  unimproved 
properties  in  or  adjacent  to  suburban  communities. 
Colonel  Westbrook.  That  is  correct. 

Mr.  O'Connell.  And  it  involves  the  use  of  public  works.  I  take 
it  you  would  think  generally  of  a  W.  P.  A.  project  aided  by  a  sponsor's 
contribution. 

Colonel  Westbrook.  That  is  right. 

Mr.  O'Connell.  In  building  the  roads,  sewers,  water  works,  and 
other  public  improvements  that  would  necessarily  go  with  such  a 
development,  and  that  as  a  result  of  those  public  improvements,  the 
land,  the  raw  land,  so  to  speak,  would  be  substantially  increased  in 
value,  sufficiently  increased  in  value  so  that  the  ownership  of  that 
land  would  represent  a  substantia]  equity  or  more  than  a  sufficient 
amount  together  with  an  F.  H.  A.  80-percent  mortgage  to  finance  the 
construction  of  the  project. 

Colonel  Westbrook.  Of  course  it  is  necessary  that  some  risk  capital 
be  employed,  but  the  major  part  of  the  equity,  I  believe,  in  this  par- 
ticular project,  is  about  the  same  private  capital  would  have  to  put 
up  and  is  about  half  of  the  original  capital,  I  mean  of  the  equity.  The 
remaining  equity  would  be  represented  by  this  addition  to  the  value 
of  the  raw  land. 

1  Subsequently  entered  as  "Exhibit  Nc  924."  infra,  p.  5345. 
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Mr.  O'Connell.  And  I  take  it  you  feel  at  least  in  part  that  this 
particular  device  is  justified  because  the  group,  the  income  level  which 
we  are  trying  to  reach,  is  not  under  present  circumstances  in  a  position 
to  put  up  the  20-percent  or  10-percent  equity  that  would  be  required 
under  conventional  methods  of  financing.     Is  that  correct? 

Colonel  Westbrook.  That  is  entirely  correct. 

Mr.  Dobey.  May  I  ask  one  question?  How  will  the  increment  in 
value  be  transferred  to  the  home  builders  rather  than  to  the  existing 
proper  owners  of  the  property  that  is  developed? 

Colonel  Westbrook.  The  plan  contemplates  the  formation  of  a 
limited  dividend  corporation  which  will  issue  both  preferred  and 
common  stock.  The  value  of  the  public  works  will  constitute  the 
value  of  the  common  stock  and  limitations  of  the  charter  will  be 
such  that  the  common  stock  can  be  issued  only  to  people  who  occupy 
those  homes,  who  have  entered  into  sales  contracts. 

Mr.  Dobey.  The  property  would  be  acquired  by  the  corporation 
before  the  development  occurred. 

Colonel  Westbrook.  That  is  correct. 

Mr.  O'Connell.  And  the  preferred  stock  will  represent  the  risk 
capital  and  the  other  equity  put  into  the  properties  by  the  entrepre- 
neur, so  to  speak,  the  promoters. 

Colonel  Westbrook.  That  is  right. 

Mr.  O'Connell.  And  the  common-stock  'ownership  will  in  effect 
run  with  the  land,  a  certain  amount  of  common  stock  being  attributed 
to  each  individual  parcel  of  land  in  the  tract. 

Colonel  Westbrook.  That  is  correct.  The  sales  contract  provides 
that  the  common  stock  may  not  be  transferred  except  with  the  sales 
contract.  It  also  provides  that  if  a  purchaser  desires  to  sell  out  he 
must  sell  to  the  corporation. 

Mr.  O'Connell.  The  sales  contract  is  the  contract  between  the 
limited-dividend  corporation  and  the  prospective  home  owner,  and 
it  is  a  contract  by  which  he  over  a  period  of  years  acquires  title  to  the 
property. 

Colonel  Westbrook.  That  is  right.  N 

Mr.  O'Connell.  And  a  share  of  stock  goes  along  with  the  sales 
contract,  but  stays  with  the  land. 

Colonel  Westbrook.  That  is  correct,  stays  with  the  land.  When 
he  sells  out,  if  the  value  is  there,  he  gets  what  he  puts  into  it.  He 
can't  take  any  value  away  from  the  community  when  he  leaves  there. 

Mr.  O'Connell.  You  mean  if  after  a  period  of  years  an  individual 
home  owner  or  prospective  home  owner  desires  to-4iquidate  his  equity 
which  has  become  substantial  by  that  time,  he  can  only  receive  from 
the  corporation  an  amount  equal  to  the  equity  which  he  has  put  into 
the  property. 

Colonel  Westbrook.  Yes;  that  part  of  his  carrying  charges  which 
are  applied  directly  to  amortization. 

Mr.  O'Connell.  And  the  balance  of  increment,  assuming  that  the 
property  has  in  fact  appreciated  in  value,  in  effect  remains  available 
for  all  of  the  owners  of  the  tract? 

Colonel  Westbrook.  It  becomes  the  property  of  the  corporation 
and,  of  course,  the  commonrstock  holders  own  the  corporation  subject 
to  the  preferred  stock  and  mortgages  that  are  on  it. 

Mr.  O'Connell.  What  is  the  return  of  the  owners  of  preferred 
stock  who  have  the  risk  of  the  capital? 
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Colonel  Westbrook.  Five  percent. 

Mr.  O'Connell.  Five  percent;  and  when  they  have  had  a  return 
to  them  of  the  amount  of  their  investment  with  5  percent  on  the 
investment  over  the  period,  their  stock  is  retired? 

Colonel  Westbrook.  Yes;  a  provision  is  made  in  the  carrying 
charges  to  retire  the  preferred  stock  at  the  same  rate  that  the  mortgage 
is  retired  sooner;  however,  it  may  be  retired;  it  may  be  accelerated  if 
the  people  who  live  in  these  houses  desire  to  accelerate  payment. 

Mr.  O'Connell.  Over  what  period  of  time  would  a  respective 
home  owner  be  expected  to  acquire  title? 

Colonel  Westbrook.  Nineteen  and  a  half  years. 

Mr.  O'Connell.  And  the  financing  as  far  as  the  mortgage  part  is 
concerned,  would  be  presumably  in  F.  H.  A.  mortgages  running  to 
the  financial  agent  and  insured  by  F.  H.  A? 

Colonel  Westbrook.  That  is  correct. 

Mr.  O'Connell.  I  think  you  might  proceed. 

(The  chart  referred  to  was  marked  "Exhibit  No.  924"  and  appears 
on  p.  5346.) 

Acting  Chairman  Reece.  Mr.  Carmody,  would  you  care  to  ask 
any  questions?     If  so,  please  feel  free  to  do  so  at  any  time. 

Mr.  Carmody.  Not  at  this  time.  I  would  defer  any  questions  but 
I  will  have  some  questions  later. 

Colonel  Wtestbrook.  You  have  asked  such  searching  questions 
that  there  isn't  much  more  for  me  to  say  on  this  chart  up  here. 

I  have  some  documents  here.  Shall  I  put  them  in  the  record  one 
by  one,  or  put  them  in  later? 

Mr.  O'Connell.  Do  you  expect  to  refer  to  them  in  detail  and  dis- 
cuss them? 

Colonel  Westbrook.  I  would  invite  the  attention  of  the  committee 
to  the  fact  that  in  these  documents  there  is  a  reproduction  of  this  chart. 
In  case  it  is  not  clear,  or  you  can't  see  it  clearly,  perhaps  you  miglit 
refer  to  it. 

Mr.  O'Connell.  I  think  as  you  discuss  each  one,  if  you  will  identify 
each  chart  by  name  as  you  discuss  them  then  we  will  offer  them  for 
the  record. 

Acting  Chairman  Reece.  And  they  may  be  received  as  they  are 
identified  and  presented. 

Colonel  Westbrook.  Up  here  we  point  out  that  the  purpose  of 
this  plan  is  to  lower  the  basic  housing  costs  and  the  down  payments — 
as  a  matter  of  fact,  we  practically  eliminate  the  down  payments — 
and  to  stabilize  occupancy,  and  at  the  same  time  to  reduce  the  invest- 
ment risk,  both  to  the  home  owners  and  to  the  mortgagees. 

I  have  endeavored  to  set  out  on  this  chart  the  advantages  and  the,, 
salient  points  that  the  plan  is  proposed  to  make  available.     You  will 
note  here  that  it  is  aimed  at  that  famous  group  who  have  incomes  be- 
tween 1,000  and  2,000  dollars.     It  is  directly  aimed  at  that  group 
of  people. 

Here  is  a  discussion  of  the  financial  features,  the  consumer  costs. 
As  I  have  already  brought  out  in  answer  to  Mr.  O'ConnelPs  question, 
a  lower  cost  is  primarily  impossible  without  the  utilization  of  the 
value  of  public  work.  That  will  amount  in  various  communities  to 
anywhere  from  10  to  30  percent,  depending  upon  the  extent  of  the 
public  work.  In  this  particular  project  it  is  very  large,  because  there 
is  a  park  and  a  lot  of  recreational  features  in  connection  with  it. 
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There  is  another  point  that  permits  lower  cost — there  is  nothing 
peculiar  about  that — that  is  involved  in  this  project:  The  economies 
that  result  from  quantity  operations.  Obviously  this  must  be  so. 
Being  an  entire  community,  it  requires  the  building  of  a  comparatively 
large  number  of  living  units. 

Mr.  Carmody.  Have  they  been  very  great  up  to  this  time,  Law- 
rence, where  there  has  been  quantity  building? 

Colonel  Westbrook.  Very  few  to  the  single  housing — very  few 
single-family  houses,  I  understand,  have  been  constructed  by  an  over- 
riding corporation  which  did  everything;  and  it  seems  to  us,  from  our 
study  of  this  situation,  that  is  one  of  the  reasons  we  have  such  great 
unit  costs,  because  the  economies  that  we  do  get,  that  we  have  learned 
in  America  so  well  to  apply  to  mass  production,  have  not  been  possible, 
and  they  are  not  possible  except  in  the  development  of  an  entire 
community. 

Mr.  Carmody.  Is  Buckingham  a  good  example  of  what  can  be 
done?  I  am  not  familiar  with  that  in  detail,  but  I  have  a  general- 
idea  of  what  has  been  accomplished. 

Colonel  Westbrook.  I  think  it  probably  is,  except  I  understand 
Buckingham  units  are  not  single-standing  bouses.  But  I  think  a 
good  description  of  this  project  would  be  to  describe  it  as  a  large 
apartment  development  on  a  horizontal  plane  instead  of  a  vertical 
plane.     That,  I  think,  is  a  good  description  of  it. 

By  having  that,  of  course,  it  is  possible  to  do  a  good  deal  of  pre- 
fabrication.  We  have  done  it  under  F.  E.  R.  A.  Under  my  direction 
a  number  of  houses  were  built  where  we  had  our  crews  organized,  the 
foundation  crew  and  the  floor  crew,  and  so  on;  we  had  our  material 
prepared  at  a  central  point,  and  it  was  loaded  on  a  truck  and  unloaded 
at  the  site,  and  really  very  extensive  savings  were  made  possible  by 
that  method. 

Of  course,  as  I  say,  that  is  not  peculiar  to  this,  but  the  fact  that 
you  have  a  development  of  this  kind  makes  it  necessary  that  you  do 
engage  in  these  large-scale  operations,  and  makes  possible,  I  think, 
the  use  of  the  mass-production  methods. 

The  virtual  elimination  of  the  down  payment  is  an  important  fea- 
ture. In  this  pattern  project  we  provide  that  2  months'  carrying 
charges  be  made  in  advance,  not  as  a  down  payment  but  just  so  if  the 
purchaser  should  leave,  there  would  be  enough  cash  there  to  put  the 
house  back  in  good  condition,  and  we  apply  those  two  down  payments 
as  the  last  payments  so  that  he  keeps  up  to  date  all  the  time  on  them. 
But  I  think  not  only  in  my  little  statement,  but  other  witnesses  here 
before  this  committee  have  indicated  the  great  importance  of  doing 
something  about  this  down  payment.  People  simply  do  not  have  this 
money.  They  don't  have  it,  and  if  they  did  have  it  in  that  income 
group,  there  is  a  serious  question  as  to  whether  it  is  an  economic  thing 
for  them  to  make  an  investment  of  it  in  a  house  which  they  may  have 
to  leave  on  short  notice;  and  not  being  adept  at  selling  houses,  they 
might  have  to  sell  at  a  real  sacrifice. 

Mr.  Carmody.  Lawrence,  under  normal  house-building  construc- 
tion as  now  carried  on,  what  percentage  of  the  cost  is  likely  to  be 
included  into  what  might  be  called  all  finance  charges  of  various  sorts — 
brokerage  fees  and  second  mortgage  and  handling  of  second  mort- 
gages, and  so  forth,  that  whole  range  of  figures  known  as  financing. 
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Colonel  Westbrook.  The  so-called  closing  charges  amount  to 
about  5  percent  and  of  course  there  are  a  lot  of  other  charges.  I 
don't  have  them  in  front  of  me. 

There  are  too  many  people  engaged  in  selling  one  man  one  house, 
too  many  folks  have  to  be  paid  out  of  that  price.  If  it  is  possible  to 
get  all  of  those  services  performed  by  a  corporation  which  has  its 
attorney,  which  has  its  architect,  of  course  it  can  be  done  a  great  deal 
more  economically. 

Mr.  Carmody.  You  didn't  include  the  architectural  fee  in  that  5 
percent,  I  hope. 

Colonel  Westbrook.  Oh,  to  be  sure  not. 

Mr.  Carmody.  Sure  not? 

Colonel  Westbrook.  The  rental  sales  contract  which  I  explained 
in  my  statement  provides  that  the  purchaser  obligates  himself  to  sell 
back  to  the  corporation  in  the  event  he  wants  to  leave.  If  the  house 
brings  a  greater  price  than  his  equity  entitles  him  to,  that  surplus 
price  accrues  to  the  corporation.  All  of  the  people  who  live  in  the 
community  own  the  common  stock  of  the  corporation,  including  the 
fellow  who  bought  the  house.  Actually  he  is  not  able  under  this  pro- 
vision to  take  away  this  unearned  increment.  It  must  stay  in  the 
community.  That  is  tremendously  important.  I  think  the  fact 
that  the  unearned  increment  is  so  often  taken  away  by  people  who  do 
not  live  in  the  community,  by  the  speculative  element,  is  responsible 
for  most  of  the  blighting,  most  of  the  serious  conditions  that  we  have 
in  our  real-estate  development  in  this  country.  So,  I  wanted  to 
emphasize  the  importance  of  that. 

I  see  that  I  have  jumped  over  here.  I  covered  this  point  here  on 
opportunity  for  recovery  of  investment  for  those  moving  away,  by 
the  statement  I  just  made. 

The  claim  for  low  upkeep  cost  is  based  on  the  assumption  that  you 
can  take  care  of  120  houses  more  cheaply  per  house  than  you  can 
take  care  of  one  house.  If  you  have  an  organization  set  up  to  take 
care  of  a  group  of  houses,  it  can  be  done  not  only  more  cheaply  but 
more  effectively  than  can  be  done  if  you  just  take  care  of  one  house. 

That,  of  course,  ties  in  with  the  point  of  competent  management 
and  neighborhood  control. 

We  come  now  to  a  discussion  of  the  esthetic  features  of  this  par- 
ticular pattern  project.  They  are  available  in  any  new  project 
because,  as  I  said,  you  can  make  the  environment  to  order  in  a  com- 
pletely new  development.  In  this  particular  project,  however,  they 
are  quite  interesting;  and  if  the  committee  would  be  interested  I  would 
be  glad  to  show  you  just  what  I  mean  by  making  an  environment  to 
order.1 

Colonel  Westbrook.  This  is  a  plot  of  ground  that  in  developing 
this  pattern  project  we  obtained  down  in  Florida.  It  is  about  a  mile 
and  a  half  this  way  [indicating  width  on  chart],  and  it  is  about  three- 
quarters  of  a  mile  that  way  [indicating  "up  and  down"  on  chart]. 
This  is  a  boulevard,  the  main  boulevard  between  the  city  of  Jackson- 
ville and  the  beach,  about  a  mile  from  the  city  limits,  12  miles  from 
the  beach.  This  line  here,  this  double  red  line,  is  a  two-way  belt  road, 
going  all  the  way  around  the  property.  This,  here,  is  an  interior  park, 
which  is  equipped  with  recreational  features  and  which,  when  the 
development  is  completed,  will  contain  both  primary  and  secondary 
schools. 


'  "Exhibit  No.  926,"  introduced  infra,  p.  5357. 
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Now,  these  little  red  lines  here  are  cul-de-sac  roads,  spurs  that 
extend  up  into  the  interior  of  the  park.  The  lots  face  the  park. 
Every  house  in  this  development  faces  not  a  street  but  faces  the  park, 
so  that  the  children,  when  they  go  to  play  or  go  to  school,  are  not 
required  to  cross  any  road  carrying  motor-driven  traffic. 

I  have  a  more  detailed  plan  here  I  will  show  you  in  a  minute  that 
makes  clear  just  what  these  various  facilities  are.1  They  are  also 
interesting. 

That  is  the  entire  development  that  is  contemplated.  This,  here, 
is  the  120  houses  that  we  now  have  applied  for  a  loan  for  to  F.  H.  A. 
and  that  the  county  has  applied  to  "W.  P.  A.  for  public  works  project. 
It  is  just  a  section  of  the  other  development. 

In  here  the  houses,  you  see,  as  I  stated — each  one  faces  the  park. 
They  are  served  by  this  motor  road  that  comes  up  here  with  a  circle, 
and  inside  here  are  various  things;  for  instance,  these  are  round 
shelters,  and  square  shelters.  There  are  in  this  entire  development 
of  120  houses,  about  50  picnic  ovens.  They  are  very  cheap,  don't? 
take  much  to  make,  nearly  all  labor,  but  it  is  possible  for  people 
who  live  in  a  place  like  that  to  put  their  picnic  food  in  a  basket  and 
walk  about  75  yards  and  have  a  picnic.  I  don't  mean  to  paint  this 
thing  too  rosy,  but  these  things  are  possible  at  very  little  expense 
if  you  use  this  type  of  development. 

There  are  sand  lots  here,  wading  pools  for  little  children,  and  the  devel- 
opment lends  itself  to  the  common  employment  of  nursing  service,  and  a 
good  many  of  these  people — the  women  in  this  income  group — work, 
themselves,  and  by  living  in  a  community  of  this  nature,  they  would  be 
able  to  support  a  common  nursery  school  or  at  least  someone  to  look  after 
their  children  while  they  are  at  work  or  away  on  their  own  recreation. 

The  houses  themselves — I  don't  have  any  diagrams  of  them,  but 
they  were  designed  in  this  case  by  Richard  Neutra,  and  they  are 
streamlined  houses.  The  principle  that  these  houses  were  designed 
on  is  this — that  in  these  days  and  times  peple  are  not  able  to  take 
care  of  large  rooms.  They  want  everything  as  modern  as  possible. 
They  don't  care  if  it  is  small.  The  point  is  that  the  cabin  on  an  ocean 
liner  is  luxurious  living  even  though  it  is  small,  and  it  is  possible  by 
economizing  on  space  to  afford  very  modern  household  aids  to  house- 
keeping, electrical  facilities,  and  things  of  that  kind. 

Now,  I  have  spoken  of  the  advantages  here  to  the  householder. 
I  would  like  to  speak  of  the  advantages  of  this  plan  now  for  capital 
and  labor. 

I  say  here,  that  this  plan  provides  a  safe  channel  for  investment  of 
private  funds  with  reasonable  return. 

This  table  here  shows  comparisons  of  equities  and  costs  under  the 
conventional  method  that  is  now  being  used  for  financing  most  of  the 
houses  that  are  being  insured  by  the  F.  H.  A. 

(The  table  referred  to  was  marked  "Exhibit  No.  925"  and  is  included 
in  the  appendix  on  p.  5563.) 

Colonel  Westbrook.  Under  this  method  the  house  in  each  case  is 
appraised  at  $3,170.  Under  section  203  of  the  Housing  Act,  the  mort- 
gage would  be  $2,853.  I  think  it  has  to  end  in  exact  numbers,  but  that 
would  be  10  percent.  Under  this  plan  the  mortgage  would  be  only 
$2,260.  The  term  of  this  ($2,853)  is  20  years;  and  the  term  of  that 
one  ($2,260),  nineteen  and  a  half. 

1  "Exhibit  No.  927."  Entered  infra,  p.  5357. 
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The  equity  in  the  property  for  the  protection  of  the  mortgagee,  and 
of  course  where  it  is  insured  by  F.  H.  A.  for  the  protection  of  the 
Government,  in  this  case  (conventional  method)  was  $317;  and  in  this 
case  (Park-Living  method),  $910,  or  10  percent  against  28.7  percent. 
The  down  payment  we  referred  to,  in  this  case  (conventional)  was 
$475.  That  includes  the  closing  charges.  In  this  case  (Park-Living) 
the  2  months'  rent  in  advance  is  $48.  The  reason  that  is  not  $50  is 
that  in  this  particular  project  there  is  a  dollar  a  month  water  charge 
that  is  not  reflected  here.  The  monthly  cost  under  the  conventional 
method  figures  $30.30;  the  same  house  under  the  Park-Living  method 
figures  $25. 

Now,  of  course,  that  is  the  essence  of  the  whole  plan,  that  those 
savings  are  effected  and  that  the  equities  of  the  mortgages  and,  of 
course,  the  protection  afforded  to  the  Government  are  so  much  greater 
than  they  are  in  the  conventional  method  that  is  now  being  used,  and 
that  is  so — not  solely  but  largely — by  reason  of  the  fact  that  we  are 
able  to  capitalize  and  utilize  the  Public  Works  projects.  They  have 
to  be  accomplished  anyhow  somewhere;  unemployed  people  need  work, 
and  the  idea  here  is  that  that  work  be  concentrated  on  a  project  of 
this  nature  rather  than  on  other  projects  which  are  highly  desirable, 
of  course,  but  a  large  number  of  people  could  more  advantageously  be 
employed  in  this  type  of  public  works. 

Mr.  O'Connell.  Colonel  Westbrook,  how  much  of  that  $910  equity 
item  is  attributed  to  the  increment  value  caused  by  the  Public  Works? 

Colonel  Westbrook.  In  this  particular  project  it  is,  I  think,  $400. 
I  don't  have  the  exact  figures,  but  I  will  supply  them  for  the  record. 

Mr.  O'Connell.  From  whence  comes  the  balance  of  the  equity? 

Colonel  Westbrook.  That  is  the  private  capital,  the  private 
investment;  $400  is  the  figure,  Mr.  O'Connell.  It  amounts  to  a  little 
less  than  half. 

Acting  Chairman  Reece.  Whose  investment? 

Colonel  Westbrook.  Beg  pardon? 

Acting  Chairman  Reece.  Whose  investment? 

Colonel  Westbrook.  Mr.  O'Connell  asked  where  the  $910  equity 
came  from,  and  I  said  that  part  of  it  came  from  the  utilization  of  the 
values  accruing  from  the  Public  Works,  $400.  The  remainder  is  the 
risk  capital  that  the  private  entrepreneurs  put  into  the  project  in  its 
development. 

Mr.  Chawner.  Do  you  mean  the  people  who  supply  the  land,  for 
one,  those  who  buy  the  preferred  stock  for  the  other?  Those  two 
interests? 

Colonel  Westbrook.  That  is  right. 

Mr.  Chawner.  Plus  the  public  improvements,  makes  the  $910. 

Colonel  Westbrook.  That  is  right;  that  is  correct. 

We  have  already  discussed  this  feature  here  that  provides  com- 
petitive opportunities.  Except  for  the  fact  that  no  speculative  profit 
can  be  made  out  of  a  development  of  this  kind,  it  offers  the  same 
opportunities  for  profit  that  any  real-estate  development  offers. 
There  is  no  reason  why  the  architects  and  the  material  suppliers  and 
everybody  concerned  in  the  actual  construction  of  the  project  shouldn't 
be  paid  as  much  for  his  services  in  the  development  of  a  project  of  this 
kind  as  in  any  other  project.  As  far  as  the  profit  is  concerned,  I  think 
probably  there  might  be  more  profit,  because  I  believe  better  values 
can  be  produced  by  the  large-scale  development  than  there  can  by 
the  single-family. 
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Mr.  O'Connell.  Were  it  not  for  the  elimination  of  the  so-called 
speculative  profit  which  the  average  conventional  entrepreneur  or 
developer  of  a  subdivision  gets,  you  wouldn't  have  any  doubt  that  his 
would  not  be  a  proper  vehicle  for  the  expenditure  of  Federal  funds? 

Colonel  Westbrook.  No;  it  couldn't  be  done.  It  could  not  be 
done  either  as  a  matter  of  right  or  a  matter  of  regulation  or  law. 

Mr.  O'Connell.  In  other  words,  if  this  were  the  average  subdivision 
development  there  would  be  no  social  justification  or,  in  fact,  no  legal 
justification,  for  the  expenditure  of  Federal  funds  to  build  the  public 
works  to  which  you  refer. 

Colonel  Westbrook.  That  is  entirely  correct.  Of  course,  I  may 
point  out  that  it  is  impossible  to  do  any  kind  of  worth  while  public 
work  without  benefiting  some  private  interest.  If  the  W.  P.  A.  paves 
a  street  in  any  town,  the  people  who  happen  to  live  on  that  street 
are  preferential  beneficiaries  as  a  result  of  that  paving.  This  project 
more  nearly  approaches  the  ideal  because  the  public  work  is  divided 
up  equably  among  all  the  people  who  live  in  the  community,  whereas 
if  the  W.  P.  A.  paves  a  street  in  a  town  only  the  people  who  are  for- 
tunate enough  or  unfortunate  enough  to  live  on  that  street  are  the 
preferential  beneficiaries. 

Mr.  O'Connell.  Does  the  increment  in  value  that  is  attributed  to 
the  public  works  equal,  exceed,  or  is  it  less  than  the  actual  cost  of  the 
public  works? 

Colonel  Westbrook.  Well,  it  would  depend  upon  the  valuation 
assigned  by  the  F.  H.  A.  appraisers.  That  is  all  you  can  use  in  your 
capital  structure  because  they  won't  let  you  use  any  more  than  they 
say  it  is  worth.  It  might  cost  twice  as  much  to  do  these  things  as  the 
F.  H.  A.  would  say  they  added  to  the  value  of  the  property,  or  it 
might  be  that  the  F.  H.  A.  would  say  that  it  would  add  more  to  the 
value  of  the  property  than  the  actual  cost.  "  That  is  a  matter  of 
appraisal. 

Mr.  O'Connell.  How  is  the  value  of  the  unimproved  land  de- 
termined for  purposes  of  determining  the  amount  of  return  that  the 
original  owner  of  the  subdivided  property  gets? 

Colonel  Westbrook.  The  F.  H.  A.  appraises  the  raw  land  also. 

Mr.  O'Connell.  And  the  basis  of  their  appraisal  or  the  amount 
they  would  appraise  that  raw  land  at  would  be  the  basis  upon  which 
the  original  owner  or  the  corporation  could  get  5  percent  as  a  maxi- 
mum? 

Colonel  Westbrook.  That  is  correct. 

Mr.  Chawner.  Colonel  Westbrook,  in  discussing  this,  did  you 
list  types  of  improvements  which  you  had  in  mind  other  than  water 
supply,  Sewers,  and  streets?  You  mentioned  schools.  Did  you 
have  in  mind  that  application  would  be  made  for  a  project  which 
would  provide  for  schools,  or  how  would  they  be  supplied? 

Colonel  Westbrook.  That  would  be  handled  in  the  usual  manner. 
If  we  get  enough  people  here  to  justify  first  a  grammar  school  or 
secondary  school,  this  is  part  of  a  school  district  and  the  application 
for  that  school  would  be  made  in  the  usual  manner  by  the  school 
district  in  the  particular  case. 

Mr.  Chawner.  You  mentioned  this  particular  place  near  Jackson- 
ville. Have  you  proceeded  with  a  project  of  this  type  to  the  point  of 
consulting  with  the  county  authorities  as  to  what  they  would  willingly 
supply  in  the  way  of  facilities  for  a  project  of  this  character? 
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Colonel  Westbrook.  Yes,  the  status  of  that  project  today  is  this, 
that  the  land  was  under  option,  in  fact  it  has  been  purchased  by  the 
private  people  who  are  going  to  put  up  the  risk  capital.  The  applica- 
tion has  been  filed  for  the  loan  to  the  F.  H.  A.  The  Duval  County 
commissioners  have  filed  an  application  for  the  public  works  features 
with  "W.  P.  A.,  and  +.he  architects  have  prepared  the  plant  and  speci- 
fications and  the  contractors  have  submitted  their  estimates,  so  the 
figures  I  am  giving  you  are  actual  figures.  The  status  of  the  W.  P.  A. 
application  I  am  informed,  just  yesterday,  is  that  they  are  prepared 
to  approve  it  as  soon  as  Colonel  Harrington  gets  back,  that  they 
think  the  legal  requirements  have  been  met,  and  I  understand  that 
similar  action  is  contemplated  by  F.  H.  A.,  so  we  have  as  nearly  a 
fait  accompli  as  we  could  get. 

Mr.  O'Connell.  "What  are  the  public  works  that  would  be  included 
in  the  "W.  P.  A.  project? 

Colonel  "Westbrook.  For  this  120  houses  they  are  the  streets  and 
the  sewer  system  the  water  works,  and  the  parks  and  the  recreational 
facilities  withm  the  parks. 

Mr.  O'Connell.  Would  it  be  a  complete,  new  sewer  system  and 
water  system  for  this  development? 

Colonel  "Westbrook.  Yes;  it  would  be  completely  new.  They 
have  artesian  water  available  down  there  so  there  would  be  an  artesian 
well,  two  of  them  in  fact,  and  the  sewer  system  will  be  a  sewera^0 
system  with  a  modified  ImhofF  disposal  plant.  Parks  would  be,  as  i 
said,  equipped  with  these  various  recreation  things. 

Mr.  O'Connell.  "What  is  the  basis  of  contribution  between  the 
county  and  W.  P.  A.? 

Colonel  "Westbrook.  "Well,  it  runs  almost  25  percent.  The, spon- 
sor's contribution  is  almost  exactly  25  percent. 

Mr.  O'Connell.  Does  the  sponsor's  contribution  come  directly 
from  the  county  or  supplied  by  the  county  corporation? 

Colonel  Westbrook.  The  W.  P.  A.  regulation  requires  that  the 
county  obligate  itself  to  supply  the  contributions.  In  this  situation, 
because  in  Florida  houses  under  $5,000  are  completely  exempt  from 
all  taxes,  of  course  the  county  would  have  no  tax. revenue,  so  the 
entrepreneurs  are  guaranteeing,  have  already  supplied,  the  county 
commissioners  with  sufficient  guaranty.  Of  course,  the  W.  P.  A. 
does  not  go  behind  the  county  guaranties.  That  is  a  responsible 
public  body,  but  they  require  such  a  guaranty.  They  further  require 
that  the  county  guarantee  that  in  any  event  this  project  would  be 
completed  once  it  is  started. 

Mr.  O'Connell.  These  houses  will  be  completely  tax-exempt  from 
real-estate  taxes? 

Colonel  Westbrook.  Yes,  they  will,  except  there  is  a  very  slight 
exception  of  that  to  pay  the  interest  and  sinking  funds  on  bonds  which 
were  issued  prior  to  the  adoption  of  the  tax  exemption  law. 

Mr.  O'Connell.  The  fact  that  this  is  a  multiple-unit  development 
wouldn't  prevent  the  exemption? 

Colonel  Westbrook.  No;  not  at  all.  The  contract  for  sale  under 
the  Florida  law  is  the  same  thing  as  having  title  for  exemption  pur- 
poses. 

Dr.  Lubin.  Colonel,  those  figures  you  have  given  us  on  costs  and 
equities  show  that  under  the  conventional  method  you  get  $30.30  as 
opposed  to  your  method  of  $25.1     Now,  when  you  talk  about  the  con- 

'  Bm  "Exhibit  No.  925,"  appendix,  p.  5563. 
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ventional  method,  do  you  mean  as  applied  to  Duval  County  where  you 
would  have  no  taxes? 

Colonel  Westbrook.  Yes;  they  are  entirely  comparable  figures. 
If  we  had  $5  taxes,  say,  a  month,  you  would  just  add  $5  to  each  side 
over  there  and  it  wouldn't  make  any  difference. 

Dr.  Lubin.  In  other  words,  you  have  not  included  in  your  conven- 
tional method  any  tax  charge. 

Colonel  Westbrook.  No,  no.  As  a  matter  of  fact,  a  house  like 
this,  having  normal  taxation,  would  be  $35  under  the  conventional 
method  of  financing. 

Mr.  Chawner.  That  seems  almost  too  good  to  be  true.  The  whole 
community  would  be  supplied  with  schools  and  public  improvements 
and  not  have  to  pay  any  taxes  for  them. 

Colonel  Westbrook.  I  just  don't  know  where  they  get  their  money 
down  there  in  Florida,  but  that  is  the  way  they  do  it. 

I  also  referred  a  minute  ago,  when  Mr.  Carmody  brought  out  the 
benefits  of  coordinated  residential  building,  to  the  fact  that  that  is 
extremely  important.  I  don't  think  that  the  building  industry  in 
Great  Britain,  which  I  have  studied  very  closely,  ever  got  anywhere 
until  they  started  to  build  houses,  complete  residential  communities, 
in  large  quantities,  and  they  set  up  corporations  over  there  which  could 
do  every  single  thing  that  was  necessary  to  be  done  to  build  a  building. 
In  other  words,  they  had  a  complete  assembly  plant.  It  compares 
with  a  custom-made  automobile,  a  Ford  or  General  Motors  automobile. 
So  it  is  extremely  important  that  the  devices,  the  corporate  devices 
that  we  use  for  the  actual  construction  of  these  single  houses,  be  large 
enough  to  represent  the  advantage  of  quantity  production  methods. 

It  is  very  important  for  labor  because  labor  can  go  from  house  to 
house  in  a  development  of  this  sort  with  minimum  loss  of  time.  The 
various  classifications  of  labor  will  work  on  one  house,  and  they  will 
immediately  move  to -another  one.  We  know  that  because  it  truly 
works  out  that  way.  It  not  only  cuts  cost,  but  it  gives  a  much  greater 
gross  return  to  labor,  because  they  are  employed  continuously. 

This  feature  over  here,  the  advantage  for  the  Government,  I  think 
likewise  important,  as  well  as  the  advantages  for  the  house- 
holder and  for  private  capital.1  As  far  as  public  works  are  concerned, 
projects  of  this  nature  are  peculiarly  adapted  to  the  use  of  the  unem- 
ployed, most  of  whom  are  unskilled.  In  the  W.  P.  A.  we  know  that 
our  roads  and  our  sewer  systems  generally  are  the  best  projects  we 
have,  because  we  can  use  a  greater  percentage  of  unskilled  labor  in  the 
construction  of  that  type  of  project. 

Again,  which  is  also  important,  a  project  of  this  nature  provides  a 
dependable  means  of  furnishing  sponsors'  contributions. 

I  don't  know  whether  the  members  of  this  committee  are  familiar 
with  the  statements  made  by  Mr.  Paul  Betters.  I  admit  that  they 
may  be  a  little  bit.  prejudiced,  but  Mr.  Betters  says  that  the  mayors 
that  belong  to  his  association  are  more  concerned  about  the  inability 
of  their  cities  to  provide  sponsors'  contributions  that  are  necessary  to 
carry  on  public  works  than  almost  any  other  single  thing  except  that 
they  want  still  more  money  for  relief. 

A  great  deal  of  the  criticism  that  is  unjustly  heaped  on  W.  P.  A. 
projects  is  because  they  have  had  to  be  overmanned.  The  local  people 
could  not  put  up  enough  dollars  to  provide  the  sponsors'  contributions, 
yet  they  were  obligated  to  provide  work  for  so  many  people.   So  they 

•  See  "Exhibit  No.  924,"  supra,  p.  5346. 
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just  worked  more  people  than  they  needed  to  on  many  projects.  So 
sponsors'  contributions  are  extremely  important  and  growing  more  so 
as  the  resources  of  the  municipalities  in  the  country  become  less  and 
less  for  matters  of  this  kind. 

A  project  of  this  nature  furnishes  those  sponsors'  contributions  and 
furnishes  them  iully. 

The  next,  and  to  tln\>  committee  I  should  judge  one  of  the  most 
important  features  of  ^his  plan,  is  that  it  provides  that  the  public 
works  expenditures  directly  stimulate  private  investment  and  private 
employment.  .As  a  rule,  I  would  say  that  $1  spent  in  the  provision 
of  public  facilities  would  immediately  and  directly  result  in  the 
expenditure  of  from  three  to  four  dollars  of  private  money  in  private 
construction  providing  private  employment.  So  it  is  something  that 
the  Government  can  do  without  using  up  any  more  tax  money,  to 
put  these  idle  dollars  that  the  committee  has  been  told  about  to  work 
and  the  dollars  are  just  as  eager  to  go  to  work,  I  am  sure,  as  the  people 
are,  if  they  can  find  something  that  will  give  them  return. 

This  is  a  little  trite,  1  think  "Stabilizes  citizenship  through  the 
provision  of  badly  needed  homes,"  but  it  is  not  trite  to  people  who 
really  realize  how  extremely  difficult  it  is  for  the  average  man — not 
just  the  low  income  fellow — the  average  income  earner  in  this  country 
to  get  a  decent  house  to  live  in.  This  does  provide  him  a  decent  house, 
not  in  some  apartment,  not  in  a  flat,  but  a  house  where  he  has  access 
to   the  outside,  where  he  can  have  his  own  garden  if  he  wants  to. 

Then  the  final  thing  is  no  added  tax  burden.  Not  only  is  there  no 
added  tax  jurden,  but  I  say  advisedly  that  the  use  of  this  plan  as 
compared  with  the  existing  method  of  financing  houses  will  save  the 
Government  money  in  the  long  run  because  of  the  greater  equities 
that  are  furnished. 

I  believe  that  completes  my  statement,  Mr.  Chairman. 

Mr.  O'Connell.  Colonel  Westbrook,  I  don't  know  that  we  could 
go  into  detail  into  these  elements  of  the  plan,  but  I  take  it  that  you 
are  convinced  that  your  plan  makes  adequate  provision  to  protect 
against  the  realization  of  what  we  have  referred  to  as  a  speculative 
profit  on  the  part  of  the  promoters. 

Colonel  Westbrook.  I  submitted  some  long  time  ago  to  the 
W.  P.  A.  the  proposed  charter  and  the  proposed  sales  contract,  and 
of  course  I  think  the  covenants  in  these  are  good,  were  worked  up  by 
some  very  good  lawyers,  the  best  that  we  could  get.  If  they  don't 
meet  all  of  these  requirements,  why,  it  is  not  particularly  difficult  to 
write  the  necessary  covenants  into  the  charter  and  into  the  sales 
contract  so  that  these  provisions  will  be  met.  I  don't  doubt  that 
improvement  will  be  made  as  the  plan  is  developed  further. 

Mr.  O'Connell.  I  don't  think  it  is  the  function  of  this  committee, 
but  I  think  it  is  perfectly  clear  in  your  mind  the  plan  is  only  proper  if 
the  plan  is  so  worked  out  that  the  speculative  profit  element  usually 
present  in  subdivision  developments  is  eliminated.    Isn't  that  right? 

Colonel  Westbrook.  That  is  correct.  That  applies,  to  my  mind, 
my  philosophy,  my  own  thinking,  not  only  to  the  protection  from  the 
utilization  of  the  value  of  public  work  but  also  to  the  protection  from 
speculation  occasioned  by  the  settlement  of  the  community  itself 
which  to  me  has  been  both  a  social  and  economic  detriment  to  the  real 
estate  developments  in  this  country  ever  since  we  started  doing  it. 

Mr.  O'Connell.  When  tl  e  preferred  stock  has  been  retired  under 
vour  Dlan,  what  we  have  left  is  a  corporate  shell  of  common  stock 
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ownership  represented  by  the  then  occupants  of  the  houses.   Haven't 
we  at  that  point  substantially  created  what  is  a  municipal  corporation? 

Colonel  Westrbrook.  Yes ;  I  think  that  is  what  would  happen.  Of 
course  some  people  have  asked  me  what  are  they  going  to  do  after 
this  amortization  is  completed  in  27 K  years.  That  is  a  good  question, 
but  27 %  years  is  a  long  time,  and  I  just  imagine  that  a  great  many  of 
the  problems  we  have  now  will  be  completely  settled  by  then.  At 
least  we  don't  have  to  worry  so  much  about  27K  years  from  now, 
although  I  am  sure  it  could  be  provided  that  some  disposition  would 
be  made  of  this  property  or  of  the  corporation  at  the  ex^  Nation  of 
that  time. 

Mr.  O'Connell.  Another  thing  that  is  inherent  in  you'  an  as  I 
understand  it  is  the  assumption  that  the  Federal  Governmt  .s  going 
to  be  required  to  make  expenditures  for  relief  purposes  in  t..ose  areas 
during  the  coming  year,  and  that  it  is  j^our  view  that  it  would  be 
better  to  channelize  those  expenditures  into  an  area  where  they 
would  stimulate  other  construction  activity.    • 

Colonel  Westbrook.  Yes,  sir. 

Mr.  O'Connell.  Has  it  occurred  to  you  that  there  might  be  some 
resistance  in  given  communities  to  using  these  funds  to  develop  new 
presently  undeveloped  areas  as  against  spending  the  money  to  make 
improvements  on  already  developed  property,  streets,  s$wer  projects, 
and  so  forth? 

Colonel  Westbrook.  There  is  no  doubt  about  it  m  the  world. 
Whenever  Mr.  Ford  builds  a  new  automobile,  every  other  Ford 
automobile  in  the  country  becomes  less  valuable.  You  just  can't 
get  away  from  that. 

Mr.  O'Connell.  You  think  there  would  be  opposition  but  it 
should  be  disregarded. 

Colonel  Westbrook.  I  think  there  would,  but  I  think  it  is  im- 
material and  trivial,  because  if  we  have  to  say  that  we  won't  build 
any  new  i/hings  because  we  render  old  things  obsolete,  then  we  just 
stop. 

Mr.  O'Connell.  I  have  no  further  questions. 

Acting  Chairman  Reece.  Are  there  any  other  questions? 

Dr.  Lubin.  Colonel  Westbrook,  in  this  house  you  have  for  $3,170, 
the  equity  represented  is  28.7  percent,  or  the  reverse  of  that,  the 
mortgage  would  represent  81.3  percent.1 

Colonel  Westbrook.  71.3. 

Dr.  Lubin.  Yes;  71.3.  Now  that  is  71.3  percent  of  the  appraised 
value  of  the  property? 

Colonel  Westbrook.  That  is  correct;  yes. 

Dr.  Lubin.  How  much  of  that  $3,170  is  actually  invested? 

ColoDel  Westbrook.  In  this  project  it  is  all  invested. 
-  Dr.  Lubin.  Let  me  put  it  another  way.     As  you  said,  a  certain 
percentage  of  that,  some  $400,  would  be  Government  investment  in 
the  property. 

Colonel  Westbrook.  That  is  correct. 

Dr.  Lubin.  So  that  leaves  a  balance  of  about  $510. 

Colonel  Westbrook.  That  is  correct;  yes. 

Dr.  Lubin.  How  does  that  compare  with  the  actual  investment  in 
properties  that  have  been  mortgaged  in  the  past  by  the  F.  H.  A.? 

•  See  "Exhibit  No.  925,"  appendix,  p.  5563. 
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Colonel  Westbrook.  I  don't  know.  It  is  my  understanding  that 
the  F.  H.  A.  appraisers  under  203  appraise  the  property  and  lend  the 
householder,  not  the  entrepeneur,  90  percent  of  the  appraised  value. 
I  don't  know  what  their  basis  of  appraisal  is  but  I  assume  it  is  based 
on  the  going  market  price.  You  asked  the  actual  cost  and  I  have 
no  definite  knowledge  about  that,  except  from  some  testimony  which 
was  offered  to  this  committee  here  by  Smith  &  Dawson.1  They 
gave  a  break-down  of  the  cost  of  houses  that  they  were  selling  in  the 
neighborhood  of  Chicago,  and  according  to  their  statement,  the 
houses  cost  them,  less  their  advertising  expense,  $3,925,  including 
the  land,  and  the  mortgage  was  $4,300  to  the  householder.1  I  pre- 
sume they  sold  this  property  to  some  householder  and  he  made  the 
down  payment  and  that  served  as  equity. 

Mr.  Carmody.  Considering  your  statement  that  no  additional 
legislation  is  necessary  to  put  this  plan  into  effect,  why  are  you  here? 
I  wonder  why  you  come  to  the  committee. 

Colonel  Westbrook.  I  came  before  the  committee,  Mr.  Carmody, 
in  order  that  the  plan  might  be  subjected  to  critical  analysis,  that  it 
might  bring  out  these  questions  such  as  you  gentlemen  have  asked 
me  today,  and  also  that  the  idea  might  be  promoted.  I  would  like 
to  see  it  given  as  much  publicity  as  possible. 

Mr.  Carmody.  Assuming  acceptance,  how  rapidly  can  it  be  put 
into  effect,  and  in  what  volume? 

Colonel  Westbrook.  In  my  opinion,  in  very  extensive  volume. 
I  know  that  this  plan  would  be  applicable  to  a  large  part  of  even  the 
very  small  towns  in  the  United  States  where  living  conditions  are 
perfectly  terrible.  I  know  that  because  I  have  checked  it.  1  have 
done  some  figuring  on  a  job  down  in  West  Memphis,  Tenn.,  which  is 
a  very  rapidly  growing  little  town.  Down  there  most  of  the  people 
in  that  town  are  laborers  and  they  have  to  pay  fourteen  or  fifteen 
dollars  a  month  for  what  we  call  a  shotgun  house,  that  is  a  house 
with  two  or  three  rooms — a  three-barrel  shotgun  if  it  has  three  rooms 
and  a  double-barreled  shotgun  if  it  has  two  rooms — without  any  water- 
works or  sanitary  facilities  or  anything  else.  I  know  we  can  build 
that  kind  of  a  house  for  $15  a  month. 

Mr.  Carmody.  What  is  likely  to  be  your  principal  sponsorship? 
What  character  of  sponsorship  are  you  likely  to  get? 

Colonel  Westbrook.  It  will  be  people  who  want  to  make  money 
out  of  selling  material,  selling  land — the  land  thing  is  not  so  very 
important  because  the  cost  of  raw  land  is  small  anyhow,  but  the  con- 
tractors aDd  architects  and  those  fellows  would  like  to  get  this  thing 
started  because  it  means  business  to  them. 

Mr.  Carmody.  I  have  felt  for  some  time  that  thejnaterials  manu- 
facturers  

Colonel  Westbrook  (interposing).  Indeed. 

Mr.  Carmody.  Might  well  form  a  limited-dividend  corporation  and 
might  do  just  this  and  perhaps  contractors,  who  rarely  put  anything 
back  into  a  community  after  they  work  in  it — perhaps  they  would  be 
interested. 

Colonel  Westbrook.  That  is  right.  Anybody  who  makes  a 
legitimate  profit  out  of  the  operation,  should  be  just  as  interested  as 
an  automobile  manufacturer  would  be  interested  in  expanding  the 
market  for  automobiles. 


«  See  "Exhibit  No.  854,"  appendix,  p.  5480. 
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Mr.  Carmody.  Can't  they  stimulate  the  use  of  local  capital  from 
the  local  banks  in  enterprises  of  this  kind,  perhaps  more  directly  than 
the  Government  or  any  other  agency? 

Colonel  Westbrook.  Perhaps  they  can.  I  think  it  needs  the 
kick-off  from  the  Government.  If  you  study  the  trend  of  housing 
in  Great  Britain,  you  find  the  Government  started  it  off.  You  will 
find  most  of  the  houses  built  in  the  last  3  or  4  years,  when  they  built 
more  than  at  any  other  time,  have  been  built  without  much  Govern- 
ment service.     Our  great  need  is  an  organized  housing  industry. 

Mr.  Carmody.  They  got  it  started  with  our  money.  We  lent 
them  a  terrific  amount  of  money  to  rehouse  Britain  and  rehouse. 
Germany,  both,  at  the  very  time  when  we  were  talking  about  the 
need  of  changing  our  slum  systems. 

Colonel  Westbrook.  I  think  that  is  correct. 

Mr.  Carmody.  $200,000,000,000. 

Colonel  Westbrook.  I  think  that  is  correct. 

Acting  Chairman  Reece.  Are  there  any  further  questions?  Thank 
yon  very  kindly,  Colonel,  for  your  presentation,  which  I  am  sure  the 
committee  has  found  interesting. 

Colonel  Westbrook.  Thank  you  very  much  for  the  opportunity, 
sir. 

Mr.  O'Connell.  I  should  like  to  have  the  exhibits  which  Colonel 
Westbrook  used  received  in  evidence. 

Acting  Chairman  Reece.  They  will  be  so  received. 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  926,  927"  and 
appear  facing  pp.  5348  and  5349.  The  schedule  was  marked  "Exhibit 
No.  928"  and  is  included  in  the  appendix  on  p.  5564.) 

(The  witness,  Colonel  Westbrook,  was  excused.) 

Mr.  O'Connell.  If  the  committee  please,  I  would  like  to  call 
another  witness,  a  practical1  builder,  and  he  feels  this  would  be  of 
interest  to  the  committee.     I  will  call  Arthur  W.  Binns. 

Acting  Chairman  Reece.  Do  you  solemnly  swear  that  the  testi- 
mony which  you  are  about  to  give  in  this  proceeding  will  be  the 
truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Binns.  I  do. 

TESTIMONY  OF  ARTHUR  W.   BINNS,   PRESIDENT,   A.   W.   BINNS, 
INC.,  ENGINEER  AND  BUILDER,  PHILADELPHIA,  PA. 

rehabilitation  op  slum  areas  with  private  capital 

Mr.  O'Connell.  Will  you  please  give  your  name  and  address  and 
business  occupation  for  the  record? 

Mr.  Binns.  Arthur  W.  Binns,  2206  Chestnut  Street,  Philadelphia. 

Mr.  O'Connell.  What  is  your  business,  Mr.  Binns? 

Mr.  Binns.  Real  estate  and  building.  , 

Mr.  O'Connell.  What  has  been  your  experience  in  that  field? 

Mr.  Binns.  Fifteen — I  was  a  contracting  builder  from  about  1915 
to  1930;  in  1930  I  organized  my  own  business,  real  estate,  building, 
and  real-estate  management,  and  have  been  in  that  business,  ever 
since* 

Mr/'O'CoNNELL.  And  you  expect  to  talk  to  the  committee  about 
your  recent  experience  and  your  present  practice  of  acquiring  and 
rehabilitating  depreciated  properties? 


5358  CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Binns.  Yes,  sir. 

Mr.  O'Connell.  For  rental  purposes. 

Mr.  Binns.  Yes,  sir. 

Mr.  O'Connell.  Now,  if  the  committee  has  no  objection,  I  would 
suggest  you  proceed  and  tell  the  committee  generally,  precisely  as 
you  can,  what  your  experience  is. 

Mr.  Binns.  Yes.  I  will  be  extremely  brief  in  what  I  have  to  say. 
I  have  only  one  thing  to  say  and  that  is  to  recount  an  actual  experi- 
ence, to  tell  the  history  of  an  experiment.  I  will  not  take  any  time 
at  all  to  talk  about  the  vast  field  of  low-income  housing.  That  you 
know  better  than  I  do.  Suffice  to  say  it  is  the  greatest  field  that 
there  is,  but  I  want  to  talk  about  the  things  that  we  have  done  in  the 
last  10  years  with  private  capital  for  profit,  meeting  this  low-income 
housing  field. 

For  the  past  10  years  in  the  practice  of  the  real-estate  business  in 
Philadelphia,  I  have  observed  the  great  neeo.  for  clean,  decent  housing 
at  low  rent.  There  is,  simultaneously,  we  have  observed,  a  vast 
supply  of  depreciated  real  estate  which  could  be  purchased  at  very  low 
cost,  and,  owing  to  the  successive  financial  readjustments  of  the  last 
few  years,  could  be  had  at  a  fraction  of  its  original  cost.  It  seemed 
to  me  that  there  existed  the  demand,  the  supply,  and  the  opportunity, 
for  a  useful  field  of  endeavor. 

Starting  from  very  small  beginnings,  I  progressively  purchased 
units  until  I  at  present  own  some  150  units,  that  is  low-rent  units,  $4 
per  room  per  month  or  less  to  thousand-dollar-per-year  men  or  less, 
mostly  Negroes,  and  controlled  directly  or  indirectly  on  something 
like  a  thousand  houses.  Without  giving  the  details,  let  me  say  that 
the  results  of  this  10-year  experiment  have  indicated  the  following: 

(a)  From  the  standpoint  of  risk,  the  low-income  man  is  a  better 
risk  than  any  other  level  of  the  population.  Our  vacancies  and  losses 
from  all  sources  being  under  1  percent. 

(6)  The  renting  of  low-income  houses  under  proper  management 
has  been  a  very  profitable  field  establishing  satisfactory  returns  on 
the  private  investments,  after  the  payment  of  all  taxes  and  other 
costs,  private  money  entirely  over  half  a  million  dollars  which  I  have 
raised  of  my  own  and  people  I  could  get  it  out  of  in  slum  clearance 
and  low-cost  housing. 

(c)  There  is  a  definite  rental  strata  of  the  population,  probably 
representing  30  percent  of  the  total,  in  which  strata  it  is  an  injustice 
to  sell  a  man  a  house — generally,  I  think,  the  $l,200-a-year  man  and 
less. 

This  man  has  not  reached  a  sufficiently  stable  income  position  to 
justify  home  ownership.  Individuals  in  the  strata  change,  but  the 
strata  remains  the  same. 

This,  then,  is  the  field  of  rental  housing  to  the  low-income  group. 
My  experiments  in  this  field  led  me  to  the  conclusion  that  there  was 
a  magnificent  opportunity  for  the  creation  of  what  I  choose  to  call  a 
socialized  utility  in  housing — socialized  because  low-rent  housing  has 
as  a  component  factor,  education.  Low-rent  housing  without  educa- 
tion is  doomed  to  fail.  Utility  company,  because  only  by  long-range, 
sound  planning  can  we  get  the  operating  strength  necessary  to  get  our 
rents  down  low  enough  to  meet  the  need. 

We  merchandise  light  and  gas  on  a  utility  basis,  why  not  space 
which  the  light  and  gas  service?     Our  polieies  in  our  utility  company 
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include:  Building  the  tenant's  purchasing  power  by  helping  him  buy 
coal  at  reasonable  cost,  not  10  cents  a  bucket,  or  $20  a  ton,  and  other 
goodwill  building,  humanized  relationships. 

Research  in  Philadelphia  indicates  that  there  are  probably  between 
twenty  and  thirty  thousand  houses  available  for  such  a  development, 
and  by  that  I  mean  houses  that  can  be  bought  for  under  $500  apiece, 
presenting  good  sound  structures  and  that  for  six  or  seven  hundred 
dollars  can  be  modernized  into  thoroughly  acceptable  modern  units. 
My  observations  over  the  country  make  me  insist  that  there  is  equal 
opportunity  for  private  capital  in  rehabilitation  of  old  structures. 

We  have  been  able  by  sound  methods  of  management  and  engineer- 
ing to  provide  housing  at  not  over  $1,500  per  house,  complete  cost 
with  all  modem  facilities  at  rentals  of  between  four  and  five  dollars 
per  room  in  order  to  provide  housing  at  approximately  25  percent  of 
the  cost  proposed  by  U.  S.  H.  A.  housing — to  provide  a  shelter  rent 
less  than  U.  S.  H.  A. ;  to  pay  taxes  every  inch  of  the  way,  and  to  pay 
a  good  return  on  the  private  moneys  invested. 

I  am  going  to  cut  this  extremely  brief,  and  I  want  your  permission 
to  show  you  some  lantern  slides  which  can  get  before  you  quicker  than 
any  amount  of  talk,  the  actual  methods  of  rehabilitation.  May  I 
have  that  permission,  sir? 

Mr.  O'Connell.  Mr.  Chairman,  I  took  the  liberty  of  permitting 
Mr.  Binns  to  make  preparations  to  show  a  few  lantern  slides  on  the 
wall. 

Acting  Chairman  Reece.  There  is  no  objection  on  the  part  of  the 
committee. 

Mr.  Binns.  I  have  a  transcript  of  every  slide  in  the  order  which  I 
will  present  them,  so  that  the  record  may  be  complete  of  those  slides. 

Acting  Chairman  Reece.  Do  you  wish  to  put  the  slides  in  the 
record?     They  may  be  filed. 

(Transcript  of  slides  referred  to  was  marked  "Exhibit  No.  929"  and 
is  on  file  with  the  committee.  Photographs  of  four  comparative 
projects,  before  and  after  development,  are  reproduced  herewith  and 
appear  on  pp.  5362  to  5369.) 

Mr.  Binns.  The  purpose  of  the  slides  is  to  show  the  recovery  of 
value  in  blighted  areas.1 

(1)  There  you  have  an  old  neighborhood  in  exhausted  condition 
with  no  value  at  all.     The  income  from  that  property  was  $60  ; 
month  before  we  started,  $650  per  month  after  we  finished.     You  see, 
taking  the  unpleasant  lot,  making  an  inside  court,  and  thus  producing 
a  value  all  around  that  court,  the  planning  and  gardening,  and  present- 
ing of  an  attractive  appearance. 

Acting  Chairman  Reece.  How  many  houses? 

Mr.  Binns.  Ten  units  in  that  particular  development. 

Acting  Chairman  Reece.  And  what  was  the  cost? 

Mr.  Binns.  Per  unit,  sir? 

Acting  Chairman  Reece.  Yes. 

Mr.  Binns.  $2,500  per  unit. 

(2)  This  just  shows  the  front  of  typical  old  road  dwelling,  unattrac 
tive,  and  non  tax  producing,  standing  idle  for  many  years,  and 

(3)  The  next  slide  shows  what  happened  to  that  with  simple  modern- 
ization to  recover  the  lost  value. 

1  Mr.  Binns'  discourse  was  Illustrated  by  an  exhibition  of  34  slides.    Showing  views  of  projects,  before 
and  after  development,  the  number  of  each  slide  precedes  his  discussioc. 
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^4)  This  is  a  view  of  the  rear  of  that  same.1  Which  is  all  too  familiar 
to  those  of  us  in  the  big  urban  areas,  again  of  an  abandoned  parking 
lot,  nonproductive. 

The  whole  point  of  this  is  to  illustrate  the  methods  by  which 
rehabilitation  and  vitalizing  of  old,  depreciated  areas  can  get  costs 
down  low  enough  to  reach  the  really  low-income  man.  That  is  what 
I  am  talking  about. 

(5)  That  is  the  back,  afterward,  making  a  little  garden  and  an 
attractive  terrace,  and  all  that  goes  with  it  to  make  a  little  beauty  spot 
instead  of  highly  unattractive  spot.2 

(6)  That  is  another  plot  plan,  again  showing  the  production  of 
gardens.  This  is  in  the  heart  of  Philadelphia.  It  borders  on  a  Negro 
neighborhood.  Plans  were  left  with  the  original  plan,  12  houses,  idle 
for  many  years,  income  $20  a  month;  right,  a  park,  same  develop- 
ment, income  $1,050  a  month. 

(7)  There  you  see  the  plan  before  we  started  oh  it — good  structures, 
but  abandoned,  with  almost  100  percent  depreciation. 

(8)  Treatment  afterward.  You  see,  simply  painting  up,  inexpen- 
sive treatment,  you  make  a  desirable  appearance,  and  we  have  at  the 
end  of  3  years  had  one  vacancy  per  30  days. 

(9)  All  of  our  stuff  in  the  rehabilitated  field  has  yielded  profits  to  us 
over  all,  after  depreciation  and  taxes,  in  excess  of  10  percent.  That  is 
not  something  that  may  happen:  that  has  happened. 

There  you  look  into  the  court — this  barren  old  development —  3 
and  I  want  to  show  you  the  effected  plan. 

(10)  Same  view  exactly,  but  with  a  little  imagination  in  the  treat- 
ment of  these  old  areas,4  using  the  facilities  that  are  on  our  shelves — 
1he  depreciated  real  estate — to  meet  the  low-income-housing  demand. 

(11)  This  is  the  plan  of  a  Negro  development  in  a  very  bad  neigh- 
borhood, a  section  of  the  city  which  had  been  abandoned  as  useless, 
little  narrow  entrances,  the  alleys,  and,  again,  clearing  out  of  the  sheds 
and  back  entrances  to  make  two  parks. 

(12)  The  new  plan  includes  a  park  in  front  and  a  park  in  back,  with 
cross  ventilation  and  trees,  and  treatment  making  an  attractive  spot 
where  a  thing  of  no  value  previously  existed. 

(13)  You  look  into  the  development.  You  see  again  those  houses 
boarded  up  for  many  years.  Of  course,  there  was  no  water  and  there 
were  no  toilets  in  any  of  this  stuff,  and  you  see — 

(14)  Again,  the  treatment  afterward  with  simple  planning  and  a 
little  planting. 

Our  cost  per  unit  on  all  our  low-cost  stuff,  purcha&3  and  improve- 
ments, total  cost— under  $1,500  per  house;  thoroughly  modern,  hard- 
wood floors,  and  all  that  sort  of  thing. 

(15)  Looking  into  the  court  again  we  see  the  abandoned,  useless 
type,  and  again — 

(16)  This  simple  treatment  with  a  little  paint  and  decoration  that 
goes  with  it  and  planting  a  tree — and  it  has  been  almost  forgotten 
that  there  is  such  a  thing,  in  the  old,  blighted  areas. 

(17)  I  am  going  very  rapidly  because  of  shortage  of  time.  You 
see  this  alley,  with  all  too  typical— of  dirty,  filthy,  little  alleys  of  gar- 

i  See  illustration  (1612  Pine  Street— rear— before),  p.  5362. 
'  See  illustration  (1612  Pine  Street— rear— after),  p.  5363. 
3  See  illustration  (415  So.  Van  Pelt  St.— Court— before),  p.  5364. 
*  See  illustration  (415  So.  Van  Pelt  St.— Court— after),  p.  5365. 
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bage  and  bays.     That  word  there  is  "Ice,"  not  "Lice" — it  might  be 
"Lice" — but  you  see  what  happened  to  that: 

(18)  With  simply  cleaning  up,  taking  off  the  bays,  straightening 
the  thing  out,  a  little  bit  of  planning.  This  is  slum  clearance — 
Negro  area,  and  this  point — rental  $4.28  per  room  per  month. 

(19)  Again  looking  down  the  side  you  see  the  outside  is  privies, 
without  any  inside  water,  and  all  of  the  effect  of  decadent  and  slighted 
areas.1 

(20)  And  you  see,  the  development  there,  again,  with  simple  clean- 
ing up  and  the  modernization,  by  the  rehabilitation  of  existing  assets.2 

(21)  There  you  again  see  some  poor-type  houses  with  little  alleys 
and  tiny  yards,  back'toilets,  and  the  wrecked  condition. 

(22)  See  what  happened  to  that.  Those  houses  are  eight-room 
houses,  rented  for  $25  a  month.  They  have  hardwood  floors,  copper 
tubing,  inlaid  linoleum,  bathrooms,  completely  redecorated,  cross 
ventilation,  and  modern  in  every  way,  rented  in  eight  rows,  $4.28  a 
month. 

(23)  Here  is  a  development  which  is  on  the  main  line  of  the  Penn- 
sylvania-Washington road  of  the  Pennsylvania  Railroad,  which  pos- 
sibly some  of  you  people  have  seen,  but  here  were  a  group  of  20  houses 
where  for  the  first  time  we  really  were  able  to  completely  modernize 
the  other  units  that  I  have. 

(24)  We  haven't  been  able  to  carry  as  far  as  this,  but  here  we 
completely  modernized  the  thing,  giving  a  really  modern  home  for 
$20  a  month,  five-room  modern  home,  $20  a  month.  That  was  the 
treatment  before. 

Some  principles  of  treatment,  the  avoiding  of  exterior  woodwork, 
a  minimum  of  folderols.  The  painting  of  that  house,  2  coats,  front 
and  back,  cost  $12.  Simplicity  all  the  way  along  the  line.  Inci- 
dentally there  are  20  houses;  when  we  had  them  half  finished  we  had 
504  applications,  $10  bills  which  we  had  to  return. 

(25)  The  backs  of  those  houses  in  which  you  see  the  abandoned 
condition,  and  the  treatment  afterward. 

(26)  That  sign  says:  "Completely  modern,  privately  financed,  low- 
rent  housing,  $4  per  room  per  month." 

(27)  That  was  the  condition  of  those  units  when  they  stood  there 
for  many  years,3  and 

(28)  This  was  the  separate  treatment  afterward.4 

The  fences  were  taken  out,  the  place  opened  up,  parks  made,  a 
little  planning  done,  and  we  reached  the  low-income  man,  paid 
taxes  every  inch  of  the  way,  and  produced  a  profit  on  the  private 
investment. 

(29)  That  little  folder  shows  a  plan  which  I  think  is  just  about  the 
ideal  poor  man's  house  plan,  two  rooms,  front  and  back,  brick,  fire- 
proof, living  room,  kitchen,  and  bath  on  the  first  floor — I  mean  living 
room,  dining  room,  and  kitchen  on  the  first  floor,  two  bedrooms  and 
bath  on  the  second  floor.  The  absence  of  complications,  simplicity, 
$20  a  month  and  including  all  the  facilities  which  I  have  listed  to  you. 

(30)  There  is  a  view  looking  down  on  an  all  too  familiar  blighted 
area.  I  wanted  to  show  this  to  illustrate  what  simple  planning  and 
cleaning  up  could  do.     That  is  typical. 

i  Pee  illustration  (25  N.  40th  St.— Rear  Court— before),  p.  5366. 
»  See  illustration  (25  N.  40th  St.— Renr  Court— after),  p.  5367. 
3  See  illustration  (4506-44  Linmore  Street— rear— before),  p.  5368. 
*  See  illustration  (4506-44  Linmore  Street— rear— after),  p.  5369. 
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1612  Pine  Street — rear — before 
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1612  Pine  Street — rear — after 
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415  So.  Van  Pelt  St.— Court— before 
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415  So.  Van  Pelt  St. — Court— after 
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25  N.  40th  St.— Rear  Court— after 
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4506-44  LinmoreSt. — Rear — after 
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(31)  At  an  expenditure  perhaps  of  25  percent  of  new  cost  we  could 
obtain  a  completely  modern  development  with  a  life  probability  as 
great  as  an  entirely  new  structure  like  this.  All  that  you  saw  in  the 
other  slide  has  nothing  there  except  tearing  down  the  sheds,  taking 
out  the  things  and  making  a  development  which  would  bring  out  the 
features  that  existed. 

(32)  There  is  a  plan  that  we  developed,  and  we  have  built  one  house 
like  that  which  cost  us  about  $2,250.  We  think  that  if  we  had  any 
volume  we  could  get  it  down  under  $2,000  per  house,  complete  cost 
of  building  without  the  land.  It  is  15  feet  wide,  20  feet  deep,  under 
10,000  cubic  feet,  with  a  minimum  of  partitioning,  a  box  wrapping 
up  the  cubage  with  maximum  simplicity,  a  great  steel  sash,  call  it 
five  rooms  if  you  will,  or  four  if  you  will,  but  we  could  rent  that  and 
build  it  brand  new  for  $25  per  month  at  a  cost  without  the  land  of 
around  $2,000,  depending  on  the  volume.  With  the  land  we  feel 
there  is  every  reason  to  believe  we  can  do  it  for  $2,500. 

(33)  There  is  a  projected  development  which  I  am  now  working 
on — I  am  thankful  to  say  that  I  received  a  great  deal  of  encourage- 
ment from  F.  H.  A. — which  is  a  garden  in  a  slum.  Those  units  are 
projected  to  be  built  for  $2,200  per  house  complete,  brick  simplicity, 
five-room  units,  taking  advantage  of  the  topography,  the  space 
rather  than  the  complicated  or  expensive  character  of  the  house,  to 
get  our  desired  development.  It  is  Negro,  in  a  blighted  area  neigh- 
borhood. 

(34)  This  final  slide  is  a  little  slide  which  I  was  very  much  interested 
in,  because  2  weeks  ago,  at  the  request  of  the  National  Association  of 
Real  Estate  Boards,  I  was  in  Seattle,  Wash.,  and  there  I  saw  hundreds 
of  those  little  houses  being  built  and  sold  for  $1,500,  a  house  complete, 
lovely  little  things,  California  redwood  siding,  insulated,  well-built, 
complete,  oil-fired,  air-conditioned,  heat,  three-piece  bath,  and  all 
that  sort  of  thing,  illustrating  the  possibility  by  simplification  of 
really  getting  down  in  cost,  entirely  with  private  capital,  sponsored 
and  backed  by  F.  H.  A. 

That  is  the  end  of  my  slides. 

I  have  a  little  more  here  to  say  but  at  the  pleasure  of  the  committee 
I  will  quit  or  go  ahead  as  you  like. 

The  question  that  naturally  arises  when  one  looks  at  that  presenta- 
tion is:  Why  isn't  there  more  of  it  done?  I  have  listed  here  in  very 
simple  form  the  obstacles  which  I  think  are  in  the  way  of  solving  the 
problem.     I  fisted  them  as  follows: 

Obstacle  1:  The  lack  of  courage  and  vision  on  the  part  oj  private 
realtors  and  businessmen. — The  business  of  the  real-estate  profession 
is  shelter — and  shelter  means  all  of  the  population.  We  in  our 
business  have  completely  failed  to  meet  50  percent  or  more  of  our  job. 
I  do  not  know  all  of  the  reasons  why  we  have  failed,  but  I  should  like 
to  indicate  some  of  them  and  to  indicate  how  I  feel  they  can  be  solved. 

First,  there  has  arisen  a  curious  paternalistic  attitude  toward  the 
Government.  It  seems  to  be  the  thought  that  a  paternalistic  govern- 
ment with  tax-supported  bureaucracies  should  carry  on  the  work  and 
lives  of  130,000,000  people — an  obvious  absurdity.  No  business  which 
involves  the  element  of  subsidy  can  be  sound,  because  obviously  it 
walks  with  a  crutch. 

That  sort  of  courage  and  vision,  with  the  dauntless  enthusiasm 
which  refuses  to  be  licked,  must  return  to  American  busiu^ss  leadership. 
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It  seems  to  me  that  in  the  twenties  we  reached  the  end  of  that  sort 
of  business  leadership  which  throve  on  quick  profits,  exploitation  and 
greed — in  other  words,  the  capital-gains  economy.  That  leadership 
deserved  to  and  has  largely  perished. 

There  followed  during  the  thirties  a  sort  of  Government  receiver- 
ship, in  which  bureaucracies  attempted  to  carry  the  burden  of  business. 
These  bureaucracies  would  never  have  existed,  save  for  the  lack  of 
vision  and  the  lack  of  courage  of  the  businessman.  But  they  are  not 
the  solution. 

Now,  I  believe  with  the  rise  of  the  forties,  and  it  is  my  experience 
from  traveling  around  the  country,  a  new  sort  of  leadership  is  arising,- 
a  young  leadership,  a  management  phase  of  leadership,  long-time 
service,  not  quick  profits,  a  leadership  which  works  side  by  side  with 
Government,  with  Government  supporting  private  capital  •  to  the 
common  good.  Whether  you  believe  it  or  not,  gentlemen,  the  hour 
is  at  hand.  A  great  ground-swell  of  rededication  to  private  initiative 
I  believe  is  at  hand. 

In  other  words,  the  first  obstacle  is  just  lack  of  courage  and  I  think 
the  largest  one  and  a  proper  one.     I  think  we  can  lick  it. 

Obstacle  2:  Labor. — Much  has  been  said  to  the  effect  that  organized 
labor  is  the  principal  fly  in  the  ointment  preventing  active  business 
recovery  and  large-scale  building.  Personally,  I  cannot  get  too  much 
worked  up  about  organized  labor.  For  25  years  my  contact  with  labor 
has  shown  me  a  pretty  fair  sense  of  cooperation  on  the  whole  with 
labor. 

There  have  been  extremes,  of  course;  there  has  been  unsocial 
conduct  by  some  of  the  leaders,  but  I  can  think  of  many  instances 
equally  unfair  on  the  part  of  capital  and  the  employer,  so  that  I  do 
not  personally  feel  that  organized  labor,  as  such,  is  the  thing  which  is 
blocking  progress. 

Just  one  instance:  Consider  the  100-day  year  in  force,  I  under- 
stand, in  some  of  the  automobile  plants  in  Detroit,  and  all  too  much 
in  force  in  the  construction  industry.  What  kind  of  Golden  Rule 
relationship  is  it  for  businessmen  and  employers  to  hire  labor,  for  one- 
third  of  the  year  and  to  let  them  starve  for  the  other  two-thirds? 
That  does  not  square  with  a  fair  deal. 

I  haven't  a  doubt  but  that  organized,  and  the  fine  and  statesmanlike 
leadership  now  arising  in  organized  labor,  will  coperate  with  any 
construction  program.  I  do  not  think  that  the  hurdle  to  meeting  the 
needs  of  the  low-income  group  is  labor.  Let  a  constructive  program 
come  forth,  let  public  sentiment  be  aroused,  let  us  all  pull  together 
for  the  common  good,  and  organized  labor  and  unorganized  labor  will 
be  found  with  its  shoulder  to  the  wheel. 

Obstacle  8:  Financing. — The  greatest  single  hurdle  to  reaching  the 
low-cost  housing  field  is  financing.  I  have  tried  for  10  years  to  find 
any  source  of  money  available  to  a  legitimate  private  developer  or 
management  for  the  field  of  slum  clearance  and  low-cost  housing  work 
in  blighted  areas.  I  know  of  none.  I  have  canvassed  insurance 
companies,  banks,  private  individuals,  and  every  other  source  known 
to  me,  so  far  without  any  success.  I  have  proven  over  and  over 
again  the  soundness  of  the  investment.  I  have  shown  operating 
records  with  splendid  returns  year  after  year,  and  still  I  have  been 
unable  to  get  fiduciary  money  released. 
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The  only  money  that  I  have  borrowed  has  been  F.  H.  A.  title  1 
money  at  something  like  9.6  percent  interest  per  year,  which  must  be 
repaid  at  the  rate  of  33  %  percent  per  year.  A  statement  which  I 
should  now  like  to  make:  I  have  been  able  working  with  private 
capital — and  for  a  profit — to  provide  acceptable  shelter  rent,  pay 
taxes  in  full,  pay  a  return  on  my  investment,  working  with  9.6  percent 
money  retired  within  3  years. 

Contrast  this  with  the  terms  of  U.  S.  H.  A.:  4  percent  money,  60 
years  to  repay,  paying  no  city  taxes  and  never  making  any  return  on 
the  investment  in  interest  or  principal,  as  far  as  the  tenant  is  concerned. 
What  could  private  capital  do  if  it  had  50  percent  as  good  a  chance  as 
the  tax-exempt  Government  housing? 

Now  I  am  happy  to  report  that  within  the  last  2  months  I  have 
received  repeated  assurances  and  I  am  hopeful  that  we  will  arrive 
at  slum-clearance  financing  and  blighted-area  financing  through  the 
Federal  Housing  Administration.  Within  the  week  I  have  had  a 
very  happy  interview  with  Mr.  Stewart  McDonald  and  many  of  his 
associates.  I  believe  that  the  F.  H.  A.,  undoubtedly  the  greatest  of 
all  Government  measures,  has  within  its  power  the  cleaning  up  of  the 
slums  and  blighted  areas  of  this  country.  I  believe  that  a  combination 
of  aroused  private  capital,  backed  by  F.  H.  A.  insurance,  can  clean  up 
the  slums  and  blighted  areas  of  this  country  without  one  cent  of  cost  to 
the  Federal  Government,  sir.  I  have  just  returned  from  a  long  trip 
around  the  country  under  the  auspices  of  the  National  Association  of 
Real  Estate  Boards  and  I  assure  you,  gentlemen,  that  private  initi- 
ative with  the  slightest  encouragement  is  willing  and  anxious  to  go 
to  work. 

Obstacle  4-  Taxes. — Of  course,  from  a  long-range  position,  taxes  are 
the  greatest  single  detriment  to  the  development  of  building  or  real 
estate  ownership.  I  have  some  figures  to  indicate  that  if  all  of  the  net 
income  in  Philadelphia  from  all  of  the  real  estate  was  added  up  in  one 
column,  and  the  actual  direct  taxes  added  up  in  another,  the  taxes 
would  exceed  the  .total  of  all  direct  income.  In  other  words,  taxes 
have  reached  the  proportion  of  confiscation. 

Now  the  reason  for  this  is  not  far  to  seek.  In  Pennsylvania  years 
ago  when  the  fundamental  tax  law  was  enacted,  90  percent  of  the 
wealth  was  real  wealth.  The  legislators  of  that  day,  therefore,  im- 
posed 90  percent  of  the  taxes  on  real  estate.  Today,  however,  as 
I  understand  "it,  only  40  percent  is  in  real  wealth,  the  balance  being  in 
personal  wealth.  Yet,  still  85  or  90  .percent  of  the  taxes  are  paid  by 
this  40  percent  of  the  wealth.  I  do  not  guarantee  these  figures,  but 
they  are  indicative. 

The  result  is  that  the  tax  burden  has  reached  proportions  where  it 
crushes  the  ability  of  the  taxed  to  pay  taxes.  In  other  words,  the 
proverbial  goose  that  lays  the  golden  egg  has  her  neck  on  the  block. 

Now,  I  am  sure  that  it  takes  a  bigger  man  than  I  to  make  any 
diagnosis  of  our  tax  ills.  However,  I  would  not  worry  about  it.  I  see 
no  reason  why  it  should  stop  us  or  influence  us  in  any  way.  Every- 
body else  has  to  pay  the  same  taxes  and  ultimately  there  will  be  a 
rational  solution  effected.  There  is  much  progress  being  made  in  this 
direction.  I  think  that  we  ought  to  work  for  adjusted  and  equitable 
taxes,  but,  in  the  meantime,  the  worst  thing  that  we  could  do  is  to  lay 
down  and  quit. 
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Finally,  I  ask  you  to  consider  the  plan  which  1  have  to  submit: 
Private  capital  awakened  with  a  sense  of  service  to  the  need;  the 
support  of  the  Federal  Housing  Administration;  the  doing  of  the  job 
without  subsidy  and  without  one  dollar  of  cost  to  the  Federal 
Government. 

One  final  statement  that  may  seem  a  little  bit  sentimental:  May  I 
be  permitted  to  say  it  seems  to  me  that  the  greatest  need  of  this  hour 
is  the  revitalization  of  the  spirit  of  enterprise  and  spirit  of  service  and 
the  rededication  again  to  the  principle  of  cooperation  which  made  this 
country  great;  the  support  of  private  business  by  our  Government  so 
that  we  may  all  pull  together  in  a- team  to  achieve  the  greatest  good  for. 
all  of  our  people. 

Mr.  O'Connell.  Mr.  Binns,  I  was  very  much  interested  in  your 
slides  and  apparently  the  major  part  of  your  activity  has  beenin  con- 
nection with  so-called  depreciated  or  slum  areas.  I  was  very  much 
surprised  to  see  how  cheaply  you  were  able  to  acquire  the  real  estate. 
That  seems  to  me  to  be  one  of  the  major  parts  of  your  ability  to  pro- 
vide the  dwelling  accommodations  at  such  a  reasonable  price.  What 
is  the  explanation  of  that,  being  able  to  acquire  real  estate  in  the  city 
of  Philadelphia  at  such  a  reasonable  price? 

Mr.  Binns.  Well,  it  is  simply  the  business  of  foreclosure,  deprecia- 
tion, and  write  off  the  obsolescence.  These  properties  were  all  over 
60  years  old,  brick  shells.  It  is  not  limited  to  Philadelphia;  it  is  true 
in  all  the  old  cities,  the  old  urban  areas,  I  think. 

Mr.  O'Connell.  From  whom  do  you  acquire  the  real  estate 
usually? 

Mr.  Binns.  Banks,  trust  companies,  private  individuals,  fiduciary 
institution,  liquidating  banks,  building  and  loan  associations,  and  all 
the  rest. 

Mr.  O'Connell.  Does  the  city  take  title? 

Mr.  Binns.  Not  in  Philadelphia.  The  city  of  Philadelphia  doesn't 
take  title  to  property  tax  foreclosures.     It  is  a  rather  special  situation. 

Mr.  O'Connell.  What  does  it  do? 

Mr.  Binns.  It  just  lets  them  sit  there  and  accumulate  tax.  ,  I  don't 
know  whether  you  want  to  go  into  it,  but  we  have  a  techical  situation 
in  which  the  hen  of  a  mortgage  is  not  foreclosed  and  not  discharged 
by  a  tax  sale.  In  other  words,  the  mortgage  remains  in  force  after 
the  sale  for  taxes,  and  inasmuch  as  there  are  mortgages  on  nearly  all 
■the  stuff,  the  city  doesn't  have  any  way  to  clean  up  title  and  can't 
make  title. 

I  think  it  is  about  the  only  place  in  the  country  that  that  particular 
condition  exists. 

Mr.  O'Connell.  Is  that  particular  situation  to  some  extent  re- 
sponsible for  the  reasonable  price  at  which  you  can  acquire  the  prop- 
erty? 

Mr.  Binns.  Slightly,  possibly.  It  is  more  just  natural  depreciation 
of  old  city  areas  than  anything  else.  It  is  true  in  St.  Louis,  Chicago — 
anywhere  you  go. 

Dr.  Lubin.  Do  you  have  to  accept  the  liability  on  unpaid  taxes 
when  you  take  over  property  of  that  sort? 

Mr.  Binns.  Yes,  sir;  that  has  to  be  taken  into  consideration,  too. 

Dr.  Lubin.  Is  the  city  willing  to  make  deals? 

Mr.  Binns.  We  have  no  legislation  which  will  permit  it. 
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Dr.  Lubin.  So  you  have  to  pay  the  full  amount. 

Mr.  Binns.  It  has  to  be  discharged  by  somebody.  It  is  an  accruing 
lien,  and  incidentally  a  personal  judgment  as  well. 

Mr.  O'Connell.  A  personal  judgment  against  the  owner? 

Mr.  Binns.  Yes. 

Mr.  O'Connell.  That  is  not  usually  so. 

Mr.  Binns.  No.     It  is  very  peculiar  in  Philadelphia. 

Mr.  O'Connell.  Then  the  owner  of  a  piece  of  property  with  a  lot 
of  delinquent  taxes  would  be  under  certain  pressure  to  dispose  of  the 
property. 

Mr.  Binns.  That  is  right. 

Mr.  O'Connell.  That  might  explain  it  to  some  extent. 

Mr.  Binns.  To  some  extent;  yes. 

Mr.  O'Connell.  I  had  always  been  under  the  impression  that  some 
property  in  a  metropolitan  area  such  as  New  York  could  not  be  ac- 
quired at  anything  comparable  to  the  prices  that  you  have  indicated. 

Mr.  Binns.  I  think  you  are  right  in  that.  New  York  is  a  very 
special  problem,  and  Washington,  the  intense  urban  concentration  in 
New  York,  and  the  high  buildings.  You  see  Philadelphia  I  think  has 
the  largest  number  of  single  dwelling  units  of  any  city  in  the  United 
States.  I  think  there  are  500,000  separate  units,  just  spreads  from 
here  to  there,  mostly  two-story  brick  dwellings,  endlessly.  But  we 
are  convinced,  and  we  are  now  setting  up  a  demonstration  of  entirely 
new  construction  with  private  capital  in  slum  clearance,  getting  down 
below  $5  per  room  per  month. 

Mr.  O'Connell.  In  Philadelphia? 

Mr.  Binns.  Yes. 

Mr.  O'Connell.  Do  you  acquire  property  in  the  slum  area  for 
that? 

Mr.  Binns.  The  ground  only. 

Mr.  O'Connell.  The  unimproved? 

Mr.  Binns.  Yes.  In  other  words,  we  can  buy  ground  for  25  cents 
per  square  foot,  then  we  can  put  new  buildings  on  it  and  get  down 
below  $5  a  room. 

Mr.  O'Connell.  I  was  trying  to  explore  how  widespread  the  possi- 
bility would  be  of  acquiring,  let  us  say,  unimproved  property  in  that 
type  of  area  for  25  cents  a  square  foot.  Do  you  think  it  could  be 
done  extensively? 

Mr.  Binns:  I  don't  know.  I  can  tell  you  I  went  around  with  a 
group  in  Baltimore,  in  Chicago,  in  Milwaukee,  in  Seattle,  Wash.,  in 
Duluth,  Minn.,  and  in  all  those  places  there  was  ample  supplies  of 
25-cent-a-square-foot  land.  It  is  my  belief  that  there  is  ample  supply 
in  the  blighted  areas  of  25-cent  land  in  every  city  in  the  country,  with 
the  possible  exception  of  New  York  and  Washington.  That  is  just 
my  belief.     I  am  not  here  to  prove  it. 

Mr.  Chawner.  Are  these  areas  zoned  for  other  uses  than  residence 
use?     Does  that  have  anything  to  do  with  the  value? 

Mr.  Binns.  No,  sir.  They  are  old  residential  areas  which  were 
occupied  many  years  ago  before  the  suburban  migration  began. 

Mr.  Chawner.  They  are  not  zoned  exclusively  for  residential  use, 
they  may  be  used  for  other  things? 

Mr.  Binns.  That  is  right,  commercial  or  residential. 

Mr.  O'Connell.  I  was  interested  in  what  you  had  to  say  about 
your  attempts  over  the  past  10  years  to  influence  or  to  interest  purely 
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private  capital  in  aiding  in  this  sort  of  development.  I  understood 
you  to  say  that  in  spite  of  a  proved  record  of  earnings  and  your  ability 
to  show  that  this  type  of  development  afforded  a  very  good  outlet 
for  private  capital,  that  you  were  substantially  without  any  success. 

Mr.  Binns.  That  is  right,  sir. 

Mr.  O'Connell.  And  such  developments  as  you  have  undertaken 
so  far  were  either  with  private  funds  or  were  funds  which  were  en- 
couraged by  F.  H.  A.  insurance  under  title  I. 

Mr.  Binns.  That  is  right. 

Mr.  O'Connell.  But  now  it  appears  that  more  recently  there  is 
strong  possibility  that  you  could  get  the  title  II  rate. 

Mr.  Binns.  Yes.    That  is  very  satisfactoiy. 

Mr.  O'Connell.  But  it  would  also  be  true,  would  it  not,  that  at 
the  present  time,  despite  your  hope  for  a  renaissance,  so  to  speak, 
among  the  private  investing  public,  in  the  absence  of  the  F.  H.  A. 
insurance  we  haven't  the  degree  of  courage,  meaning  the  private 
investors,  that  you  had  hoped  to  develop  at  some  time. 

Mr.  Binns.  That  is  right,  sir.  In  other  words,  the  banks  and 
insurance  companies,  fiduciary  institutions  and  everybody  like  that, 
take  the  position  that  no  mortgage  is  good  enough  in  a  blighted  area, 
no  matter  if  it  is  10  percent  of  new  cost,  no  matter  if  it  pays  50.  They 
just  will  not  go  into  it. 

Mr.  O'Connell.  So  you  would  accept  as  inevitable  and  desirable 
for  some  time  at  least  the  necessity  for  some  Government  help  com- 
parable to  the  F.  H.  A.  assistance. 

Mr.  Binns.  That  is  right,  the  underwriting  of  the  insurance,  and 
then  with  the  Government  insurance  we  could  get  all  the  fiduciary 
money  we  want. 

Mr.  O'Connell.  Yes;  if  the  Government  takes  the  risk,  which  is 
really  what  it  amounts  to. 

From  something  you  said,  I  thought  you  might  be  hopeful  that  even 
that  particular  form  of  Government  aid  might  not  be  necessary. 

Mr.  Binns.  I  think  that  it  will  be.  In  other  words,  if  we  can  get, 
all  over  the  country,  utility  housing  companies — there  is  nothing  more 
unsound  than  the  present  agency  basis  of  management  of  real  estate, 
but  if  we  can  get  utility  housing  companies  started  on  a  long-range 
basis  with  social  background,  we  can  get  money  in  the  bank  and  get 
a  strong  position,  and  the  time  is  going  to  come  very  shortly,  in  2  or 
3  years,  when  banks  will  say,  "Oh  well,  we  don't  need  that  guarantee. 
We  will  go  ahead." 

Mr.  O'Connell.  If  the  trail  is  sufficiently  well  blazed  and  marked 
out  private  capital  will  be  willing  to  invest  without  something  to 
guarantee  the  limit  of  its  loss. 

Mr.  Binns.  That  is  right. 

Dr.  Lubin.  What  do  you  mean  by  utility  housing,  the  right  to 
condemn  by  eminent  domain,  given  plats? 

Mr.  Binns.  No;  I  am  perhaps  using  the  word  "utility"  improperly. 
What  I  mean  is  a  management  which  owns  the  properties,  which  looks 
for  permanent  existence,  which  always  rents  and  never  sells,  which  is 
interested  in  building  the  good  citizenship  of  the  tenants,  a  permanent 
management  organization  as  owners.  The  nearest  tiling  I  know  to 
it  is  the  utility  company  idea,  so  I  use  that  word,  but  I  don't  think 
the  power  of  eminent  domain  at  least  presently  is  necessary. 


5376        CONCENTRATION  OF  ECONOMIC  POWER 

Dr.  Lubin.  Judging  by  those  photographs  you  showed  us,  most  of 
those  projects  of  yours  are  fairly  large;  in  other  words,  they  contain 
5,  10,  15,  20  dwelling  units.  Let's  assume  that  you  move  further  in 
that  direction  in  those  communities;  after  all,  to  make  the  thing 
worthwhile  and  do  it  on  an  economical  basis  you  can't  pick  up  one 
house  and  rehabilitate  it  and  skip  6  more  blocks  and  pick  up  another. 
It  is  a  question  of  rehabilitating  a  dozen  at  a  time. 

Mr.  Binns.  No,  sir;  most  of  my  stuff  is  individual  houses.  Those 
that  I  showed  were  very  few  of  my  holdings,  but  the  great  majority 
of  them  are  nouses  2  or  3  in  this  block,  2  or  3  in  that  block,  and  there 
are  many  reasons  why  that  form  of  ownership  is  stronger  than  a  larger 
group,  because  if  you  have  got  3  sour  apples  in  the  barrel  and  you  fix 
those  3  sour  apples,  the  natural  resiliency  of  the  rest  of  the  block  pulls 
your  value  up  and  from  the  standpoint  of  servicing  the  neighborhood 
it  is  probably  as  good  a  thing  as  you  can  do.  I  directly  or  indirectly 
have  something  like  500  of  that  type  that  I  have  had  for  some  time. 
Dr.  Lubin.  In  other  words,  the  fact  that  you  have  in  your  block  20 
houses,  17  of  which  are  the  type  you  showed  us  before  you  rebuilt, 
has  no  effect  upon  the  value  of  the  3  that  you  rehabilitate?  In  other 
words,  with  the  trends  of  the  neighborhood,  people  wanting  to  move, 
is  there  anything  to  deter  people  from  moving  into  a  block  that  has 
3  houses  you  have  rehabilitated  whereas  seventeen  others  in  the  block 
are  just  ordinary? 

Mr.  Binns.  There  is  nothing  to  deter  them.  They  will  move  in 
my  houses  first,  but  if  they  can't  get  one  of  the  3  good  houses  they 
will  take  the  bad  house,  but  the  situation  in  real  life  is  in  the  reverse; 
there  will  be  17  fairly  good  houses  and  3  bad  ones.  If  you  took  the 
3  bad  ones  and  fixed  them  up,  then  the  black  eye,  as  it  were,  given  by 
the  3  bad  ones  would  be  removed,  and  the  value  of  the  whole  block 
would  be  improved,  yours  and  the  other  fellow's  too. 

Dr.  Lubin.  The  thing  I  am  trying  to  get  at  is  this.     You  go  into 
a  blighted  area  and  you  see  block  after  block  of  blighted  houses.     Is 
it  a  profitable  venture  to  go  in  and  start  with  two  of  those? 
Mr.  Binns.  And  leave  the  others  all  bad? 
Dr.  Lubin.  Yes. 

Mr.  Binns.  That  would  be  a  questionable  thing  to  do. 
Dr.  Lubin.  That  raises  the  next  question.     If  you  go  in  and  reha- 
bilitate five  of  those  houses,  somebody  on  the  block  may  hold  you  up 
and  say  you  can't  get  any  more  around  there  unless  you  pay  a  price 
which  is  exorbitant.     That  happens  in  New  York  City. 
Mr.  Binns.  It  has  happened  to  me  every  time. 
Dr.  Lubin.  That  is  why  I  was  thinking  of  utility.     How  do  you 
overcome  that? 

Mr.  Binns.  I  just  don't.  I  go  ahead  and  fix  my  five  houses  up 
and  I  say  to  him,  "Look  how  much  nicer  it  is  than  it  was  before. 
You  fix  your  house  up,"  and  in  every  case  that  I  have  ever  done  it, 
always  the  rest  of  the  block  cleans  itself  up.  You  point  the  way  and 
all  the  rest  of  them  get  interested.  I  don't  care;  I  would  rather  he 
would  own  it  if  he  can  improve  my  value  without  my  expense.  Do 
you  see  the  idea? 

Acting  Chairman  Reece  Mr.  O'Connell,  referring  again  to  the 
slides,  I  think  it  would  be  helpful  for  the  record  if  we  had  four  of 
those  illustrating  the  condition  before  and  after  treatment  printed  in 
the  record. 
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Dr.  Lubin.  I  would  like  to  ask  another  question,  Mr.  Binns,  if  I 
might.  From  what  you  said  I  took  it  that  most  of  these  houses  had 
no  utilities  in  them  in  terms  of  gas,  water,  sewerage,  and  things  of 
that  kind. 

Mr.  Binns.  To  all  practical  purposes,  that  is  true. 

Dr.  Lubin.  Which  meant  you  had  to  bring  those  utilities  in. 

Mr.  Binns.  They  were  in  the  cellars.  That  is,  all  old  neighbor- 
hoods that  for  years  and  years  had  had  all  the  utilities  in  the  streets, 
but  they  were  either  in  the  cellars  or  in  the  sidewalk  and  had  to  be 
brought  into  the  house,  but  the  improvement  in  the  house  had  either 
never  been  there  or  had  been  abandoned  and  written  out  or  mostly 
never  been  there. 

Dr.  Lubin.  So  you  were  not  put  to  the  expense  of  bringing  these 
utilities  in. 

Mr.  Binns.  That  is  one  of  the  great  advantages  of  rehabilitation, 
because  all  your  street  improvements  and  utilities  are  right  at  your 
door,  and  the  transportation  in  the  center  of  the  city,  and  it  is  in  the 
area  where  it  is  needed  rather  than  way  out  in  the  suburbs. 

Acting  Chairman  Reece.  We  thank  you  very  kindly,  Mr.  Binns. 

(The  witness,  Mr.  Binns,  was  excused.) 

Mr.  O'Connell.  I  had  intended  calling  another  witness  at  this 
time.  I  would  prefer  to  let  the  committee  decide  whether  we  can 
eliminate  the  witness.  I  had  intended  calling  Mr.  Hoess,  who  is  a 
practical  builder  who  has  had  some  experience  in  the  building  field 
out  in  Hammond,  Ind.  If  it  is  the  pleasure  of  the  committee  I  sug- 
gest we  adjourn  and  let  me  attempt  to  make  peace  as  best  I  can  with 
Mr.  Hoess. 

Acting  Chairman  Reece.  If  you  think  you  can  do  that  I  think  the 
committee  will  be  very  happy  about  it.  The  committee  will  stand 
in  recess  until  tomorrow  at  10  o'clock. 

(Whereupon,  at  4:35  p.  m.,  the  committee  recessed  until  10  a.  m. 
the  following  day,  Friday,  July  12,  1939.) 
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FRIDAY,  JULY   14,   1939 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:20  a.  m.,  pursuant  to  adjournment  on 
Thursday,  July  13,  1939,  in  the  Caucus  Room,  Senate  Office  Building, 
Senator  Joseph  C.  O'Mahoney  presiding. 

Present:  Senator  O'Mahoney  (chairman);  Representative  Reece;' 
Messrs.  O'Connell,  Lubin,  Ballinger,  Berge,  Davis,  Frank  and 
Brackett. 

Present  also:  Messrs.  Willard  Thorp  and  Ernest  A.  Tupper, 
Department  of  Commerce;  Gordon  Dean,  Department  of  Justice; 
Willis  J.  Ballinger,  Federal  Trade  Commission;  and  Peter  A.  Stone, 
coordinator  of  construction  studies  for  the  committee. 

The  Chairman.  This  meeting  will  come  to  order. 

Mr.  O'Connell,  are  you  ready  to  proceed? 

Mr.  O'Connell.  I  am,  Mr.  Chairman.  I  should  like  to  make  a 
very  brief  statement  before  calling  the  first  witness.  It  will  not  be 
necessary  to  summarize  what  has  gone  before  in  this  hearing  other 
than  to  say  that  it  has  been  made  evident  that  there  exist  today  vast 
accumulations  of  capital  seeking  attractive  investment  opportunities, 
that  so  far  as  the  construction  industry  is  concerned  the  field  that 
appears  most  lucrative  is  private  residential  building  and  that  with 
respect  to  private  residential  construction  the  greatest  field  lies  in 
the  building  of  homes  for  one-third  of  the  Nation's  families — the  so- 
called  middle  income  group.  We  have  heard  testimony  relating  to 
the  deterrents  of  increased  building  and  testimony  relating  to  sug- 
gestions for  removing  these  deterrents.  No  inquiry  on  housing 
would,  of  course,  be  complete  without  some  testimony '  relative  to 
Government's  participation  in  the  field.  With  this  in  mind,  it  was 
decided  that  representatives  of  the  Government  housing  agencies 
should  be  called  and  give  to  the  committee  a  bird's-eye  view  of  their 
activities, 

With  that  in  mind,  I  should  like  to  call  as  the  first  witness  Mr. 
Fahey. 

Mr.  Chairman,  I  might  say  that  I  had  intended  asking  Mr.  Fahey 
a  series  of  questions,  but  fortunately  for  me  Mr.  Fahey  has  prepared 
a  statement  which  so  well  answers  the  questions  that  I  had  intended 
to  ask,  that  with  the  permission  of  the  Chair  I  would  prefer  that  he  be 
permitted  to  read  his  statement,  particularly  since  he  has  to  get  away. 

The  Chairman.  Very  well. 
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STATEMENT   OF  JOHN  H.   FAHEY,   CHAIRMAN,   FEDERAL  HOME 
LOAN  BANK  BOARD,  WASHINGTON,  D.  C. 

ACTIVITY  OF  HOME   LOAN   BANK    BOARD   IN   REDUCTION    OF   FINANCING 

COSTS 

Mr.  Fahey.  Mr.  Chairman  and  gentlemen  of  the  committee,  the 
Federal  Home  Loan  Bank  Board  was  established  by  act  of  Congress 
on  July  22,  1932,  to  supervise  the  Federal  home  loan  bank  system. 
The  legislation  to  create  this  urban  mortgage  reserve  system  was  the 
result  of  the  President's  Conference  on  Home  Building  and  Home 
Ownership  which  met  in  Washington  in  December  1931.  This  con- 
ference was  preceded  by  prolonged  committee  studies  of  various 
phases  of  the  home  ownership  problem  in  the  United  States.  Its 
recommendation  that  a  home-mortgage  reserve  system  be  set  up  was 
the  only  one  of  any  importance  which  resulted  in  action. 

In  June  1933,  Congress  authorized  the  Board  to  charter  and 
supervise  Federal  savings  and  loan  associations.  At  the  same  time 
it  established  the  Home  Owners'  Loan  Corporation  and  provided  that 
the  members  of  the  Federal  Home  Loan  Bank  Board  should  serve 
as  the  board  of  directors  of  that  Corporation. 

With  billions  of  savings  in  hoarding  following  the  1933  financial 
crisis,  Congress  created  the  Federal  Savings  and  Loan  Insurance 
Corporation  in  June  1934,  a  few  months  after  the  Federal  Deposit 
Insurance  Corporation  insured  deposits  in  the  commercial  banks. 
The  Federal  savings  and  loan  insurance  was  intended  to  provide  for 
the  people  who  placed  their  small  accumulations  in  savings  institu- 
tions, protection  similar  to  that  accorded  to  the  depositors  in  com- 
mercial banks. 

The  Federal  Home  Loan  Bank  Board,  as  a  result  of  its  supervision 
of  the  four  agencies  to  which  I  have  referred,  has  a  very  large  and  a 
very  direct  interest  in  the  entire  problem  of  home  ownership  in  the 
United  States. 

Through  the  Federal  Home  Loan  Banks  it  makes  advances  to,  and 
examines  and  supervises  nearly  4,000  local  lending  institutions  with 
assets  of  four  billion  four  hundred  millions  of  dollars.  Through  the 
Home  Owners'  Loan  Corporation  it  holds  now  over  two  billions  of 
dollars  of  first  mortgage  loans  on  862,201  homes  and  directly  owns 
88,801  properties  representing  an  investment  on  the  part  of  the  Cor- 
poration of  $506,248,027. 

The  Chairman.  What  is  the  character  of  that  loan?  How  did  you 
acquire  it? 

Mr.  Fahey.  As  the  result  of  foreclosure  in  the  banks,  and  so  forth. 

Federal  charters  have  been  issued  by  the  Board  to  nearly  1,400 
savings  institutions  whose  assets  now  aggregate  over  $1,400,000,000. 
The  Federal  Savings  and  Loan  Insurance  Corporation  has  granted 
insurance  to  over  2,000  savings  associations  with  total  assets  slightly 
in  excess  of  two  and  one-quarter  billions  of  dollars  and  it  insures  the 
accounts  of  more  than  2,000,000  savers. 

Mr.  O'Connell.  Mr.  Fahey,  is  that  insurance  the  same  type  of 
insurance  that  depositors  in  banks  have? 

Mr.  Fahey.  It  is  not,  except  that  the  limit,  is  the  same,  $5,000,  but 
in  the  case  of  Federal  savings  and  loan  insurance,  as  I  explain  later 
on  here,  the  Corporation  is  not  called  upon  to  make  immediate  cash 
payments  in  the  event  of  receivership.     It  has  time  to  make  the  full 


CONCENTRATION  OF  ECONOMIC  POWER        5381 

payment  out  of  liquidation  before  calling  on  any  of  the  resources  of 
the  Corporation. 

Now  neither  is  the  Federal  Deposit  Insurance  Corporation  required 
to  make  immediate  cash  payment,  but  as  a  matter  of  policy  it  has 
done  so  up  to  date  and  will  probably  continue  to  do  so  because  it  is 
dealing  with  demand  deposit  institutions. 

Mr.  O'Connell.  Do  you  think  there  is  a  distinction  between  the 
typb  of  obligation  that  exists  between  the  savings  and  loan  association 
and  its  depositors  and  the  bank? 

Mr.  Fahey.  There  is,  that  is  right. 

The  Bank  Board  has  direct  responsibility,  through  the  Home 
Owners'  Loan  Corporation  and  the  Insurance  Corporation,  for  the 
supervision  of  home  mortgage  assets  amounting  to  nearly  5  billions 
of  dollars  out  of  a  total  of  about  17%  billions  of  outstanding  urban 
home  mortgages. 

The  Reconstruction  Finance  Corporation,  the  Federal  Housing 
Administration,  the  United  States  Housing  Authority,  the  Farm 
Credit  Administration,  and  the  Federal  Home  Loan  Bank  Board 
have  had  a  closer  contact  with  our  housing  problems  on  a  national 
scale  than  any  Government  or  private  organizations  have  ever  had  in 
the  history  of  the  country.  These  experiences  have  been  gained  during 
a  peculiarly  difficult  period  and  I  think  as  a  result  there  has  been 
accumulated  a  more  comprehensive  knowledge  of  the  complications  of 
our  housing  problem  than  has  heretofore  been  available. 

The  work  of  these  Government  organizations  in  the  housing  field 
has  disclosed  hitherto  unappreciated  weaknesses  in  mortgage  lending 
methods,  emphasized  the  disorganization  of  the  construction  industry 
in  the  residential  field  and  made  apparent  the  widespread  evil  effects 
of  over-speculation  in  real  estate  and  exploitation  in  the  building 
and  selling  of  homes. 

I  know  your  committee  desires  to  have  the  facts  as  to  the  present 
condition  of  the  several  institutions  for  which  the  Federal  Home 
Loan  Bank  Board  is  responsible  and  their  methods  of  operation. 

FEDERAL  HOME  LOAN  BANK  SYSTEM 

Mr.  Fahey.  The  Federal  Home  Loan  Bank  System  consists  of  12 
regional  banks  and  their  member  institutions.  Initial  capital  for  these 
banks  was  provided  by  the  Government  and  provision  was  made  for 
subscriptions  to  stock  in  the  banks  by  the  institutions  which  accepted 
membership.  The  present  capital  is  $164,072,450,  of  which  $124,- 
741,000  has  been  subscribed  by  the  Government  and  $39,331,450  by 
the  institutions.  Surplus  and  undivided  profits  total  $9,277,623. 
Membership  in  the  Bank  System  is  open  to  institutions  making  long- 
term  loans  on  urban  homes.  As  of  May  31,  1939,  the  total  member- 
ship in  the  Bank  System  was  3,949  institutions,  of  which  2,524  were 
State-chartered  savings  and  loan  associations,  1,376  were  Federal 
savings  and  loan  associations,  9  were  mutual  savings  banks,  and  40 
were  insurance  companies.  The  Bank  System  was  planned  as  a 
reserve  system  for  institutions  making  home  mortgage  loans  just  as 
the  Federal  Reserve  System  was  established  for  the  protection  of 
commercial  banks  and  the  Federal  land  banks  to  provide  reserve 
facihties  in  the  farm-mortgage  field.  The  12  banks  make  advances  to 
their  members  from  time  to  time  against  the  collateral  of  home  mort- 
gages, practically  all  of  which  are  on  an  amortized  basis.     These 


5382         CONCENTRATION  OF  ECONOMIC  POWER 

'  advances  are  made  carefully  on  a  conservative  basis  and  the  loans  are, 
therefore,  of  the  soundest  character. 

Representative  Reece.  Have  those  banks  paid  dividends  yet? 

Mr.  Fahey.  Yes;  they  have  paid  dividends  almost  from  the  first, 
during  the  last  5  years. 

Beyond  the  capital  stock  owned  by  the  Treasury  and  member  insti- 
tions,  the  banks  obtain  their  funds  by  accepting. deposits  from  members 
and  through  the  sale  of  debentures.  These  debentures  are  so  pro- 
tected that  they  command  a  ready  market.  On  May  31,  last,  con- 
solidated debentures  outstanding  amounted  to  $90,000,000,  but 
$41,500,000  of  debentures  were  paid  off  in  full  on  July  1,  leaving  a 
balance  of  $48,500,000  outstanding  today.  Member  institutions 
borrow  from  the  banks  when  they  have  demands  for  mortgage  loans 
in  excess  of  cash  on  hand  at  the  time.  They  then  pay  off  these 
loans  as  cash  accumulates  from  payments  by  borrowers  on  amortized 
mortgages  or  as  the  volume  of  savings  entrusted  to  them  by  the  public 
increases.  They  also  borrow  at  times  to  meet  seasonal  withdrawals. 
Access  to  the  resources  of  the  banks  on  the  part  of  member  institu- 
tions means  not  only  protection  in  times  of  difficulty,  but,  under 
anything  like  normal  conditions,  continuous  ability  to  meet  the  local 
needs  of  home  owners  to  borrow  on  a  long-term  basis  to  buy  or  to 
build  homes.  The  existence  of  the  Bank  System  also  makes  possible 
the  transfer  of  money  from  sections  of  the  country  where  there  is  a 
surplus  to  cities  and  towns,  and  particularly  the  smaller  communities, 
where  local  savings  are  at  times  insufficient  to  meet  the  borrowing 
needs  of  home  owners. 

Although  the  Federal  Home  Loan  Bank  System  came  into  existence 
in  July  1932,  as  I  have  explained,,  it  did  not  begin  actual  x  ^ration 
until  October  of  that  year.  By  that  time,  following  the  wave  of  fore- 
closures in  1931  and  1932,  conditions  in  the  urban  home  mortgage 
field  had  become  so  chaotic  that  the  Bank  System  was  unable  to  con- 
tribute in  any  important  way  toward  relief.  In  these  two  years  more 
than  half  a  million  urban  home  foreclosures  had  taken  place  in  the 
country,  and  families  representing  a  total  of  about  2,000,000  persons 
had  lost  their  homes.  When  the  legislation  creating  the  System  was 
taking  filial  form  in  Congress,  an  attempt  was  made  to  provide  imme- 
diate relief  for  those  who  were  losing  their  homes  by  authorizing  the 
banks  to  make  direct  loans  to  home  owners.  The  restrictions  sur- 
rounding the  making  of  loans  of  this  character  were  such,  however, 
that  out  of  41,580  applications  received,  only  3  loans  amounting  to 
$9,000  were  made  in  the  entire  country  at  a  cost  of  $136,591.  Up  to 
the  1st  of  January  1933  the  Bank  System  had  but  101  members.  It 
really  did  not  begin  to  function  until  after  the  bank  holiday.  The 
growth  in  membership  hag  been  almost  entirely  since  the  fall  of  1933. 
Since  it  began  active  operation  the  Bank  System  has  made  a  total  of 
$522,023,000  advances.  The  highest  figure  of  loans  outstanding  at 
any  one  time  (December  1937),  was  $200,094,628.  As  of  July  7, 
1939,  the  figure  was  $166,254,699.  The  amount  of  loans,  of  coi'rse, 
increases  and  decreases  from  month  to  month  depending  upon  condi- 
tions. The  total  of  loans  as  of  January  1,  1939,  was  $198,842,43S. 
Net  repayments  have  reduced  this  figure  by  $32,587,739. 
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FEDERAL    SAVINGS   AND    LOAN    ASSOCIATIONS 

Mr.  Fahey.  In  June  1933  Congress  authorized  the  Federal  Home 
Loan  Bank  Board  to  charter  and  supervise  Federal  savings  and  loan 
associations  which  might  be  organized  by  local  groups  throughout 
the  country.  With  the  consent  of  the  State -affected,  State-chartered 
savings  and  loan  associations  which  wished  to  do  so  could  change  to 
Federal  charters.  Federal  savings  and  loan  associations  are  local, 
privately  owned  and  managed  thrift  and  home  financing  institutions 
strictly  mutual  in  character.  They  operate  under  the  provisions  of  a 
uniform  charter  which  assures  adherence  to  the  best  practices  of 
mutual  thrift  and  home  financing  associations.  They  are  subject  to 
supervision  and  regular  examination  by  the  Federal  Home  Loan 
Bank  Board.  Every  Federal  association  is  a  member  of  the  Federal 
Home  Loan  Bank  of  its  region,  and  it  is  also  obliged  to  be  insured  by 
the  Federal  Savings  and  Loan  Insurance  Corporation.  As  a  result 
these  Federal  associations  have  attracted  extraordinary  public  atten- 
tion and  support. 

On  June  30,  1939,  there  were  1,380  federally  chartered  associations, 
of  which  744  had  been  converted  from  State  charters  and  636  were 
newly  organized  associations.  Their  total  assets  on  June  30  aggre- 
gated $1,408,616,000.  Obviously,  because  they  enjoy  the  protection 
of  membership  in  the  Bank  System  and  also  because  they  are  insured, 
these  Federal  associations  during  the  past  2  years  have  shown  a  larger 
increase  in  the  amount  of  savings  entrusted  to  their  care  than  any 
other  class  of  savings  institutions.  In  proportion  to  their  resources 
thoy  have  also  made  more  home  loans  than  any  other  group  of  lenders. 
An  identical  group  of  Federal  associations  reported  a  savings  increase 
of  17%  for  1937  and  22%  for  1938.  The  reactions  which  come  to  us 
from  all  parts  of  the  country  indicate  that  fehe  Federal  name  and 
Federal  supervision  of  these  institutions,  aside  from  their  other 
advantages,  have  been  important  factors  in  influencing  their  growth. 

Representative  Reece.  Did  the  Board  put  up  any  money  originally 
for  these  Federal  savings  associations? 

Mr.  Fahey.  It  did.  In  connection  with  the  passage  of  the  original 
act,  Congress  authorized  the  Treasury  to  subscribe  $100,000,000 
which  might  be  invested  in  the  shares  of  these  associations  when  they 
were  organized — Federal  associations.  Fifty  million  of  that  was  ap- 
propriated and  subscribed  by  the  Treasury.  Later,  because  of  the 
shortage  of  mortgage  money  in  the  country  as  a  whole,  Congress 
provided  that  up  to  three  hundred  millions  of  bonds  of  the  Home 
Owners  Loan  Corporation  might  be  issued  in  exchange,  for  subscrip- 
tions to  shares  in  either  Federal  or  State  chartered  associations  through- 
out the  country. 

A  total  of  something  more  than  $200,000,000  has  been  subscribed 
to  the  shares  of  these  associations  in  all  parts  of  the  country.  They 
are  all  making  a  return  on  that  money  and  we  are  just  now  reaching 
the  point  where  repayments  of  those  advances  are  beginning. 

The  Chairman.  When  you  speak  of  this  increase  in  savings  which 
makes  this  system  the  most  successful  of  all  savings  institutions  now, 
as  I  understand  your  testimony,  you  don't  mean  to  have  the  com- 
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mittee  understand  that  the  savings  are  idle.  The  savings  in  these 
associations  are  being  used  in  the  promotion  of  homes,  are  they  not? 

Mr.  Fahey.  The  fact  i3  they  are  receiving  money  from  the  public 
at  a  faster  rate  than  any  other  institutions  and  they  are  employing 
that  money  at  a  faster  rate  than  any  other  class  of  institution. 

The  Chairman.  Practical  and  successful  use  is  being  made  of  the 
increased  savings  through  these  institutions? 

Mr.  Fahey.  Exactly. 

Representative  Reece.  And  if  those  types  of  institutions  had  more 
funds,  they  could  do  even  a  great  deal  more  than  they  are  doing  now; 
that  is,  they  are  able  to  utilize  all  the  funds  they  have.  Their  opera- 
tions are  limited  only,  so  far  as  I  have  been  able  to  observe,  by  the 
capital  which  they  have  available  to  invest. 

Mr.  Fahey.  Generally  speaking  I  think  that  is  the  case,  although 
in  some  localities  they  at  present  are  getting  money  faster  than  they 
can  place  it  satisfactorily.  That  is  true  particularly  of  the  cities  of 
substantial  size,  for  example,  New  York. 

Representative  Reege.  I  haven't  been  to  the  larger  cities  very 
much. 

Mr.  Fahey.  However,  generally  speaking,  they  are  getting  money 
about  as  fast  as  they  can  safely  and  usefully  employ  it.  They  en- 
counter no  difficulties  in  getting  money  right  now. 

The  Chairman.  Do  you  interpret  that  circumstance,  that  use  in 
the  cities  is  not  as  readily  obtained  as  in  the  less  urbanized  districts, 
to  mean  that  the  growth  of  the  cities  is  falling  off? 

Mr.  Fahey.  There  are  a  number  of  causes,  Senator.  For  example, 
in  the  large  cities  a  good  part  of  the  mortgage  investment  is  in  apart- 
ment houses  and  other  multiple  dwellings,  and  our  institutions-under 
the  law  are  still  limited  to  making  loans  on  one-  to  four-family  houses. 
Consequently,  they  are  not  free  to  go  into  apartment-house  financing. 

Again,  I  wouldn't  have  you  believe  it  is  true  generally  but  in  a 
number  of  the  cities  the  overhang  of  real  estate  is  still  such  that  it 
isn't  easy  to  develop  new  investment  except  with  more  or  less  of  a 
speculative  risk  in  the  apartment-house  fiel4  and  in  the  suburban 
areas  outside  of  the  cities.  However,  the  excess  of  funds  on  the  part 
of  these  institutions  in  such  localities  isn't  a  serious  matter.  What 
they  have  to  do  is  to  put  them  into  Government  bonds  or  something 
else  temporarily  until  they  can  use  them  for  mortgages  which  represent 
a  better  return. 

Dr.  Lubin.  Does  the  Federal  Home  Loan  Bank  system  make 
provision  for  these  Federal  associations  to  make  deposits  of  such 
surplus  funds  so  that  they  might  be  reloaned? 

Mr.  Fahey.  Oh,  yes. 

Dr.  Lubin.  So  that  the  local  Federal  association  could  take  the 
surplus  funds  and  turn  them  over  to  the  Federal  Home  Loan  System. 

Mr.  Fahey.  Yes;  and  they  do.  Of  course  those  deposits  from  the 
members  vary.  They  go  up  and  down  as  they  need  the  money, 
don't  you  know.  And  then  as  I  have  already  explained,  it  can  be 
transferred  from  one  section  of  the  country  to  the  other.  If  the 
Boston  bank  has  surplus  funds  and  the  Los  Angeles  bank  has  a 
demand  for  them,  we  can  overnight  transfer  a  million  or  two  or 
three,  whatever  is  wanted.  That  is  the  thing  that  is  gomg  on  all 
the  time. 
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FEDERAL    SAVINGS    AND    LOAN    INSURANCE    CORPORATION 

Mr.  Fahey.  The  Federal  Savings  and  Loan  Insurance  Corporation 
was  established  by  act  of  Congress  in  June  1934.  Any  savings  and 
loan  institution  which  applies  for  insurance  and  is  approved  by  the 
Corporation  receives  a  certificate  of  insurance  protecting  the  safety 
of  any  savings  account  up  to  $5,000  for  each  individual.  The  Cor- 
poration does  not  assure  immediate  cash  payment  in  the  event  of 
receivership,  but  does  assure  the  saver  of  the  full  return  of  his  principal- 
up  to  the  limit  prescribed  within  a  reasonable  time.  The  Corpora- 
tion's capital  stock  of  $100,000,000  was  subscribed  by  the  Home 
Owners'  Loan  Corporation.  Each  insured  association  pays  an  annual 
premium  based  upon  its  total  share  and  creditor  liability.  The 
premiums  are  used  to  build  up  reserves.  The  expenses  of  the  Cor- 
poration are  being  paid  currently  from  the  mterest  on  its  reserve 
fund.  The  losses  of  the  Corporation  to  date  have  been  negligible, 
amounting  to  only  $379,000.  On  May  31,  1939,  the  Corporation's 
accumulated  reserves  amounted  to  $18,054,289.  On  that  date  2,138 
associations  having  total  assets  of  $2,258,086,000  were  insured.  Of 
these  1,380  were  Federal  savings  and  loan  associations  and  758  were 
State-chartered  institutions. 

As  in  the  case  of  the  Federal  Deposit  Insurance  Corporation  in 
relation  to  deposit  accounts  in  commercial  banks,  the  existence  of 
the  Federal  Savings  and  Loan  Insurance  Corporation  is  having  a 
significant  influence  in  restoring  confidence  to  thrifty  people  and  in 
making  more  money  available  for  home  acquisition  and  home  building 
in  the  thousands  of  communities  scattered  all  over  the  country 
where  more  and  better  homes  are  needed.  Insurance  unquestionably 
was  responsible  for  bringing  billions  of  dollars  from  hoarding  back 
mto  our  financial  institutions.  It  is  to  be  remembered  that  we  still 
have  about  a  billion  dollars  in  hoarding.  For  decades  the  great 
bulk  of  the  mortgage  money  which  made  possible  the  purchase  or 
construction  of  homes  for  our  people  has  come  from  the  savings  of 
the  -workers  of  the  Nation  in  small  amounts.  .Aside  from  the  money 
invested  m  this  field  by  the  life-insurance  companies  and  mortgage 
companies  which  have  invariably  restricted  their  lending  to  selected 
areas,  practically  all  of  this  money  has  been  saved  and  lent  through 
local  institutions  locally  managed  by  people  in  close  touch  with  the 
needs  of  the  community  and  well  informed  concerning  the  reliability 
of  borrowers. 

HOME    OWNERS0    LOAN    CORPORATION 

Mr.  Fahey.  The  Home  Owners'  Loan  Corporation  is  better  known 
to  the  public,  as  well  as  to  Members  of  Congress,  than  the  other 
agencies  under  the  supervision  of  the  Federal  Home  Loan  Bank 
Board  because  its  work  has  been  much  more  spectacular  and  con- 
ducted on  a  large  scale.  If  the  Federal  Home  Loan  Bank  System  had 
been  firmly  established  as  an  urban  home  mortgage  reserve  system 
twenty  years  ago,  it  would  undoubtedly  have  prevented  many  of  the 
hardships  which  afflicted  home  owners  from  1929  to  1933.  As  I  have 
already  explained,  this  System  did  not  begin  to  operate  until  the  end 
of  1932  or  to  show  any  substantial  strength  until  193-i.  Because 
private  agencies  were  wholly  unable  to  cope  with  the  chaotic  situation 
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which  had  developed  in  the  urban  mortgage  field  the  Federal  Govern- 
ment was  obliged  to  take  the  unprecedented  step  of  organizing  the 
Home  Owners'  Loan  Corporation  to  make  direct  loans  to  home  owners 
threatened  with  the  loss  of  their  property  through  foreclosure.  Loans 
could  be  made  under  the  law  for  a  15-year  period  at  a  flat  5  per- 
cent rate,  amortized  on  a  monthly  basis,  and  on  the  basis  of  a  liberal 
appraisal.  As  soon  as  the  offices  of  the  Corporation  were  opened,  they 
were  flooded  with  applications.  A  total  of  1,886,491  applications  were 
received,  amounting  to  $6,173,355,652.  When  it  suspended  lending 
on  June  12,  1936,  the  Corporation  had  made  1,017,948  loans  in  the 
amount  of  $3,093,450,641.  Advances  for  reconditioning  and  taxes 
made  subsequent  to  the  closing  of  the  original  loans  have  brought  the 
total  advances  made  by  the  Corporation  through  May  31,  1939,  to 
$3,167,764,388.  The  average  loan  closed  amounted  to  $3,039.  By 
the  early  part  of  1935  the  acquisition  of  mortgages  by  the  Corporation 
and  its  disbursements  of  funds'  had  so  relieved  the  mortgage  market 
and  stabilized  real  estate  values  that  the  applications  thereafter 
declined  by  the  Corporation  were  invariably  refinanced  by  the  lenders 
without  objection  from  any  part  of  the  country. 

As,  of  May  31,  1939,  there  were  862,902  accounts  on  the  books  of  the 
Home  Owners'  Loan  Corporation  and  being  billed.  As  of  that  date 
these  loans  totaled  $2,091,324,356.  As  of  the  same  date  foreclosures 
resulting  in  the  acquisition  of  properties  totaled  138,640;  50,665  of 
these  properties  have  been  sold  and  88,801  are  on  hand.  The  total 
capitalized  ^alue  of  the  properties  the  Corporation  now  holds  is 
$506,248,02'  .  This  capitalized  value  represents  unpaid  principal,  all 
unpaid  advances,  including  taxes,  insurance,  and  repairs  made  by  the 
Corporation  for  the  borrower's  account,  foreclosure  costs,  accrued  and 
unpaid  interest  as  of  the  date  of  foreclosure  judgment,  charges  to  the 
property  during  the  foreclosure  period,  all  initial  reconditioning 
regardless  of  when  made  and  capital  improvements  or  betterments 
after  acquisition. 

The  Chairman.  How  many  loans  have  been  completely  paid  off, 
Mr.  Fahey? 

Mr.  Fahey.     Amounting  to  about  $125,000,000.   . 

The  Chairman.  I  mean  in  number.  ,  I  was  checking  these  figures. 
It  would  appear  when  you  suspended  lending  in  June  of  '36,  you  had 
made  1,017,948  loans. 

Mr.  Fahey.     That  is  right. 

The  Chairman.  Then  you  say  as  of  May  31,  1939,  there  were 
862,902  accounts  on  the  books.  If  you  subtract  one  from  the  other, 
it  leaves  155,046  accounts  which  are  no  longer  active. 

Mr.  Fahey.     That  is  right. 

The  Chairman.     But  of  these  138,640  were  foreclosures. 

Mr.  Fahey.     That  is  right. 

The  Chairman.  Then  there  were  abandonments,  I  suppose,  in 
addition  to  that,  so  that  the  actual  number  of  complete  payments  is 
probably  rather  small. 

Mr.  Fahey.  The  number  as  of  May  31  was  52,827.  The  amount 
paid  off  in  cash,  $123,625,115,  paid  in  full. 

The  Chairman.     Give  me  that  figure  again,  please. 

Mr.  Fahey.     $123,625, 115. # 

The  Chairman.     You  are  giving  me  dollars? 

Mr.  Fahey.     Yes.     The  number  was  52,827  paid  in  full. 
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The  Chairman,  Those  figures  wouldn't  quite  balance,  but  I 
suppose  they  could  be  adjusted.  If  you  add  138,640  to  52,827,  you 
get  191,467;  but  subtracting  the  number  of  accounts  now  on  the 
books  from  the  total  number  of  loans  as  given,  the  figure  in  only 
155,046.     I  am  sure  that  that  can  be  adjusted. 

Mr.  Fahey.  Some  of  it  may  be  accounted  for  by  additional  fore- 
closures in  process  which  have  not  been  effected.  I  mean  they  are 
foreclosures  that  have  been  authorized  but  have  not  been  effected. 

The  Chairman.  Now,  of  these  accounts  that  are  now  on  the  books, 
how  many  are  in  good  standing  and  current? 

Mr.  Fahey.  I  am  coining  to  that. 

Dr.  Lubin.  Mr.  Fahey,  according  to  the  statement  of  $123,000,000 
actually  being  paid  up — that  means  in  the  past  3  years,  that  is,  from 
June  12,  1936,  to  date — about  4  percent  of  the  loans  have  actually 
been  paid  up? 

Mr.  Fahey.  Paid  in  full. 

Dr.  Lubin.  About  what  percent  a  year? 

Mr.  Fahey.  I  wouldn't  undertake  to  say  as  to  that  without  check- 
ing, because  my  impression  is  that  most  of  those  loans  which  have 
been  paid  in  full  have  come  in  the  last  2%  to  3  years.  You  under- 
stand those  are  cases  where  the  borrowers,  their  mortgages,  had  a 
long  time  to  run,  but  they  have  found  it  worth  while  to  come  in  and 
pay  cash  in  full  and  pay  them  off.  Now,  in  a  large  portion  of  those 
cases  we  find  that  they  have  refinanced  them  through  private  institu- 
tions when  they  have  been  paid  down,  and  to  digress  a  minute,  of 
course  that  represents  one  of  the  opportunities  for  comparatively 
early  liquidation  of  the  Home  Owners'  Loan  Corporation.  In  other 
words,  within  the  next  probably  3  years,  the  great  bulk  of  these  loans 
ought  to  be  paid  down  to  the  point  where  it  is  no  longer  necessary  for 
Government  institutions  to  (Jarry  them. 

The  Chairman.  Can  they  be  refinanced  in  private  companies  to 
better  advantage  than  in  the  Home  Owners'  Loan  Corporation? 

Mr.  Fahey.  They  cannot.  Of  course,  in  my  judgment,  they 
ought  not  to  be  refinanced  by  that  method  unless  they  secure  equally 
good  terms.  But  those  that  have  been  refinanced,  it  is  very  apparent 
that  they  received  equally  good  returns,  because  they  wouldn't  give 
give  up  a  5-percent,  15-year  H.  O.  L.  C.  mortgage. 

The  Chairman.  Of  course,  the  extension  of  the  period  of  amortiza- 
tion might  be  an  inducement  to  refinance. 

Mr.  Fahey.  That  hasn't  been  our  observation  in  these  cases.     It 
would  seem  more  apparent  that  these  borrowers  had  more  substantial 
sums  of  cash  and  could  reduce  the  amount  of  the  mortgage.     You 
jd  that  they  inherit  a  little  now  and  then,  it  comes  one  way  or  an- 
other, don't  you  know,  and  then  they  want  to  pay  down  the  mortgage. 

Taxes,  insurance,  and  other  items  of  property  expense  after  acquisi- 
tion are  not  capitalized  but  are  charged  to  property  expense.  The 
sales  price  of  a  property  is  not  based  upon  capital  value  or  acquisition 
cost  but  upon  the  current  market  price.  The  capital  value  is  not  the 
determining  factor  in  the  establishment  of  the  sales  price  or  in  arriving* 
at  a  decision  to  accept  or  reject  an  offer  of  purchase.  As  of  May  31, 
1939,  of  the  50,665  properties  sold,  39,231  were  sold  atj,a  loss  and  11,434 
were  sold  at  prices^  equal  to  or  slightly  in  excess  of  the  Corporation's 
capital  value. 

124491 — 40— pt.  11 -30 
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Representative  Reece.  What  is  your  problem  with  reference  to 
deficiency  judgments? 

Mr.  Fahey.  We  don't  take  deficiency  judgments  except  where  it  is 
apparent  that  the  defaulting  borrower  has  property  or  means  of  meet- 
ing his  obligations  and  is  trying  to  evade  them.  There  are  cases,  how- 
ever, in  some  of  the  States  where  the  law  is  such  that,  as  a  matter  of 
formal  procedure,  you  do  have  to  take  deficiency  judgments  in  order 
to  protect  yourself,  but  we  do  not  attempt  to  enforce  deficiency  judg- 
ments in  any  case  and  haven't  done  so  unless  we  are  completely  satis- 
fied that  the  borrower  is  attempting  to  evade  his  obligation. 

Dr.  Lubin.  Mr.  Fahey,  of  those  total  sales,  50,665  of  which  39,231 
were  sold  at  a  loss,  what  was  the  total  net  loss  of  the  Corporation? 
Is  that  in  your  testimony  further? 

Mr.  Fahey.  Yes. 

The  sales  prices  on  H.  O.  L.  C.  properties  cover  a  wide  range  from 
less  than  $1,000  to  a  few  in  excess  of  $14,000.  The  great  majority 
of  our  properties  are  in  the  lower-price  brackets,  and  the  average  sales 
price  to  date  has  been  $3,500.  The  average  loss  to  May  31,  1939,  has 
been  $766.52.  To  the  1st  of  June  the  Corporation  had  sold  a  little 
more  than  36  percent  of  its  acquired  properties.  The  sales  have  been 
rising  steadily  since  1937,  and  the  month  of  May  just  closed  repre- 
sented the  peak  figure.  We  expect  that  June  will  be  still  higher.  With 
the  exception  of  2  months,  the  rate  of  sales  has  exceeded  the  rate  of 
foreclosures  since  May  1938.  We  dispose  of  properties  in  possession 
as  rapidly  as  we  are  able  to  do  so  without  demoralizing  the  local  real 
estate  market  or  taking  unwarranted  losses.  The  Corporation  is  such 
a  large  factor  in  the  residential  real  estate  market  that  if  it  pursued 
a  policy  of  dumping,  irrespective  of  losses  or  local  conditioDS,  it  would 
soon  so  undermine  the  real-estate  structure  as  to  not  only  stop  new. 
building  but  depress  the  value  of  the  hundreds  of  thousands  of  homes 
on  which  it  holds  mortgages.  It  is  obliged  to  exercise  the  best  possible 
judgment  in  the  disposition  of  acquired  properties,  giving  careful  con- 
sideration to  present  and  prospective  conditions  in  each  community. 

Properties  acquired 'by  the  Corporation  are  listed  for  sale  or  for 
rent  with  contract  and  approved  brokers,  who  are  carefully  selected 
on  the  basis  of  their  experience.  The  Corporation  has  been  familiar 
with  the  records  of  a  large  proportion  of  them  since  the  beginning  of 
its  operations,  and  the  present  lists  are  made  up  from  the  ablest  and 
most  reliable  "we  have  found  during  the  last  6  years.  Commissions 
paid  to  these  brokers  on  sales  are  fixed  by  the  home  office  on  the  rec- 
ommendations of  our  regional  offices  and  are  based  on  local  real 
estate  board  rates.  We  sell  properties  for  all  cash  or  for  a  cash  down 
payment  of  10  percent  or  more  of  the  sales  price,  with  the  balance 
amortized  over  a  period  not  exceeding  15  years.  To  date  the  net 
amount  received  from  sales  represents  recapture  of  76.4  percent  of  the 
capital  value  of  property  sold. 

The  Chairman.  When  you  speak  of  the  capital  value  of  the  prop- 
erty, what  do  you  mean? 

Mr.  Fahey.  That  includes  the  items  which  I  have  previously 
cited  here  as  representing  capitalized  value  on  our  books.  In  a  word, 
it  is  all  costs  up  to  the  date  of  acquisition. 

As  a  result  of  an  analysis  of  some  46,000  properties  sold  up  to  April 
30  last,  we  find  that  our  properties  aye  owned  by  the  Corporation 
for  an  average  period  of  a  tittle  more  than  10  months  before_they  are 
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sold.  Of  course,  acquired  properties  are  rented  wherever  possible 
until  a  sale  is  effected  unless  there  is  good  reason  for  not  renting 
because  of  prospects  of  prompt  sales  with  which  rental  would  interfere. 
When  we  acquire  a  property,  it  is  in  practically  every  case  necessary 
to  make  repairs  and  improvements.  From  June  1,  1934,  to  date,  the 
average  expenditure  on  each  acquired  property  has  been  about  $333 
per  case.  Repairs  and  modernization  are  not  only  necessary  if  a  fair 
price  is  to  be  received  for  the  property,  but  the  work  which  the  Cor- 
poration has  been  doing  in  this  direction  is  an  important  influence  in 
making  good  homes  available  at  reasonable  prices  and  assisting  in  the 
rehabilitation  of  areas  in  our  cities  which  were  rapidly  going  to  seed.. 
For  some  time,  in  cooperation  with  the  owners  of  private  property, 
we  have  been  cooperating  in  the  rehabilitation  of  neighborhoods  and 
restoration  of  values.  In  Baltimore  and  several  other  cities  extremely 
•interesting  and  important  work  along  these  lines  is  in  progress. 

We  rent  properties  at  the  going  market  rates  of  the  community. 
The  average  rental  received  by  the  Corporation  is  $29.33.  As  of  the 
1st  of  last  month  73.1  percent  of  all  the  properties  owned  by  the  Cor- 
poration were  either  rented  or  available  for  rent.  Of  the  number 
available  for  rent,  only  7.7  percent  were  vacant.  The  units  not 
available  for  rent  include  properties  that  are  in  process  of  being 
reconditioned  or  held  vacant  exclusively  for  sale  or  occupied  by  former 
owners  who  refuse  to  leave  the  property.  The  laws  of  many  of  the 
States  at  present  are  such  that  it  is  extremely  difficult  to  dispossess 
people,  no  matter  what  the  circumstances  may  be,  and  these  con- 
ditions, of  course,  interfere  with  the  prompt  rental  of  a  certain  number 
of  properties. 

The  Corporation  experiences  no  difficulty  in  renting  its  properties 
at  a  price  sufficient  to  meet  all  of  its  operating  expenses.  Up  to  date 
the  operating  income  in  excess  of  property  expense  is  approximately 
$5,000,000.  In  sections  where  real-estate  taxes  are  abnormally  high, 
the  rental  obtained  is  insufficient  to  meet  operating  expenses. 

Our  collection  experience  on  rentals  is  very  satisfactory.  In  recent 
months  such  collections  have  been  running  approximately  10Q  percent 
of  current  billings,  and  they  have  never  been  below  92.8  percent. 

■OPERATIONS  OF  THE  THREE  AGENCIES 

Mr.  Fahey.  It  is  to  be  noted  that  none  of  the  agencies  under  the 
supervision  of  the  Federal  Home  Loan  Bank  Board  represent  a  bur- 
den on  the  Treasury.  The  Federal  Home  Loan  Banks  operating  at  a 
profit  have  accumulated  substantial  reserves  and  pay  regular  dividends. 
The  Federal  Savings  and  Loan  Insurance  Corporation,  as  I  have 
explained,  pays  its  own  way  and  builds  up  substantial  reserves.  The 
Home  Owners'  Loan  Corporation  operates  within  the  revenues  which 
it  collects,  and  a  comfortable  reserve  is  set  up  to  take  care  of  inevitable 
losses.  It  is  impossible  to  say  what  the  final  losses  of  Home  Owners' 
Loan  Corporation  will  be.  That  will  depend  upon  general  economic 
conditions  and  the  trend  of  real  estate  values  over  the  next  few  years. 
Unless  conditions  become  distinctly  more  unfavorable  that  at  present, 
the  final  losses  of  the  Corporation  should  be  small,  and  there  is  a 
possibility  that  there  will  be  no  loss. 

In  my  opinion,  the  most  significant  lesson  which  Home  Owners' 
Loan  Corporation  teaches  is  that  powerful  financial  reserve  institur 
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tions  are  essential  to  the  maintenance  of  anything  like  economic 
stability.  When  difficulties  begin  to  develop,  if  such  reserve  institu- 
tions are  wisely  administered,  they  can  prevent  the  development  of 
panic  losses.  When  troubles  begin,  if  honest  debtors  are  not  pressed 
for  immediate  payment  but  are  given  a  reasonable  time  to  meet  their 
obligations,  they  will  invariably  do  so  if  the  debt  is  at  all  within  their 
capacity  to  pay. 

The  average  loan  taken  over  by  the  Home  Owners'  Loan  Corpora- 
tion was  more  than  2  years  in  default  on  principal  and  interest  and  3 
years  on  taxes.  Consequently  these  loans  were  hopeless  when  the 
Corporation  assumed  them.  As  a  result  of  making  over  these  mort- 
gages on  a  15-year  basis  and  at  a  5-percent  rate,  amortized  monthly 
and  without  charges  or  commissions,  hundreds  of  thousands  of  the 
Corporation's  borrowers  were  able  almost  immediately  to  begin  meet- 
ing their  monthly  payments.  Approximately  half  of  them  have  regu- 
larly been  meeting  their  obligations  on  due  date.  With  the  others  we 
have  to  make  adjustments  from  time  to  time  depending  upon  condi- 
tions, but  as  of  May  31,  1939,  we  had  collected  92.6  percent  of  all  the 
money  due  us  on  the  basis  of  our  going  arrangements  with  borrowers, 
aggregating  a  total  of  $1,162,551,721,  of  which  $565,273,174  repre- 
sented interest  payments  and  the  balance  principal  payments. 

The  Home  Owners'  Loan  Corporation  has  in  effect  served  as  an 
emergency  reserve  operation  carrying  these  million  borrowers  over  a 
period  when  they  could  not  meet  the  demands  made  upon  them  into  a 
time  when  they  were  able  to  do  so,  because  their  loans  were  adjusted 
on  a  reasonable  basis. 

INTEREST  RATES  AND  SERVICE  CHARGES 

Mr.  Fahey.  In  connection  with  the  discussion  before  your  com- 
mittee of  interest  rates  on  home  mortgages  and  service  charges,  a 
question  has  been  raised  as  to  the  influence  of  insurance  on  these 
rates  and  charges. ,  Our  experience,  and  I  am  sure  it  is  the  same  with 
the  Federal  Deposit  Insurance  Corporation,  is  that  insurance  of  ac- 
counts by  stimulating  public  confidence  enables  insured  institutions 
to  obtain  increasing  amounts  of  funds  at  lower  costs.  As  a  result, 
insured  institutions  are  thus  able  to  make  mortgage  loans  at  lower 
rates,  expand  their  operations,  and  render  a  greater  service  to  the 
public.  Repeated  surveys  have  shown  that  savers  look  for  safety 
above  everything  else.  The  reductions  which  have  been  going  on 
steadily  for  several  years  now  in  dividend  and  interest  rates  paid  by 
the  savings  institutions  have  Dot  interfered  with  the  accumulation  of 
savings.  Invariably  the  institution  which  is  insured  despite  the  reduc- 
tions in  dividend  rates  continues  to  receive  savings  at  the  same  or 
faster  rate  than  before.  Lower  rates  are  being  paid  on  savings,  of 
course,  in  those  sections  of  the  country  where  money  is  most  abundant 
as  compared  with  the  areas  where  the  accumulation  of  savings  is 
limited.  Rates  being  paid  by  savings  and  loan  associations  and,  other 
lending  institutions  range,  for  the  most  part,  from  2  and  2%  percent 
up  to  3%  percent.  In  some  localities  rates  as  high  as  4  percent  are 
still  being  paid,  but  the  trend  continues  steadily  downward.  There 
is  a  serious  question  if  the  rate  of  return  to  savers  in  most  sections 
of  the  country  can  go  any  lower  than  3  or  3%  percent  without  dis- 
couraging thrift  and  raising  a  good  many  questions  of  considerable 
social  importance. 
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Mr.  O'Connell.  What  is  your  basis  for  that,  Mr.  Fahey'?  I  am 
curious  to  know  whether  a  reduction  in  the  rate  of  return  that  persons 
might  get  on  their  money  would  result  in  discouraging  thrift.  I  have 
had  a  general  belief  that  people  who  save  just  save;  they  probably 
might  very  well  save  if  they  got  no  return  on  their  money.  Have 
you  any  belief  on  that?  Apparently  you  believe  it  is  necessary  to 
give  people  a  return  on  their  savings  in  order  to  get  them  to  save. 

Mr.  Fahey.  Undoubtedly  some  people  would  save  if  they  didn't 
get  any  return  on  their  money,  on  the  "rainy  day"  theory,  but  it  is 
to  be  remembered  that  so  far  as  these  savings  institutions  as  a  whole 
are  concerned,  the  money  comes  in  to  them  in  comparatively  small 
amounts,  with  considerable  regularity.  The  wife  takes  two,  three, 
five  dollars  out  of  the  pay  envelope  on  Saturday,  and  she  goes  and 
puts  it  in  the  savings  institution.  Much  of  it  is  with  the  idea,  aside 
from  the  building  of  homes,  of  saving  up  money  to  send  the  boy  or 
the  girl  to  college,  or  for  a  great  variety  of  reasons,  as  you  know. 

Now,  these  savers  have  been  paid  as  high  as  4  percent  and  even 
more  when  rates  were  higher.  The  rates  paid  have  been  pretty  much 
cut.  the  country  over,  and  that  is  particularly  true  in  the  Northeastern 
States,  where  there  is  a  greater  accumulation  of  money,  and  there  is 
considerable  evidence  that  these  people  feel  that  getting  only  2  or 
1#  percent,  is  not  enough  out  of  their  savings,  while,  as  they  look  at 
it,  the  more  well-to-do  people  in  the  community  get  a  much  better 
return  on  their  money. 

I  think  that  the  worker  who  struggles  hard  to  accumulate  these 
small  sums  is  entitled  to  a  fair  return  on  his  money.  I  think  it  helps 
from  every  standpoint. 

Mr. 'O'Connell.  I  have  no  doubt  of  that.  I  was  merely  wonder- 
ing whether  or  not  it  was  necessary  to  pay  what  you  might  term  a 
fair  return  to  these  people  in  order  to  persuade  them  to  do  the  saving. 
It  seemed  to  me  that  people  would  propably  save  regardless  of  the 
rate  of  return  that  they  would  get  on  their  savings,  and  that  the 
interest  return  merely  determines  where  they  put  the  savings. 

Mr.  Fahey.  That  is  partly  so.  Of  course,  it  is  impossible  to  say 
what  would  happen  if  you  paid  them  nothing. 

Mr.  O'Connell.  Of  course  it  is  true  that  in  the  past  10  years,  we 
will  say,  the  returns  on  the  savings  are  showing  a  rather  downward 
trend.  There  has  been  substantial  expansion  in  savings.  In  other 
words,  you  have  a  reduction  in  the  rate  of  return  and  yet  at  the  same 
time  substantially  more  money  being  saved  which  might  indicate  my 
belief  that  people  just  save  regardless  of  whether  they  get  a  return  on 
their  savings. 

Mr.  Fahey.  That  is  quite  true.  I  think  one  influence  on  that 
situation,  particularly  among  people  of  smaller  means  and  small 
savings,  was  that  the  experience  of  the  depression  frightened  them  a 
lot  and  I  think  that  notwithstanding  a  reduced  income,  they  have 
been  inclined  to  save  more  in  proportion  than  they  did  before. 

There  is  another  phase  of  this  problem  of  savings  as  it  involves 
small  people,  that  it  is  also  well  to  do  some  thinking  about.  If  we 
reduce  to  too  low  a  level  the  return  we  make  to  them  on  their  savings, 
placed  in  thoroughly  conservative  investments,  safe  investments,  you 
run  the  risk  of  again  inviting  them  to  withdraw  their  savings  and  to 
put  them  into  more  speculative  ventures  where  they  think  they  are 
going  to  get  a  better  return. 
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That  happened  before  to  a  considerable  extent  in  the  period  from 
1925  to  1929  and  it  can  happen  again. 

Mr.  O'Connell.  As  a  matter  of  fact,  one  of  the  things  that  has 
been  to  some  extent  stressed  before  this  committee  is  the  problem 
of  getting  people  to  put  their  savings  into  something  which  would  be, 
let  me  say,  a  little  more  speculative  but  would  also  help  the  economy 
by  producing  capital  goods. 

Mr.  Fahey.  Well,  I  think  for  one  thing 

Mr.  O'Connell  (interposing).  The  pendulum  swings  both  ways. 
At  the  present  time  apparently  savers  are  so  impressed  with  the 
desirability  of  saving  that  it  might  be  said  to  substantially  amount 
to  hoarding. 

Mr.  Fahey.  Well,  but  I  think  on  that  point  there  is  considerable 
confusion  about  this  matter  of  sayers'  savings.  I  think  that  the  sav- 
ings of  working  people  in  small  amounts  which  should  and  do  seek 
conservative  investment,  have  largely  gone  into  what  is  after  all  one 
of  the  best  and  safest  investments  there  is,  that  is  the  home  mortgage 
properly  made.  The  saving  of  the  well-to-do  person  who  has  invest- 
ments in  a  variety  of  directions,  business  enterprises,  securities,  and 
so  forth,  and  which  accumulate  rapidly  and  in  larger  amouDts,  is  a 
different  kind  of  saving.  Having  greater  savings  proportionately  and 
being  well  protected  so  far  as  their  security  is  concerned,  they  can  and 
do  ordinarily  take  speculative  risks,  that  the  man  who  saves  only  a  few 
thousand  dollars  for  the  benefit  of  his  family  aad  pays  off  the  mortgage 
on  his  house,  so  that  in  the  case  of  his  death  the  widow  has  a  roof  over 
her  head,  is  in  a  very  different  class,  in  my  judgment. 

Mr.  O'Connell.  I  agree,  I  think  that  is  very  important,  but  along 
the  line  I  had  suggested  before,  it  seems  to  me  that  there  is  a  group  of 
savers  who  are  people  who  have  a  very  &mall  amount  of  money,  and 
what  they  are  interested  in,  in  my  judgment — I  am  not  testifying,  I 
am  just  making  observations — is  in  preserving  the  principal;  in  other 
words,  they  don't  save,  in  my  judgment,  in  order  to  get  a  return  on 
what  they  save;  they  save  in  order  to  have  something  for  the  rainy  day. 

Mr.  Fahey.  That  is  quite  true.  I  would  agree  with  you  completely 
about  that. 

The  Chairman.  The  fact  is  that  the  patrons  of  this  system  of  which 
you  are  the  head  do  not  have  very  much  risk  capital.  They  want  to 
hold  on  to  what  they  have. 

Mr.  Fahey.  Well,  that,  in  my  opinion,  is  no  reason  why  we  should 
take  advantage  of  them  and  not  give  them  at  toast  return  on  their 
money. 

The  Chairman.  I  quite  agree  with  you. 

Mr.  Fahey.  You  can  pare  it  too  close.  At  least,  that  is  my  opinion 
I  would  just  as  soon  depend  for  our  venturesome  capital,  so-called, 
on  those  who  can  take  a  little  more  risk. 

Mr.  O'Connell.  I  think  that  is  true.  I  think  persons  who  have  a 
small  amount  of  savings  or  any  amount  of  savings  are  entitled  to  have 
those  savings  protected.  I  wouldn't  be  inclined  to  agree  entirely 
with  you  that  in  addition  to  the  protection  of  the  principal  they  were 
entitled  as  a  matter  of  right  to  a  particular  return  of  3  percent,  4  per- 
cent, or  a,ny  particular  percent. 

Mr.  Fahey.  Oh,  no. 

Mr.  O'Connell.  You  spoke  about  paring  it  too  close.  I~  really 
don't  know  how  far  you  would  go  before  you  had  pared  it  too  close. 
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Mr.  Fahey.  Frankly,  I  would  have  some  misgivings  if  we  attempted 
to  go,  the  country  over,  except  in  those  areas  where  savings  money  is 
superabundant,  at  a  point  below  a  3-percent  rate.  I  think  you  would 
be  experimenting  a  good  deal  then. 

Mr.  O'Connell.  Admittedly  we  would  be  doing  something  that  was 
reasonably  unconventional. 

Mr.  Fahey.  To  continue,  the  money  placed  in  the  strictly  savings 
institutions,  which  has  made  possible  most  of  the  home  building  in  this 
country,  comes  in  small  amounts  from  the  workers.  If  the  return  to 
our  workers  on  their  hard-earned  savings  is  pared  too  closely,  there  is 
likely  to  be  less  inclination  to  save  and  a  stronger  tendency  to  depend 
for  security  on  pensions  and  unemployment  benefits.  The  savings 
and  loan  associations  of  the  country,  which  it  is  to  be  remembered  are 
almost  Aynilly  mutual  in  character,  have  placed  practically  all  of  their 
funds  in  Home  mortgages.  The  savings  banks  and  life-insurance 
companies,  while  putting  a  large  part  of  their  money  into  mortgages, 
also  invest  in  bonds  and  other  securities.  Such  investments  yield 
comparatively  little  today,  and  these  lending  institutions  generally 
are  dependent  upon  a  fair  return  on  mortgates  if  they  are  to  continue 
to  pay  reasonable  rates  to  savers. 

May  I  request  to  say  in  that  connection  that  life-insurance  com- 
panies, of  course,  are  obliged  to  set  aside  certain  reserves  under  the 
law,  and  they  have  pretty  nearly  all  of  them  been  obliged  to  reduce 
their  dividends  and  have  made  life  insurance  more  costly  even  within 
the  last  year,  and  that  life  insurance,  of  course,  in  the  main,  is  for 
great  masses  of  people  of  moderate  means. 

Mr.  O'Connell.  If  I  might  make  an  observation  there,  it  is  also 
true,  as  I  understand  it,  that  the  rate  of  return  that  life-insurance 
companies  get  on  their  mortgage  portfolio  is  the  highest  return  that 
they  get  on  any  particular  type  of  loan  that  they  make  except  policy 
loans,  which  are  loans  to  members  or  the  owners  of  the  corporation. 
That  is  substantially  true,  is  it  not? 

Mr.  Fahey.  I  think  that  is  true.  Of  course,  the  life  insurance  com- 
panies that  make  mortgages  go  into  only  selected  areas,  and  until 
recent  years  they  were  not  inclined  to  make  any  loans  of  less  than 
$5,000.  There  were  some  cities  and  some  States  in  which  they  would 
not  accept  loans  at  all,  and  that  is  still  the  policy. 

The  5-percent  rate  established  by  Congress  on  H.  O.  L.  C.  mort- 
gages, the  terms  of  those  mortgages,  and  the  rates  and  terms  of 
F.  H.  A.  insured  mortgages,  have  had  a  Nation-wide  influence  in 
bringing  about  a  record-breaking  reduction  in  interest  rates  on  urban 
home  mortgages.  The  rapid  accumulation  of  savings  has,  of  course, 
also  contributed  in  a  very  large  way  to  this  resuK  In  its  work  of 
refinancing  over  a  million  home  mortgages,  the  Home  Owners'  Loan 
Corporation  found  first-mortgage  rates  ranging  from  6  to  9  percent 
all  over  the  country. 

A  large  proportion  of  the  mortgages  which  the  Corporation  took 
over  had  been  financed  by  first  mortgages  supposedly  representing 
50  or  60  percent  of  the  value  of  the  property.  In  addition,  in  a  large 
proportion  of  the,  cases,  there  were  second  mortgages  where  the  actual 
cost  ran  from  9  to  12  and  14  percent.  Builders  and  sellers  customarily 
wrote  up  the  selling  prices  of  houses  so  that  the  second  mortgage 
represented  a  bonus  ranging  from  20  percent  to  as  much  as  30  percent 
and  more  in  some  cases. 
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The  Chairman-.  That  is  a  very  broad  statement,  Mr.  Fahey.  Are 
we  to  interpret  it  as  meaning  that  your  experience  leads  to  the  con- 
clusion that  in  most  of  the  cases  in  the  past,  the  second  mortgage  was 
an  unnecessary  bonus,  and  therefore  an  unnecessary  charge  upon  the 
investor  in  home  building? 

Mr.  Fahey.  Absolutely;  an  unfair  charge. 

The  Chairman.  So  when  you  say  "customarily",  you  mean  in  a 
great  many  cases  a  great  service  has  resulted  from  this  law  in  abolish- 
ing a  totally  unwarranted  burden  "upon  the  home  builder  and  home 
owner. 

Mr.  Fahey.  It  had  an  influence  on  the  situation.  I  wouldn't  go 
so  far  as  to  say  that  it  was  wholly  responsible,  because  the  experiences 
from  1931  on,  on  the  part  of  these  home  owners,  led  to  a  great  awaken- 
ing. They  found  that,  financed  with  a  short-term  mortgage  and  a 
second  mortgage  which  had  to  be  paid  within  a  few  years,  they  were 
faced  with  a  demand  note  in  the  case  of  the  first  mortgage  and  a  second 
mortgage  which  they  realized  did  not  represent  value.  Consequently, 
their  reactions  against  the  whole  system  the  country  over  had  been 
very  strong. 

In  the  period  before  the  crash  about  $500,000,000  a  year  went  into 
second  mortgages  in  this  country.  That  is  practically  out  of  the 
picture  today,  and  the  whole  trend  is  toward  the  long-term  amortized 
mortgage. 

Now  the  savings  banks  and  some  of  the  others  still  decline  to  make 
amortized  long-term  mortgage  except  where  thay  have  insured  them, 
and  then  only  in  a  very  limited  amount.  In  a  number  of  the  States 
in  which  the  savings  banks  are  important  factors,  the  State  laws  have 
not  been  amended,  and  they  are  not  permitted  to  loan  more  than  60 
percent  or  take  more  than  the  first  mortgages.  Consequently,  it 
cannot  be  said  that  everywhere  the  long-term  amortized  mortgage  has 
been  accepted  and  is  in  effect,  but  it  is  generally  the  case  around  the 
country,  and  it  has  led  to  a  fundamental  change.  Of  course,  that 
type  of  mortgage  was  always  made  by  these  savings  and  loan  asso- 
ciations and  building  and  loan  associations,  and  in  many  of  those 
cases  they  were  only  foFlO  and  12  years  and  not  for  a  period  as  long 
as  at  present.        ___ 

Now  the  trend  from  12  to  20  years  is  common,  depending  upon  the 
character  of  the  construction  and  the  responsibility  of  the  borrower. 

I  was  saying  that  these  second  mortgages  invariably  represented 
20  to  30  percent  of  inflated  value.  The  result  was,  of  course,  a  total 
interest  rate  far  in  excess  of  what  it  appeared  to  be.  The  second 
mortgage  has  practically  disappeared  from  present-day  home  financ- 
ing. 

The  home  mortgage  obligations  refinanced  by  the  Home  Owners' 
Loan  Corporation  represented  a  substantial  average  mark-down  from 
the  amount  due  on  these  loans.  The  Corporation  saved  its  borrowers 
approximately  $200,000,000  by  reducing  the  principal  amount  of 
-their  previous  loans.  To  date  they  have  saved  about  $300,000,000 
as-  a  result  of  the  5-percent  rate  they  now  enjoy,  compared  with  the 
rates -they  formerly  paid  on  first,  second,  and  too  often  third  mort- 

Asid;  from  the  savings  of  interest  to  Home  Owners'  Loan  Corpora- 
tion borrowers,  great  savings  have  accrued  to  the  advantage  of  home 
owners  generally.     Including  the  Home  Owners'  Loan  Corporation 
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interest  savings,  the  sharp  reduction  in  rates  throughout  the  country 
and  the  practical  elimination  of  second  and  third  mortgages  now 
represents  total  annual  interest  savings  to  home  owners  on  their  mort- 
gages of  approximately  $500,000,000.  The  country  over,  rates  on 
home  mortgages  are  now  ranging  from  5  to  6  percent.  In  some  cases 
they  are  as  low  as  4  and  4%  percent,  while  in  some  localities  they  run 
up  to  6K  and  7  percent.  These  rates  depend  upon  local  competition, 
the  responsibility  of  the  borrower,  the  character  of  the  property, 
and  the  volume  of  mortgage  money  in  the  commimity.  I  should  add 
that  one  other  very  important  factor  is  the  character  of  the  territory 
being  served.  For  example,  in  the  sparsely  settled  areas  where  towns 
are  small  and  properties  are  widely  separated,  the  cost  of  servicing  is 
higher,  the  local  money  available  is  less,  and  rates  have  been  cus- 
tomarily, and  still  are,  higher.  In  many  such  localities  10  percent 
and  12  percent  was  a  common  rate  before  this  depression  on  first 
mortgages,  representing  a  low  rate.  Some  of  the  States  still  have  laws 
which  permit  the  charging  of  rates  on  first  mortgages  up  to  nearly 
9  percent,  but  most  of  the  States  have  repealed  those  acts. 

Dr.  Lubin.  Mr.  Fahey,  what  rates  do  you  charge  the  associations 
when  they  borrow  from  you? 

Mr.  Fahey.  Depending  on  whether  it  is  a  short  or  long-term  loan, 
from  1%  percent  up  to  3  and  3%  percent. 

Dr.  Lubin.  And  yet  they  take  that  money  and  reloan  it  for  6  to 
7  percent? 

Mr.  Fahey.  In  some  cases  they  undoubtedly  do.  Generally 
speaking  I  would  say  it  depends  upon  the  competition  in  the  locality. 
They  are  enabled  to  do  it.     They  have  to  meet  the  market. 

Mr.  Lubin.  Insofar  as  they  do  it,  aren't  they,  in  a  sense,  going 
contrary  to  the  very  purposes  of  the  system?  In  other  words,  the 
purpose  of  the  system  is  to  take  surplus  funds  out  of  the  big  cities 
and  make  those  funds  available  in  smaller  cities.  If  the  associations 
are  doing  that,  aren't  they  running  counter  to  the  very  purposes 
that  the  associations  try  to  serve? 

Mr.  Fahey.  There  is  a  very  real  problem  as  to  what  may  be  done 
to  meet  such  conditions  wherever  they  exist,  and  we  have  no  au- 
thority under  the  law  to  force  these  institutions  to  make  rates.  A 
large  proportion  of  them  are  operating  under  State  law,  as  you  know. 
Like  the  Federal  Reserve  Board,  and  the  Federal  Reserve  banks,  they 
cannot  say  to  the  borrower  who  comes  to  the  bank  and  presents 
good  collateral,  "We  won't  let  you  have  this  loan  unless  you  put  it 
out  at  such-and-such  a  rate."  The  same  thing  applies  with  these 
institutions. 

It  is  very  largely  a  question  of  local  competition,  the  conditions  in 
a  particular  area,  and  it  is  unquestionably  a  fact  that  in  some  cases 
where  abnormal  risk  is  involved  in  small  amounts,  none  of  the  insti- 
tutions will  get  down  to  a  5-percent  rate.  There  is  too  much  risk 
in  it.  I  was  going  to  say  some  further  things  about  that.  Perhaps 
we  might  return  to  it  later  if  you  wish. 

Under  present-day  conditions  lending  institutions  cannot  secure 
higher  rates  on  home  mortgage  loans  than  competitive  conditions 
permit.  As  a  result  of  the  experiences  of  the  past  and  the  wide 
publicity  which  has  been  given  to  the  fact  that  home  mortgage  in- 
terest rates  have  come  down  and  are  lower  today  than  they  have 
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ever  been  in  this  country,  borrowers  are  unwilling  to  pay  more  than 
the  fair  market  rate  in  their  communities. 

It  is,  of  course,  true  that  rates  on  small  loans  with  a  high  percent- 
age of  risk  are  greater  than  they  are  on  obligations  which  are  better 
secured.  Millions  of  home  loans  are  made  by  institutions  and  by 
individuals  in  amounts  ranging  from  $500  to  $1,500.  It  costs  more 
to  service  loans  of  this  character  than  larger  loans  on  more  valuable 
properties,  and  the  risk  on  such  loans  is  greater.  This  is  recognized 
by  the  Government  in  providing  for  loans  made  under  title  I  of  the 
National  Housing  Act,  which  involves  a  rate  amounting  to  9.7  per- 
cent. If  by  law  it  were  possible  to  impose  an  abnormally  low  rate 
on  mortgage  loans  of  this  character,  the  result  would  undoubtedly 
be  that  these  deserving  borrowers  of  small  amounts  would  be  unable 
to  get  any  money  at  all  from  the  institutions  and  would  be  obliged 
to  have  recourse  to  loan  sharks.  There  is  no  practical  difference 
between  the  rates  charged  by  one  class  of  institutions  as  compared 
with  others. 

There  is  no  up-to-date  and  dependable  information  as  to  interest 
rates  being  charged  on  home  mortgages  in  all  sections  of  the  country. 
Conditions  are  changing  constantly,  and  only  examination  of  the 
institutions  really  discloses  what  they  are  doing.  A  survey  was 
made  some  time  ago  by  the  Federal  Reserve  Board  of  interest  rates 
being  charged  by  commercial  banks  on  residential  mortgages  in  the 
several  reserve  districts.  We  also  made  a  similar  survey  of  Federal 
associations  with  reference  to  which  we  have  more  regular  informa- 
tion than  from  other  classes  of  institutions.  The  rates  quoted  from 
the  commercial  banks  were  the  "nominal"  interest  rates  and  did  not 
include  loan  fees  or  initial  service  charges.  The  information  obtained 
from  the  Federal  associations,  on  the  other  hand,  gave  us  the  "effec- 
tive" interest  rates,  which  included  all  such  fees  for  making  the  loans 
and  all  other  service  charges.  A  comparison  of  the  rates  in  the 
12  Federal  Reserve  districts  showed  that  in  3  districts  the  Federal 
Savings  "effective"  rate  was  lower  than  the  "nominal"  rate  of  the  com- 
mercial banks.  In  all  of  the  other  districts  the  Federal  "effective" 
rate  was  approximately  the  same  or  lower  than  the  "nominal"  com- 
mercial rate.  In  general,  however,  our  information  indicates  that 
in  making  rates  on  home  mortgage  loans  the  commercial  banks, 
savings  and  loan  associations,  cooperative  banks,  and  savings  banks 
make  about  the  same  rates  for  the  same  kind  of  loans,  depending  upon 
local  conditions. 

There  is  considerable  confusion  in  the  public  mind  as  to  interest 
rates  and  a  failure  to  understand  the  difference  between  the  "nominal" 
interest  rate  and  the  "effective"  interest  rate.  The  real  interest  rate 
on  a  mortgage  in  most  cases  is  not  the  5  or  5%  percent  which  is 
quoted,  but  the  actual  cost  to  a  borrower  must  take  into  consideration 
a  brokerage  fee,  if  one  is  involved,  initial  service  fees,  which  are  com- 
mon, and  usually  appraisal  and  other  fees.  Since  these  fees  are 
commonly  absorbed  in  the  amount  of  the  loan,  they  have  the  effect 
of  raising  the  actual  interest  rate  to  the  borrower. 

Competition  is  correcting  some  of  the  evils  which  have  been  com- 
mon in  the  past  as  a  result  of  the  collection  of  a  variety  of  fees  in 
connection  with  the  making  of  a  loan.  Where  competition  is  partic- 
ularly keen,  institutions  are  now  eliminating  practically  all  charges 
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and  competition  for  what  are  referred  to  as  "good"  loans  is  today 
more  extreme  than  at  any  time  in  our  history. 

There  are  still  sections  of  the  country  in  which  further  downward 
adjustments  of  interest  rates  should  undoubtedly  be  made,  but  there 
is  considerable  doubt  whether,  at  present,  any  real  public  advantage 
would  result  if,  on  a  national  basis,  rates  could  be  established  below 
a  5-  or  5  ^-percent  level,  depending  upon  the  character  of  the  loan. 

Mr.  O'Connell.  Mr.  Fahey,  I  don't  follow  you  in  that.  Why 
would  it  not  be  to  the  public  advantage  if  insurance  rates  were  estab- 
lished below  5  and  5%  percent? 

Mr.  Fahey.  In  the  first  place,  these  institutions,  in  our  judgment, 
and  as  the  result  of  our  observation,  must  pay  some  reasonable  return 
to  savers  if  they  are  going  to  continue  to  get  their  money.  Secondly, 
it  does  cost  money  to  put  a  loan  on  the  books.  The  smaller  loans 
where  liberal  loans  are  being  made  on  mere  cabins  that  are  worth 
eight  hundred  or  nine  hundred  dollars — and  there  are  thousands  of 
them — are  the  kind  the  institutions  don't  want  to  bother  with  unless 
they  can  cover  their  cost  and  are  protected  against  risk.  Obviously 
the  larger  loan  to  the  responsible  borrower  which  calls  for  practically 
no  servicing  and  where  they  are  sure  of  repayment,  irrespective  of  the 
character  of  the  security,  is  far  more  attractive  to  the  institutions. 

The  smaller  borrower  does  fall  down  on  his  payment  and  has  to  be 
followed  up  constantly  and  the  thing  has  to  be  made  over,  money 
has  to  be  advanced  for  insurance,  money  has  to  be  advanced  for 
taxes  to  a  very  much  greater  extent  than  with  the  better  class  of  loans. 
The  Home  Owners'  Loan  Corporation  has  about  225,000  such 
accounts  out  of  the  whole  lot,  which  have  to  be  adjusted  and  read- 
justed all  the  time. 

Another  consideration  is  this,  on  small  loans  and  rates  involved: 
It  is  a  much  different  operation  servicing  loans  in  The  Bronx  or  in  a 
city  like  Detroit  than  it  is  out  in  Hallowell,  Maine,  or  covering  great 
distances  in  Senator  O'Mahoney's  State  or  in  Montana  or  anywhere 
else,  where  sometimes  the  service  man  has  to  go  800  miles  to  have  a 
session  with  the  borrower  and  he  isn't  there.  All  of  these  complica- 
tions come  into  the  picture,  and  where  there  is  no  risk,  they  will  make 
a  low  rate.  Where  there  is  a  substantial  risk,  they  want  provision 
made  for  it,  and  with  the  radical  reductions  that  have  been  made 
so  far,  we  have  some  doubts  if  these  rates  can  be  gotten  below  a  5-  to 
5%-percent  level,  and  permit  these  institutions  to  maintain  the  kind 
of  management  they  ought  to  have  to  do  business,  render  public 
service,  and  protect  theinterests  of  their  people. 

Dr.  Lubin.  Mr.  Fahey,  what  do  you  figure  is  the  average  cost, 
taking  all  loans  large  and  small,  for  servicing? 

Mr.  Fahey.  Of  course,  in  the  first  place  there  just  isn't  any  such 
figure,  Doctor. 

Dr.  Lubin.  After  all,  they  do  average  their  total  cost.  They  figure 
it  is  1  or  2  percent. 

Mr.  Fahey.  They  do,  but  they  all  guess  about  it.  Practically, 
there  are  hardly  any  of  them  that  know.  They  don't  keep  records 
very  much  on  that  basis. 

Dr.  Lubin.  So  that  really  it  may  be  a  lot  less  than  they  say  it  is. 

Mr.  Fahey.  It  may  ^e  a  lot  less  than  they  say  it  is,  or  it  may  be  a 
lot  more.     Take  for  example,  as  I  recall  it,  a  representative  of  one  of 
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the  institutions  suggested  a  half  of  1  percent.  I  don't  believe  there  is 
an  institution  in  the  country  that  is  servicing  on  the  basis  of  a  half  of  1 
percent,  if  it  take  into  consideration  its  overhead  and  a  lot  of  other 
things. 

It.  F.  C.  on  the  insured  mortgages  which  it  has  taken  over  allows  three- 
quarters  of  1  percent,  and  those  are  on  new  properties  and  on  newly 
made  mortgages,  recently  appraised,  therefore,  related  to  present-day 
market  values.  It  is  a  good  deal  different  when  you  are  dealing  with 
other  types  of  property. 

Take  H.  O.  L.  C,  on  the  average  our  houses  were  17  years  old  when 
we  took  them  and  are  older  than  that  now.  And  there  is  another 
element  that  comes  into  the  business  of  handling  small  loans;  that  is, 
for  the  protection  of  the  security  the  fact  that  the  lender  is  so  fre- 
quently forced  to  go  back  in  ana  put  up  money  to  fix  the  roof,  to 
make  over  the  plumbing,  and  something  else,  because  the  borrower 
can't  do  it. 

Mr.  O'Connell.  The  real  anomaly,  it  seems  to  me,  in  the  question 
of  interest  rates  is  the  cost  of  money.  There  may  be  variations  in 
the  cost  of  servicing  loans,  but  whatever  it  is,  that  is  an  absolute 
amount  that  must  be  obtained.  In  other  words,  whether  it  is  one-half 
of  1  or  2  percent,  you  can't  get  around  that.  But  it  seems  to  me  the 
real  substantial  thing  in  determining  how  much  interest  rates  should 
be  is  determining  how  much  you  should  pay  for  the  money. 

Mr.  Fahey.  That  is  quite  true,  but  what  you  will  have  when  you 
get  it  depends  upon  competitive  conditions.  That  is  illustrated  by 
what  H.  O.  L.  C.  and  F.  H.  A.  have  done,  the  influence  they  have 
exerted,  but  as  I  have  explained,  it  isn't  F.  H.  A.  and  H.  O.  L.  C.  alone, 
it  is  the  accumulation  of  a  lot  of  moDey. 

Mr.  O'Connell.  It  is  true  there  is  a  tremendous  amount  of  money 
available,  and  your  view  is  that  in  general,  competitive  conditions 
have  resulted  in  lowering  the  interest  rate. 

Mr.  Fahey.  Oh,  yes;  as  well  as  the  rest  of  it.  We  know  that  out 
of  H.  O.  L.  C,  because  the  institutions  were  in  an  uproar  about  it 
at  one  time,  that  all  the  lenders  that  weren't  in  trouble  proceeded  to 
clamp  down  on  them  and  say,  "If  these  rates  can  be  made  to  people 
who  just  aren't  able  to  pay,  what  right  have  you  got  to  charge  me,  who 
is  able  to  pay?"  It  undoubtedly  had  a  widespread  effect,  there  is 
no  doubt  about  it. 

We  constantly  find  that  where  some  local  institution  has  brought 
the  rate  down  to  let  us  say  4  percent — that  happens  in  some  cases — the 
other  institutions  promptly  meet  it.  They  have  to  or  they  don't  get 
the  business,  that  is  all. 

Dr.  Lubin.  How  far  is  this  servicing  cost  a  function  of  the  size  and 
efficiency  of  the  individual  association?  I  have  in  mind  the  British 
experience  where  they  have  consolidated  their  associations  into  rela- 
tively few  big  units,  and  they  have  of  course  a  large  number  of  small 
units,  too.  May  not  part  of  this  high  servicing  cost  be  the  result  of 
having  too  many  small  associations? 

Mr.  Fahey.  It  is  hard  to  answer  that,  Dr.  Lubin.  In  many  sec- 
tions undoubtedly  there  are  too  many  small  institutions  and  they  are 
gradually  being  eliminated  through  consolidation  and  merger,  and  in 
some  cases  liquidation  because  they  are  unable  to  keep  up  with  the 
pace. 
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On  the  other  hand,  there  are  small  communities  where  the  small 
institution  of  $100,000  or  $200,000  can  and  does  render  a  service  that 
nobody  else  will  render. 

Dr.  Lubin.  And  probably  more  efficiently  than  anybody  else  could. 

Mr.  Fahey.  Oh,  yes.  And  some  of  them  not  only  talk  about  the 
rates  they  pay.  Some  of  them,  inspired  by  the  cooperative  idea, 
have  devoted  an  amazing  amount  of  time  to  the  management  of  these 
things  without  a  cent  of  compensation  and  accumulated  reserves  and 
pay  4  percent,  and  they  are  mutual  in  character  and  the  people  are 
borrowing  the  money  and  they  don't  complain  if  they  pay  6  percent. 
Not  only  that,  but  in  some  of  these  communities  where  rates  have 
been  scandalously  high  in  the  past  as  compared  with  the  East  and 
the  North,  the  fact  that  they  get  6  or  6%  or  even  7  percent  today, 
they  regard  as  a  great  boon.  They  just  do,  there  is  no  doubt  about  it. 
They  think  that  a  great  reduction  has  been  made,  and  of  course  it 
has.  As  a  matter  of  fact,  it  is  the  most  significant  thing  that  has 
happened  in  connection  with  the  whole  housing  matter. 

Dr.  Lubin.  Do  you  have  any  authority  to  control  the  methods  of 
charge?  For  instance,  I  understand  some  of  these  associations  not 
only  charge  you  an  interest  rate  but  make  you  pay  dues  in  addition, 
and  other  devices  of  that  sort.  Do  you  have  any  control  over  such 
practices? 

Mr.  Fahey.  A  lot  of  that  sort  of  thing  has  disappeared.  I  wouldn't 
say  it  has  disappeared  entirely,  but  there  again  the  competition  of 
these  Federals  has  set  a  pace,  because  they  make  nothing  but  so-called 
direct  reduction  loans  as  against  the  old-time  sinking-fund  loan 
which  concealed  a  lot  of  charges  which  the  borrower  didn't  under- 
stand. You  cannot  completely  condemn  a  sinking  fund  loan  because 
of  course  borrowers  on  such  loans  get  the  benefit  of  the  return  on  the 
stock  they  hold,  but  a  lot  of  incidental  evils  of  one  sort  and  another 
which  prevailed  in  this-mortgage  lending  business  and  among  all  classes 
of  institutions,  too,  have  just  disappeared  pretty  rapidly  in  the  last 
5  or  6  years.  They  are  not  all  out  yet  by  any  manner  of  means,  in 
my  judgment,  and  we  are  far  from  having  a  national  mortgage  system 
which  compares  to  that  of  Great  Britian,  for  example,  and  that  could 
be  much  better  than  it  is.  But  public  agitation,  a  lot  of  education  on 
the  subject,  a  greater  interest  in  housing  than  this  countrv  has  ever 
seen,  are  all  having  their  influence,  and  perhaps  that  is  the  better  way 
to  work  it  out.  In  any  event,  with  48  different  jurisdictions,  it  is  a 
pretty  tough  job  to  clean  up  some  of  these  situations  by  law. 

"We  do,  while  there  are  limits  on  the  authority  of  the  Federal 
home-loan  banks,  limits  which  ought  not  to  exist,  in  my  judgment,  yet 
we  have  certain  authority  under  the  act  which  we  are  able  to  exercise 
in  effecting  discipline  and  eliminating  bad  practices  which  show  up  as 
a  result  of  our  examinations. 

We  ought  to  have  more  authority  in  that  respect  but  of  course  the 
minute  it  is  suggested,  there  is  raised  the  cry  of  bureaucratic  author- 
ity, and  all  that  sort  of  thing. 

There  has  not  been  the  cooperation  between  State  supervisory 
authorities  and  the  national  authorities  which  ought  to  prevail. 
That  is  another  one  of  those  things  that  we  all  understand.  Gradually 
they  work  out,  but  it  takes  time. 
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WHERE    HOME    OWNERSHIP    SAVINGS    CAN    BE    MADE 

Mr.  Fahey.  As  I  have  indicated,  it  may  fairly  be  estimated  that 
the  home  owners  of  the  United  States  are  saving  about  $500,000,000  a 
year  as  a  result  of  the  reduction  in  interest  rates  on  home  mortgages 
and  the  readjustment  of  the  mortgage  structure  which  has  taken 
place  since  1933.  It  is  extremely  doubtful  if  much  more  can  be 
saved  in  this  direction  which  will  contribute  to  progressive  housing 
development  in  the  near  future.  The  interest  savings  to  which  I 
have  referred  are  practically  the  only  home  ownership  savings  that 
have  been  effected  in  recent  years. 

The  most  promising  direction  in  which  additional  savings  may  be 
made,  is  through  a  reduction  in  the  cost  of  the  home  itself.  This 
applies  particularly  to  homes  which  may  be  available  for  from  two  to 
four  thousand  dollars.  The  information  which  has  been  presented  to 
you  by  Dr.  Lubin  demonstrates*  that  more  than  half  of  the  nonfarm 
families  in  this  country  cannot  afford  homes  that  cost  more  than 
$4,000.  Other  studies  which  have  been  made  indicate  that  the  ratio 
may  be  as  much  as  65  percent.  Nearly  every  student  of  the  problem 
agrees  that  the  great  market,  the  big  opportunity  for  home  construc- 
tion lies  in  making  a  really  worth-while  product  available  to  these 
millions  of  families  which  cannot  afford  to  occupy  homes  costing  more 
than  two  to  four  thousand  dollars.  I  do  not  think  there  is  much 
occasion  to  worry  about  families  with  incomes  from  $2,000  up.  The 
man  who  is  really  able  to  pay  for  a  house  costing  five  to  six  thousand 
dollars  and  above  can  get  all  the  money  he  needs  to  make  the  pur- 
chase on  reasonable  terms  and  is  well  taken  care  of.  The  great 
problem  is*  that  of  providing  better  housing  for  the  lower  income 
groups  which  are  able  to  pay  for  their  homes  and  do  not  need  public 
help.  It  is  true  'that  considerable  progress  has  been  made  by  the 
material  people,  the  construction  industry,  and  the  architects  m  pro- 
viding better  nouses  in  the  field  to  which  I  have  referred.  The 
Federal  Home  Loan  Bank  BoarcJ  for  more  than  2  years  has  been  work- 
ing with  the  lending  institutions,  the  American  Institute  of  Archi- 
tects, and  the  Producers'  Council,  which  represents  the  Nation's 
leading  material  manufacturers,  in  a  general  attack  upon  this  problem. 

I  ought  to  digress  to  say,  too,  that,  as  you  undoubtedly  know,  the 
lumber  manufacturers  and  other  material  people  have  combined  in 
building  all  over  the  country  some  two  thousand  demonstration  homes 
during  the  last  2  years  in  this  particular  field.  The  Department  of 
Labor  only  recently  issued  a  bulletin  on  the  actual  costs  of  a  group  of 
eight  such  homes  right  here  near  Washington. 

It  is  as  important  to  the  lending  institution  as  it  is  to  the  home  buyer 
that  a  house  should  be  well  built  and  well  planned. 

The  character  of  construction  of  a  home  from  the  i  foundation  up  is  a 
factor  of  vital  importance  so  far  as  the  home  owner  is  concerned. 
First  cost  is  not  the  only  consideration.  The  average  home  buyer 
gives  no  thought  when  making  a  purchase,  to  annual  maintenance 
costs  and  is  usually  insufficiently  advised  as  to  the. real  character  of 
construction.  Invariably  he  finds  within  a  year  that  he  is  confronted 
with  unforeseen  maintenance  and  repair  expenses.  These  expenses 
recur  from  year  to  year. 

I  might  say  in  that  connection  the  experience  of  the  Home  Owners' 
Loan  Corporation  in  encountering  the  shoddy  construction  all  over 
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the  country  was  and  still  is  one  of  the  most  difficult  problems  that  we 
have  had  to  deal  with,  despite  our  general  command  of  raw  materials 
and  all  the  rest  of  it,  there  just  isn't  any  doubt  that  over  the  last  quar- 
ter of  a  century  the  general  character  of  home  building  in  this  country 
has  been  far  behind  that  in  the  older  countries  with  more  experience. 
The  extent  to  which  these  houses  promptly  began  to  crack  up  within 
2  or  3  years  is  pretty  alarming. 

All  this  means,  especially  to  the  family  of  moderate  income,  that  it 
is  important  to  provide  for  protection  against  abnormal  future  costs 
through  architectural  supervision  and  really  effective  inspection  while 
the  house  is*  being  built. 

The  cooperative  effort  to  which  I  have  referred  and  which  has  been 
developing  steadily  during  the  past  2  years  is  called  the  Federal  Home 
Building  Service  Plan.  It  provides  for  fixed  and  very  reasonable 
fees  on  the  part  of  the  architects  in  the  cities  where  the  plan  operates, 
the  cooperation  of  a  number  of  the  lending  institutions,  the  contractors 
and  material  manufacturers  in  combined  effort  to  assure  proper  plan- 
ning, effect  all  economies  possible  and  secure  the  production  of  a 
thoroughly  inspected  sound  house.  At  present  about  300  lending 
institutions  in  70  communities  have  been  approved  to  operate  the 
plan;  400  architects  have  been  approved  to  render  advisory  and 
supervisory  service ;  and  400  small-home  designs,  undoubtedly  the  most 
comprehensive  collection  yet  made,  have  been  completed.  This 
cooperative  attack  on  the  problem  of  better  houses  for  those  of  mod- 
erate means  is  still  in  the  pioneer  stage.  In  some  cities,  however,  it  has 
gone  far  enough  to  offer  much  encouragement.  One  large  city  in  the 
Middle  South  has  built  150  homes  of  a  type  far  superior  to  any  hereto- 
fore available  in  the  same  price  class.  In  another  more  than  100 
houses  have  been  erected  with  corresponding  results.  The  American 
Institute  of  Architects,  the  Producers'  Council,5  and  the  lending  insti- 
tutions, with  the  assistance  of  the  Federal  Home  Loan  Bank  Board, 
are  now  concentrating  their  efTorts  on  this  type  of  work  in  six  definite 
areas,  and  as  results  warrant,  the  plan  may  be  extended. 

The  Federal  Housing  Administration  has  also  made  available  and 
encouraged  the  development  of  new  plans  for  small  houses.  It  cannot 
be  said,  however,  in  my  judgment  that  rapid  progress  is  being  made  in 
the  solution  of  the  problem  of  better  houses  for  the  families  of  $2,000 
annual  income  and  less.  I  am  convinced  that  there  is  a  great  oppor- 
tunity for  development  in  this  direction  when  private  industry, 
represented  by  the  lending  institutions  of  all  classes,  the  architectural 
profession,  the  material  producers,  contractors,  and  labor,  really  get 
together  with  the  Government  agencies  and  exert  persistent  pressure 
to  produce  a  better  house  than  this  country  has  yet  seen  for  $4,000 
and  down  as  low  as  $2,000. 

It  is  doubtful  if  we  can  depend  upon  the  application  of  mass  pro- 
duction methods  in  the  construction  of  houses  in  this  country  and 
expect  to  fill  the  needs  which  obviously  exist.  In  Great  Britain  the 
large  construction  companies  are  able  to  effect  great  savings  by 
building  500  to  2,500  or  3,000  houses  at  a  time.  This  is  due  in  part 
to  the  conditions  created  by  population  congestion.  Similar  oppor- 
tunities develop  in  the  neighborhood  of  our  large  cities,  but  the  fact  is 
usually  overlooked  that  most  of  our  home  construction  for  years  has 
been  in  the  smaller  communities  of  the  United  States.  Out  of  approxi- 
mately 350,000.  family  units  provided  in  1938,  260,000,  or  75  percent, 
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were  single-family  dwellings,  and  only  65,000  of  these  were  built  in 
cities  having  a  population  of  100,000  or  more.  About  195,000  were 
constructed  in  cities  and  towns  of  50  to  100,000,  and  of  this  number 
about  two-thirds  or  164,000  were  built  in  towns  of  less  than  25,000 
inhabitants.  In  these  classes  of  cities  and  towns,  it  is  seldom  possible 
to  build  two  or  three  hundred  houses  at  a  time.  They  are  constructed 
from  year  to  year  in  smaller  numbers  and  mostly  by  small  contractors. 
To  develop  this  field  means  a  new  approach  and  new  methods. 

Aside  from  new  construction,  a  sound  national  housing  program 
should  contemplate  greater  attention  to  the  rehabilitation  of  existing 
but  outmoded  homes.  Irrespective  of  the  progress  we  may  make  in 
providing  new  and  better  homes  on  a  more  attractive  basis,  used 
homes  will  always  represent  good  housing  to  a  large  number  of 
families.  Very  often  the  large  but  old-style  house  which  is  no  longer 
attractive  to  families  of  very  substantial  income  becomes  available 
to  the  large  family  with  an  income  of  but  $2,000  to  $2,500  per  year, 
when  an  entirely  new  but  smaller  house  would  wholly  fail  to  meet 
the  family  needs-  There  are  many  opportunities  for  improving  the 
condition  of  homes  of  this  type  at  moderate  expense  and  as  a  result 
providing  excellent  housing  which  has  no  style  appeal  but  does 
provide  highly  satisfactory  living  quarters. 

There  is  one  handicap  to  the  rapid  expansion  of  residential  con- 
struction in  this  country  which  it  is  not  wise  to  disregard — that  is, 
the  existence  in  many  localities  of  an  overhang  of  real  estate  in  the 
possession  c :  lending  institutions  which  must  be  disposed  of  within  a 
reasonable  ime.  If  there  is  too  much  new  construction  undertaken 
in  areas  where  the  surplus  of  houses  to  be  sold  is  abnormally  large,  it 
may  invite  a  radical  marking  down  of  the  prices  of  old  houses  which 
will  have  a  tendency  in  turn  to  affect  the  value  of  the  new  construc- 
tion. The  encouragement  of  new  housing  is  really  a  problem  which 
must  be  dealt  with  on  a"  community  basis  if  a  balance  is  to  be  main- 
tained between  new  housing  and  old. 

A  good  many  changes  have  taken  place  in  the  demand  for  housing 
which  need  to  be  watched  carefully  in  our  search  for  better  homes  at 
lower  costs  and  in  the  making  of  loans  on  a  reasonable  and  safe 
basis.  In  the  neighborhood  of  most  of  our  cities  of  substantial  size, 
the  extraordinary  improvement  of  our  highway  systems  in  recent 
years,  together  with  the  production  of  better  automobiles  at  lower 
prices,  is  encouraging  more  and  more  people  to  get  out  of  the  crowded 
cities  and  live  outside  where  land  h  cheaper,  air  and  light  are  better, 
and  the  children  are  safer.  The  cost  of  first-class  used  cars  has  been 
reduced  to  a  level  where  families  of  comparatively  low  income  can 
now  acquire  them  and  live  outside  the  cities  when  such  a  thing  was 
impossible  only  a  few  years  ago. 

The  increasing  trend  toward  better  homes  on  the  outskirts  of  our 
cities  is  very  likely  to  bring  unexpected  changes  in  our  hjusing 
development  during  the  next  10  years. 

In  the  United  States  we  have  so  long  neglected  agreement  on  a 
common-sense  national  policy  with  reference  to  housing,  that  a  good 
deal  of  planning  will  have  to  be  done  before  we  can  attain  the  progress 
we  would  like  to  have.  There  are  plenty  of  reforms  in  the  appraisal 
of  property,  in  the  elimination  of  unfair  and  unnecessary  brokerage 
fees,  in  the  costs  of  title  examination  and  of  foreclosures,  in  the 
amendment  of  obsolete  State  laws,  all  of  which  affect  the  costs  and 
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the  safety  of  home  ownership,  which  need  attention.  These  weak- 
nesses cannot  be  remedied  except  through  the  leadership,  of  the 
Federal  Government,  but  Government  effort  cannot  be  fully  effective 
without  the  unreserved  support  of  the  forward-looking  leaders  of 
labor,  industry,  and  the  professions  whose  cooperation  it  is  essential 
to  have. 

Mr.  O'Connell.  Mr.  Fahey,  there  has  been  a  substantial  amount 
of  testimony  before  this  committee  to  the  effect  that  an  expansion 
in  the  field  of  residential  construction  is  one  of  the  most  hopeful  areas 
that  we  may  look  to.  Would  you  care  to  make  any  general  observa- 
tion as  to  whether  or  not  in  your  opinion  there  is  a  substantial  room, 
for  expansion  in  that  field  and  particularly  with  reference  to  whether 
or  not  it  would  in  your  opinion  adversely  affect  the  value  of  existing 
properties? 

Mr.  Fahey.  I  think  there  is  a  very  large  opportunity.  There  is  a 
very  obvious  and  very  substantial  shortage  of  homes  as  a  result  of 
our  practical  cessation  of  building  from  '33  on.  But,  as  I  have  sug- 
gested, I  think  it  has  to  be  carefully  developed,  or  else  it  is  easy  to 
come  a  cropper.  One  of  the  greatest  evils  in  the  home-building  field 
in  the  past  has  been  over-speculation.  Speculation  in  real  estate  in 
this  country  has  been  just  as  corrupting  in  its  effect  as  over-speculation 
on  the  stock  exchange,  but  it  never  attracted  the  same  attention 
because  it  wasn't  being  advertised  every  day.  It  was  not  so  con- 
spicuous. We  have  had  spectacular  breaking  up  of  real-estate  booms, 
as  we  know,  in  some  sections  of  the  country  in  the  past,  and  it  is  very 
easy  to^  get  some  of  those  going  again,  especially  when  speculative 
builders  and  real-estate  operators  have  beer  starving  so  long. 

To  deal  with  it  more  concretely,  if  you  ha^e  a  city  with  abnormal 
vacancies  of  property,  rental  property,  and  an  abnormal  number  of 
homes  for  sale,  if  the  speculative  builders  are  encouraged  to  go  into 
new  developments  on  a  substantial  scale,  you  are  pretty  sure  to  have 
trouble  on  your  hands  within  a  comparatively  short  time.  It  is  not 
easy  to  say  how  much  real  estate  in  the  possession  of  institutions  and 
individuals  is  overhanging  the  market  in  the  country  today,  but  it  is 
a  fairly  safe  guess  that  it  runs  somewhere  between  three  and  four 
billions  of  dollars. 

One  thing  about  the  whole  situation  which  is  frequently  overlooked 
is  the  fact  that  a  large  proportion  of  the  home  mortgage  lending  in  the 
country  is  that  of  individual  lenders,  not  the  institutions.  Of  course, 
so  far  as  the  individual  lender  is  concerned,  the  only  control  over  his 
activity  is  the  market  situation.  Of  course  if  he  sees  an  opportunity 
to  make  some  money  out  of  speculative  development  he  isn't  very 
much  concerned  unless  it  is  a  prospect  that  it  will  react  on  his  own 
investment;  he  is  not  very  much  concerned  about  what  the  community 
situation  is. 

Dr.  Lubin.  Mr.  Fahey,  I  don't  want  to  keep  you  beyond  your 
train. 

Mr.  Fahey.  That  is  all  right,  I  can  stay  until  half  past  12. 

Dr.  LubiNv  I  think  you  have  raised  a  very  important  question, 
namely,  how  far  should  it  be  the  function  of  the  Government  to  protect 
equity  values.  You  mention  the  fact  that  you  feel  that  we  ought  to 
be  very  careful  about  the  expansion  of  housing  because  it  might  inter- 
fere with  the  value  of  existing  properties  and  then  you  go  on  to  say, 
however,  that  a  boon  has  been  created  for  the  American  people  by 
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making  it  possible  to  buy  low  priced  used  cars  so  they  can  live  out  in 
the  country.  Now  if  the  automobile  industry  had  worked  on  the 
theory,  let's  keep  down  the  production  of  new  cars  because  it  will 
interfere  with  the  sale  of  used  cars,  you  wouldn't  have  had  new  cars. 
Why  shouldn't  it  be  the  function  of  government  to  protect  the  equity 
values  of  people  who  bought  commodities  in  '27,  '28,  and  '39  at  high 
prices?  In  1933  and  '34  their  equities  had  either  been  wiped  out  or 
had  been  written  down  a  lot.  In  the  case  of  the  home  owner  the 
Government  says:  "We  will  forget  the  economic  factor  as  a  social 
phenomenon  here;  people  who  own  homes  should  be  protected  in 
maintaining  those  homes  and  instead  of  losing  them  we  will  make  it 
possiole  for  them  to  keep  them  and  make  these  payments  in  the 
future."  In  other  words,  they  went  bankrupt  in  the  sense  that  they 
were  not  going  to  pay  for  these  properties,  it  was  just  a  question  of 
making  a  legal  requirement  of  making  payment  on  a  certain  date, 
yet  I  feel  that  there  is  a  very  definite  question  of  public  policy  relative 
to  the  production  of  new  things  at  lower  prices  which  in  effect  of  course 
automatically  cuts  the  price  of  existing  things. 

Take  the  case  of-your  own  organization.  I  noted  that  you  said 
you  turn  your  properties  over  to  agents,  but  in  fixing  the  price  on 
them  you  take  mto  consideration  existing  values.  Now  should  it  be 
the  function  of  the  Government  to  say  to  a  real-estate  agent;  "Here, 
you  take  this  property;  although  you  can  sell  it  at  a  profit  to  the 
Government,  we  are  going  to  let  you  hold  it  off  the  market  until  you 
get  a  price  which  will  make  it  possible  for  you  to  protect  other  real 
estate  you  have  to  sell." 

Mr.  Fahey.  Of  course  we  hardly  do  that.  What  we  say  to  him  in 
effect  is,  "We  wish  to  get  the  fair  market  value  of  this  property." 
Now,  if  we  once  adopted  a  program  of  selling  these  properties  below 
their  worth  in  the  market,  I  suspect  that  we  would  invite  considerable 
criticism  from  the  public  and  from  Congress.  It  is  very  easy  to  do 
a  lot  of  that  if  we  don't  exercise  care. 

Dr.  Lubin.  I  appreciate  that  problem  that  you  have  to  face.  I 
am  looking  at  it  from  the  economic  aspect .  I  am  forgetting  the 
Congress  at  the  moment. 

Mr.  Fahey.  All  right;  I  take  it  from  the  economic  aspect  for  a 
minute,  assume  that  the  Government  didn't  step  in  here  in  the  case 
of  the  Home  Owners'  Loan  Corporation.  Now,  in  the  first  place,  if 
the  H.  O.  L.  C.  had  not  stopped  the  avalanche  of  foreclosures  and  the 
marking  down  of  home  values,  it  not  only  would  have  been  obliged 
to  take  over  and  refinance  the  whole  six  billion,  as  was  originally 
applied,  but  a  lot  more  of  the  eighteen  billion  that  was  outstanding 
at  that  time. 

There  is  no  knowing  where  it  would  have  stopped,  because  you 
progressively  undermined  the  solvency  of  these  savings  institutions 
and  the  banks  all  over  the  country.  Remember  it  wasn't  savings 
banks  and  savings  and  loans  associations  alone,  but  it  was  insurance 
companies  and  commercial  banks  that  this  corporation  took  over, 
great  volumes  of  mortgages.  Something  more  than  half  a  million 
was  out  of  the  commercial  banks.  Now,  if  that  decline  had  not  been 
started,  if  the  country  had  adopted  the  theory  that  everything  should 
go  to  the  bottom  and  then  nature  will  take  care  of  itself,  why,  maybe 
we  wouldn't  be  worrying  about  good  houses  that  ought  to  be  produced 
for  $4,000. 
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Dr.  Lubin.  The  thing  I  had  in  mind  was  this:  We  have  a  purpose 
here.  We  want  to  protect,  tide  over  people  who  own  their  own  homes. 
There  is  a  social  purpose  there.  We  feel  in  a  society  such  as  ours  a 
man  who  has  bought  a  home  should  be  protected  for  keeping  that 
home  just  because  over  a  period  of  years  he  can't  meet  the  interest  or 
amortization  and  so  we  are  tiding  him  over  this  period;  but  is  it  our 
function  through  that  process  to  protect  the  speculator  who  bought 
property  not  to  live  in  but  to  make  a  profit  on? 

(Representative  Reece  assumed  the  chair.) 

Mr.  Fahey.  Of  course  you  forget  now  the  fundamental  of  the 
whole  question.     It  affects  not  only  housing,  but  a  lot  of  other  things.. 

Dr.  Lubin.  I  am  not  saying  this  in  criticism  of  the  Home.Owners' 
Loan  Corporation ;  I  am  raising  a  question  of  how  far  the  Government 
should  go.  Should  it  think  in  terms  of  getting  as  quickly  as  possible 
within  reasonable  limits  more  and  better  housing  for  those  people 
who  can't  get  it  now  at  economic,  terms?  Should  it  make  its  main 
policy  the  stimulation  of  an  industry  that  will  add  more  to  employ- 
ment than  any  other  single  industry  can?  Or  should  it  take  these 
into  consideration,  say,  but  there  are  these  other  factors,  we  must 
protect  these  other  equities.  That  is  a  problem  we  have  got  to 
answer. 

Mr.  Fahey.  Of  course  you  wouldn't  expect  tr.e  to  express  anything 
except  a  purely  personal  opinion.  I  am  not  •mdertaking  to  speak 
for  our  Board,  but  personally  I  would  say,  "yes."  Frankly,  I  do  not 
believe  that  the,  solution  of  many  of  the  difficult  problems  involved 
here  will  come  except  under  the  leadership  of  the  Federal  Govern- 
ment, but  as  I  have  suggested  in  my  statement,  in  that  process  I 
think  that  it  is  going  to  be  necessary  to  enlist  the  enthusiastic  cooper- 
ation of  a  great  variety  of  interest  because  there  are  so  many  phases  of 
this  problem  and  so  many  people  involved. 

I  say  that  the  particular  way  of  attack  is  the  $4,000  home  and  less. 
There  you  are  not  faced  with  as  much  competition  so  far  as  real-estate 
overhead  is  concerned  for  one  thing,  and  there  is  a  great  mass  market 
that  if  it  can  be  reached  means  something.  They  found  a  way  to 
reach  it  in  Great  Britain.  We  haven't  done  it  here  and  we  do  en- 
counter problems  because  we  have  these  thousands  of  small  operators 
to  deal  with  in  small  communities,  and  right  there  unemployment  in 
the  smaller  communities  proportionately  is  just  as  severe  as  it  is  in 
the  larger  cities,  generally  speaking,  but  my  opinion  is  that  if  we  go 
further  forward  working  together,  I  believe  that  some  really  interesting 
things  can  be  accomplished. 

I  would  like  to  see  the  Government  itself  have  greater  latitude  to 
go  out  and  build  and  experiment  with  some  houses  in  different  parts 
of  the  country,  in  different  kinds  of  materials.  Of  course  there  you 
may  raise  criticism  and  objection  again  as  to  Government  interfering 
with  private  industry,  but  my  own  belief  is  that  a  w,ay  can  be  found 
to  establish  thoroughgoing  cooperation  without  arousing  too  many 
antagonisms. 

Dr.  Lubin.  One  further  question  I  would  like  to  ask.  I  d  ice 
you  have  been  talking  entirely  today  about  home  ownership,  that  is 
the  type  of  construction  you  are  particularly  interested  in  through 
your  organization.  Do  you  have  any  suggestions  as  to  what  we  might 
do  to  stimulate  the  construction  of  rental  housing  which  apparently 
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is  one  of  the  dire  needs  of  the  country  in  view  of  the  fact  that  half  of 
our  workers  live  in  rented  homes? 

Mr.  Fahey.  Of  course,  there  is  undoubtedly  a  need  for  additional 
rental  housing  in  some  sections  and  I  think  that  the  contracting 
industry  and  the  real-estate  people,  where  the  need  obviously  exists, 
are  giving  it  considerable  attention.  I  think,  however,  we  should 
bear  in  mind  that  a  large  part  of  the  rental  housing  of  the  country, 
particularly  outside  of  our  large  cities,  is  in  smaller  units  and  is  old 
housing,  what  was  formerly  residential  property  that  now  becomes 
rental  property  because  the  former  owner  has  moved  somewhere  else. 
A  lot  of  that  is  going  on,  there  is  a  lot  of  rehabilitation  and  moderniza- 
tion of  structures  to  meet  present-day  needs  and  rental  conditions, 
but  when  it  comes  to  the  community  where  families  are  well  settled 
and  their  prospects  of  remaining  are  pretty  well  assured,  if  home 
ownership  is  on  the  right  basis  of  cost,  it  is  preferable  to  rental  for 
such  workers,  and  even  if  the  job  changes  and  the  worker  has  to  go 
somewhere  else,  if  he  is  paying  no  more  than  rent  meanwhile,  he  does 
have  an  equity  to  dispose  of. 

Acting  Chairman  Reece.  Any  other  questions?  The  committee 
very  greatly  appreciates  your  appearance,  Mr.  Fahey. 

Mr.  Fahey.  Mr.  Chairman,  I  simply  want  to  express  my  apprecia- 
tion to  the  committee  for  its  attention  in  allowing  me  to  take  so  much 
of  your  time. 

Mr.  O'Connell.  I  am  sorry  you  had  to  miss  the  12  o'clock  train, 
because  we  were  so  interested  in  what  you  had  to  say. 

Mr.  Chairman,  I  had  hoped  that  at  this  point  we  would  have  Mr. 
Stewart  McDonald,  the  Administrator  of  the  Federal  Housing  Ad- 
ministration, to  testify  on  the  activities  of  that  organization.  How- 
ever, I  have  just  been  informed  that  he  will  not  be  able  to  testify 
before  the  committee  today.  That  I  think  is  very  unfortunate  be- 
cause almost  every  day  during  the  course  of  the  hearing  the  Federal 
Housing  Administration  has  been  mentioned,  and  it  would  have  been 
very  helpful  had  we  been  in  a  position  to  get  some  first-hand  informa- 
tion about  the  actual  operations  of  that  organization.  However,  he 
cannot  testify,  and  I  would  suggest  that  we  adjourn  until  after  lunch, 
at  which  time  Mr.  Nathan  Straus,  representing  the  United  States 
Housing  Authority,  will  tell  us  something  about  the  activities  of  that 
organization  in  the  housing  field. 

«  Acting  Chairman  Reece.  The  committee  will  stand  in  recess  until 
2:30. 

(Whereupon,  at  12:20  p.  m.,  a  recess  was  taken  until  2:30  p.  m.  of 
the  same  day.) 

AFTERNOON  SESSION 

The  committee  resumed  at  2:40  p.  m.  at  the  expiration  of  recess; 
the  chairman,  Senator  O'Mahoney,  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

Are  you  ready  to  proceed,  Mr.  O'Connell? 

Mr.  O'Connell.  I  should  like  to  call  the  only  witness  that  we  will 
have  this  afternoon,  Mr.  Nathan  Straus. 

Mr.  Straus,  would  you  mind  stating  your  full  name  and  present 
address?     Also  your  present  position,  for  the  record? 

Mr.  Straus.  Nathan  Straus,  the  Shoreham  Hotel,  Administrator 
of  the  United  States  Housing  Authority. 
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STATEMENT    OF    NATHAN    STRAUS,    ADMINISTRATOR,    UNITED 
STATES  HOUSING  AUTHORITY,  WASHINGTON,  D.  C. 

ACTIVITY     OF     UNITED     STATES     HOUSING  AUTHORITY     IN     PROVIDING 
SUBSIDIZED  HOUSING  FOR  LOW-INCOME  FAMILIES 

Mr.  O'Connell.  Briefly,  Mr.  Straus,  what  is  the  United  States 
Housing  Authority? 

Mr.  Straus.  It  is  a  permanent  Federal  corporation  set  up  in  1937 
by  the  United  States  Housing  Act  of  1937,  approved  by  the  President 
on  September  1,  1937.     In  the  words  of  its  title,  the  act  is — 

to  provide  financial  assistance  to  the  States  and  political  subdivisions  thereof  for 
the  elimination  of  unsafe  and  insanitary  housing  conditions,  for  the  eradication 
of  slums,  for  the  provision  of  decent,  safe,  and  sanitary  dwellings  for  families  of 
low  income,  and  for  the  reduction  of  unemployment  and  the  stimulation  of 
business  activity. 

Speaking  generally,  what  are  the  powers  of  the  United  States 
Housing  Authority? 

The  U.  S.  H.  A.  makes  repayable  loans  to  local  public-housing  agen- 
cies, called  local  housing  authorities,  to  help  them  construct  local  low- 
rent  housing  projects  and  to  clear  slums.  It  makes  annual  grants-in- 
aid,  annual  contributions  to  help  the  locality  bring  rents  on  the  com- 
pleted projects  within  the  financial  reach  of  families  in  the  lowest 
income  group  now  living  in  slums  or  substandard  housing.  The 
U.  S.  H.  A.  cannot  itself  construct  housing  projects. 

Mr.  O'Connell.  You  refer  to  local  public  bodies.  I  take  it  those 
are  local  housing  authorities.     What  are  they,  generally  speaking? 

Mr.  Straus.  A  local-  housing  authority  is  a  public  corporation 
organized  under  a  State  law  with  broad  general  powers  to  undertake 
a  local  low-rent  housing  and  slum-clearance  program.  A  local  author- 
ity has  no  power  to  tax,  no  power  to  pledge  the  credit  of  the  city, 
directly  or  indirectly,  or  to  exercise  police  or  ordinance-making  powers. 
A  local  authority- is  usually  administered  by  a  group  of  5  individuals 
appointed  by  the  mayor,  sometimes  there  are  7,  but  the  local  authority 
plans,  constructs,  and  operates  its  own  projects.  It  borrows  the  money 
to  build  its  projects,  and  manages  and  rents  the  projects  after  they  are 
built,  and  of  course  owns  the  project.  The  committee  may  be  in- 
terested in  knowing  there  were  46  local  housing  authorities  on  Septem- 
ber 1,  1937,  and  now  there  are  just  under  250.  Additional  authorities 
are  rapidly  coming  into  existence  due  to  the  recent  passage  of  enabling 
legislation  in  many  States  and  a  long  line  of  favorable  judicial  decisions. 

Mr.  O'Connell.  In  how  many  States  is  there  legislation  authoriz- 
ing the  creation  of  housing  authorities? 

Mr.  Straus.  At  the  present  time  there  are  38  States,  and  there  are 
10  States  that  have  no  legislation.  Shall  I  read  that  list  of  those  that 
have  none?  .   . 

Mr.  O'Connell.  You  mean  the  list  of  states  that  do  not  have  it? 

Mr.  Straus.  Yes. 

Mr.  O'Connell.  I  think  it  would  be  helpful. 

Mr.  Straus.  Iowa,  Kansas,  Maine,  Minnesota,  Nevada,  New 
Hampshire,  Oklahoma,  South  Dakota,  Utah,  Wyoming.  This  mip 
that  I  am  now  presenting  to  you  illustrates  this  picture. 

Mr.  Straus.  Should  I  read  the  legend?  Black  is  enacted  during  or 
before  1938,  33  States;  red  is  enacted  so  far  during  1939,  5  States.     The 
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i 
dotted  one  is  action  now  pending.     I  think  it  is  only  New  Hampshire, 
and  the  white  ones  are  the  States  of  the  list  I  just  read  that  have  no 
housing  regulation. 

Mr.  O'Connell.  Have  you  a  copy  of  that  chart? 

Mr.  Straus.  Yes,  sir. 

Mr.  O'Connell.  I  should  like  to  offer  this  chart  for  the  record. 

The  Chairman.  It  may  be  received. 

(The  map  referred  to  was  marked  "Exhibit  No.  930"  and  appears 
on  p.  5408.) 

Mr.  O'Connell,.  I  take  it  that  the  U.  S.  H.  A.  program  is  being 
carried  on  on  a  national  scale.   Does  it  reach  only  large  communities? 

Mr.  Straus.  No,  sir;  our  program  is  designed  to  and  does  reach 
both  small  and  large  communities.  Of  the  first  156  towns  and  cities 
having  earmarkings  or  loan  contracts,  26  were  communities  with 
a  population  under  25,000,  38  were  communities  between  25,000  and 
50,000,  27  were  communities  from  50,000  to  100,000,  43  were  com- 
munities with  a  population  of  100,000  to  300,000,  and  22  (balance)  were 
in  communities  of  over  300,000;  that  is,  in  summary,  more  than  40 
percent  of  the  participating  cities  were  thus  under  50,000  population. 

Mr.  O'Connell.  In  terms  of  money  expenditure,  I  take  it  the 
percentage  would  not  be  so  high? 

Mr.  Straus.  No;  in  terms  of  percentage  ot  dollars  the  larger  cities 
would  show  up  better  and  the  small  ones  less  well. 

Mr.  O'Connell.  Does  the  U.  S.  H.  A.  do  anything  with  reference 
to  rural  housing? 

Mr.  Straus.  In  the  original  act  there  was  a  provision  that  we  could 
do  rural  as  well  as  urban  housing,  but  up  to  the  present  date  we  have 
been  unable  to  get  into  the  development  of  housing  for  farm  families 
in  the  lowest  income  group.  To  meet  that  deficiency,  the  committee 
may  know,  the  Senate  has  already  passed,  and  the  House  Committee 
on  Banking  and  Currency  is  at  this  very  moment  considering,  a  bill 
which  would,  in  addition  to  increasing  our  program,  direct  us  to  under- 
take a  comprehensive  program  of  rural  housing  with  the  aid  of  the 
Secretary  of  Agriculture  and  the  Department  of  Agriculture. 

Mr.  O'Connell.  Your  operations,  as  I  understand  it,  involve 
making  loans  to  finance  this,  and  making  annual  contributions  to  aid 
in  the  operation  of  them  to  bring  the  rents  to  a  low  level.  How  much 
money,  under  existing  legislation  is  available  for  loans? 

Mr.  Straus.  We  have  800  million  available  for  loans,  theoretically, 
but,  practically,  the  limit  has  become  $650,000,000,  by  reason  of  the 
shortage  of  adequate  funds  for  grants-in-aid  or  annual  contributions, 
which  has  in  effect  constituted  the  real  ceiling.  We  have  really 
practically  put  in  use  a  little  over  $650,000,000. 

Mr;  O'Connell.  Let  me  see  if  I  understand  that.  You  mean  that 
the  amount  of  money  that  is  available  to  your  organization  for  annual 
contributions  is  the  determining  factor  in  arriving  at  the  amount  that 
you  actually 

Mr.  Straus  (interposing).  Correct. 

Mr.  O'Connell.  What  is  the  status?  You  say  as  a  practical  matter 
there  are  about  $650,000,000  available  to  you.  What  is  the  status  of 
that  $650,000,000? 

Mr.  Straus.  Let  me  see — now,  we  have  170  loan  contracts.  Total 
Federal  loans  call  for  four-hundred-and-sixty-three-million-five-hun- 
dred-thousand-and-odd  dollars  for  255  projects,  located  in  122  cities  and 
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3  counties  in  27  States,  and  also  in  the  District  of  Columbia,  Puerto 
Rico,  and  Hawaii.  In  addition  the  sum  of  a  little  over  $200,000,000 — 
$202,800,000 — has  been  committed  and  will  shortly  be  translated  into 
loan  contracts.  We  have  under  actual  construction — this  morning  I 
checked  it — 2,000  units,  and  about  10,000  additional  units  are  going 
into  construction  every  month. 

Mr.  O'Connell.  Do  I  understand  you  to  say  10,000  units  are  going 
in  each  month? 

Mr.  Straus.  Each  month,  yes;  a  little  more  than  that. 

Mr.  O'Connell.  Last  week  Mr.  Davison  testified  before  the  com- 
mittee and,  in  passing,  as  I  recall  it,  he  indicated  it  was  his  belief 
that  U.  S.  H.  A.  constructed  only  multiple  dwellings.1  Is  that 
accurate? 

Mr.  Straus.  No,  sir.  That  is  ,a  very  common  misconception.  I 
am  afraid  Mr.  Davison  didn't  know  the  facts.  There  are  55  projects 
under  construction,  as  I  just  said.  Of  these  55,  only  5  consist  ex- 
clusively of  multifamily  dwellings  of  3  stories  or  more,  and  of  these  5 
projects,  3  consist  of  exclusively  of  3-story  apartments,  and  2,  in 
New  York  City,  consist  of  6-story  apartments.  The  whole  balance 
is  predominantly  of  the  nonapartment  type,  most  of  it  being  1-story 
and  2-story  row  houses  or  flats.  Our  experience  proves  that  in 
most  communities  it  is  more  economical  and  more  efficient  to  use 
individual  row  houses,  either  1-  or  2-story  houses,  and  the  bulk  of 
the  program  is  that. 

Mr.  O'Connell.  How  many  projects  have  you  that  are  open  and 
ready  for  occupancy  at  the  present  time? 

Mr.  Straus.  Only  five  occupied.  Shall  I  read  off  the  cities?  Four 
cities,  two  in  Buffalo,  one  in  New  York,  one  in  Jacksonville,  Fla.,  and 
one  in  Austin,  Tex.  I  might  remark  parenthetically  there,  we  have 
just  gotten  to  the  stage  where  projects  are  commencing  to  open  and 
that  will  go  more  rapidly  now. 

Mr.  O'Connell.  Those  are  the  first  projects  opened  under  the 
program  initiated  by  the  United  States  Housing  Authority.  I  take  it 
there  are  some  projects  which  were  constructed  as  Federal  projects 
or  were  financed  by  the  Housing  Division  of  P.  W.  A.,  prior  to  the 
advent  of  the  U.  S.  H.  A.,  which  are  in  operation. 

Mr.  Straus.  That  is  right. 

Mr.  O'Connell.  Do  you  know  how  many  of  them  there  are? 

Mr.  Straus.  Fifty-one  of  them. 

Mr.  O'Connell.  How  are  those  operated  as  a  general  proposition? 

Mr.  Straus.  Those  are  operated  either  by  the  U.  S.  H.  A.  or  a 
certain  number  of  them  are  leased  to  the  local  authorities  which  in 
turn  operate  them. 

Mr.  O'Connell.  Does  that  mean  that  to  the  extent  you  are  able 
to  do  so,  U.  S.  H.  A.  makes  an  arrangement  with  the  local  housing 
authority  pursuant  to  which  they  lease  the  project  to  the  local  housing 
authority  for  operation? 

Mr.  Straus.  That  is  right.  We  are  directed  by  the  act  to  lease 
them  or  sell  them. 

Mr.  O'Connell.  So  as  a  matter  of  legislative  direction  you  are  re- 
quired to  take  advantage  of  local  housing  authorities  ii  they  are  in 
existence? 

Mr.  Straus.  That  is  right,  since  it  is  a  decentralized  program. 

>  Supra,  p.  4991. 
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Mr.  O'Connell.  What  are  the  rents  and  income  levels  of  the 
tenants  of  the  five  projects  that  you  refer  to  as  being  open  now? 

Mr.  Straus.  In  Austin  the  average  monthly  shelter  rent  for  a 
family  dwelling  unit  is  $6.59  and  the  project  serves  families  with 
average  annual  incomes  of  from  $400  to  $300. 

Mr.  O'Connell.  $6.59? 

Mh  Straus.  $6.59  for  a  house;  that  is  shelter  rent  per  month.  In 
Jacksonville,  Fla.,  the  average  monthly  shelter  rent  per  family 
dwelling  will  be  $10.58,  and  the  project  will  serve  families  with  average 
annual  incomes  of  from  $750  down  to  some  as  low  as  $500.  In 
Buffalo,  the  average  monthly  shelter  rent  for  a  family  dwelling  (there 
are  two  projects)  will  be  $13.25  a  month. 

The  Chairman.  What  is  the  significance  of  the  term  "shelter 
rent"? 

Mr.  Straus.  In  an  effort,  Senator,  to  have  our  figures  on  a  com- 
parative basis  with  what  these  families  pay  in  the  slums,  it  was  found 
essential  to  include  only  the  same  items  as  are  included  in  the  slums/ 
If  a  family  pays  a  rent  of  $10  a  month  in  the  slums,  9  times  out  of 
10  that  does  not  include  heating,  it  does  not  include  electric  light,  it 
doesn't  include  fuel  for  cooking  in  many  cases.  In  order  to  get  our 
figures  on  all  four  with  theirs,  this  term  was  coined  before  I  came  to 
Washington,  "shelter  rent,"  meaning  rent  without  utilities. 

The  Chairman.  That  is  what  I  thought.  Those  items  which  you 
have  just  illuminated  are  ordinarily  not  provided  and  are  not  available 
in  the  slums. 

Mr.  Straus.  Right. 

The  Chairman.  But  they  are  available  on  these  projects? 

Mr.  Straus.  They  are  available,  although  sometimes  not  actually 
provided;  in  many  cases,  for  instance,  Senator,  we  will  provide  a 
stove  to  heat  it  but  we  won't  provide  fuel.  The  difference  is  that 
when  the  family  was  in  the  slums  they  bought  the  coal  retail  by  the 
bag  and  in  these  housing  projects  we  try  to  make  arrangements  to 
have  the  local  authority  obtain  it  through  the  city  at  wholesale  rates 
and  then  sell  it  to  the  tenant  at  the  same  price. 

The  Chairman.  Well,  when,  these  projects  are  constructed  do  they 
not  include  lighting  facilities?  , 

Mr.  Straus.  Oh,  yes;  they  do. 

The  Chairman.  They  are  wired  for  electricity? 

Mr.  Straus.  Always. 

The  Chairman.  And  they  are  fully  supplied  with  water? 

Mr.  Straus.  Yes. 

The  Chairman.  Is  the  water  rent  included  in  the  shelter  rent? 

Mr.  Straus.  No  ;  it  is  not. 

The  Chairman.  The  shelter  rent  does,  however,  include  the 
availability  of  electric  light. 

Mr.  Straus.  Right. 

The  Chairman.  But  does  not  include  the  payment  for  the  light. 

Mr.  Straus.  Right. 

The  Chairman.  Do  the  occupants  of  these  homes  pay  anything  in 
addition  to  shelter  rent  to  the  authority,  the  local  authority,  from 
which  the  apartment  is  rented? 

Mr.  Straus.  They  pay  the  price  of  whatever  utilities  they  receive 
from  the  project,  and,  in  many  cases,  that  means- they  pay  the  cost 
of  all  utilities. 
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The  Chairman.  What  is  the  average  rent  paid  by  the  occupants 
of  these  houses? 

Mr.  Straus.  We  would  have  to  add,  in  each  case,  the  cost  of  the 
utilities,  a  dollar  and  a  half  to  $2  per  room  per  month,  per  dwelling. 
I  would  say  that  was  adequate  in  the  South,  in  the  North,  pretty 
skimpy. 

The  Chairman.  A  dollar  and  a  half  a  unit  per  month? 

Mr.  Straus.  I  think  that  is  low.  I  think  I  would  like  to  qualify 
that,  Senator,  by  saying  that  it  is  a  dollar  and  a  half  to  $2  a  month 
average  in  the  South,  where  the  needs  of  heating  are  small  and  it 
may  run  up  as  high  as  double  that  in  the  cold  cities  of  the  North. 

The  Chairman.  What  is  the  average  shelter  rent? 

Mr.  Straus.  Varying  from  a  low  of  $6.59  in  Austin  to  a  high  of 
$17  in  New  York  City  for  an  apartment  for  a  month. 

The  Chairman.  In  New  York  City  would  an  addition  of  $4  include 
all  of  these  other  items? 

Mr.  Straus.  I  want  to  be  careful  about  getting  that.  Yes,  that 
is  about  right. 

The  Chairman.  Very  well. 

Mr.  Straus.  Let  me  point  out,  too,  Senator,  as  possibly  bearing 
directly  on  that,  that  in  calculating  the  incomes  which  the  families 
must  have  in  order  to  enable  them  to  live  in  these  projects,  we  do 
include  utilities  in  addition  to  shelter  rent.     Do  you  follow  me? 

May  I  put  into  the  record  the  Red  Hook  project? 

The  Chairman.  Proceed. 

Mr.  Straus.  In  Buffalo,  the  average  monthly  shelter  rent  for  a 
family  dwelling  in  the  two  projects  will  be  $13.25.  The  project  for 
white  families  will  serve  those  with  .average  annual  incomes  estimated 
at  $850,  with  some  as  low  as  $600;  and  the  project  for  Negro  families 
will  serve  those  with  annual  incomes  estimated  at  $750,  with  some  as 
low  as  $500. 

In  the  Red  Hook  project  in  Brooklyn  the  average  monthly  shelter 
rent  for  a  family  dwelling  will  be  about  $17,  and  the  project  will  serve 
families  with  average  annual  incomes  estimated  at  $950  with  some 
as  low  as  $700. 

Thus,  at  the  first  five  projects  for  which  actual  rent  schedules 
have  been  set,  the  average  monthly  shelter  rent  for  a  dwelling  will 
range  from  a  low  in  Austin  of  $6.59,  serving  families  with  average 
incomes  of  $400,  to  a  high  of  $17  in  New  York,  serving  families  with 
average  annual  incomes  estimated  at  $950. 

Mr.  O'Connell.  Mr.  Straus,  how  many  families  will  be  rehoused 
in  the  program  now  authorized? 

Mr.  Straus.  Our  best  estimate  is  about  160,000  families. 

Mr.  O'Connell.  I  take  it  that  your  present  program  does  not  begin 
to  meet  the  needs  of  all  the  famines  in  the  lowest-third  income  group. 

Mr.  Straus.  Surely  that  is  correct.  The  $800,000,000  under  our 
present  act  is  really  restricted  to  $650,000,000,  and  that,  of  course,  is 
a  fair  commencement  of  the  attack  on  the  Nation's  slums.  As  the 
committee  may  know,  the  Senate  has  passed,  and  the  House  Banking 
and  Currency  Committee  is  now  considering,  a  bill  which  would 
authorize  us  to  make  loans  for  an  additional  $800,000,000  and  to  enter 
into  annual  contributions,  contracts  calling  for  an  additional 
$45,000,000  per  year. 
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Mr.  O'Connell.  What  is  the  total  gross  cost  to  the  Federal  Govern- 
ment of  the  present  and  expanded  U.  S.  H.  A.  program  for  both  re- 
housing and  slum  clearance? 

Mr.  Straus.  At  the  present  time? 

Mr.  O'Connell.  Yes. 

Mr.  Straus.  The  cost  to  the  Federal  Government  of  the  present 
U.  S.  H.  A.  program  at  this  time  is  absolutely  nothing,  except  for 
administrative  expenses.  The  annual  contributions  which  represent 
the  only  other  cost  to  the  Government  are  not  made  until  the  projects 
are  available  for  tenancy,  and  as  there  haven't  been  any  available  for 
tenancy,  there  haven't  been  any.  As  a  matter  of  fact,  the  Budget 
this  year  includes  only  $5,000,000  made  available  by  the  recently 
approved  Interior  Department  Appropriation  Act  for  annual  con- 
tributions for  the  fiscal  year  ending  June  30,  1940.  After  that,  when 
the  program  is  in  full  swing,  the  only  gross  cost  to  the  Government  of 
the  present  program  is  the  annual  contributions  for  which  the  maxi- 
mum gross  amount  is  $28,000,000  a  year,  and  the  only  gross  cost  of' 
the  expanded  program  now  pending  would  be  $45,000,000  a  year. 

Mr.  O'Connell.  If  I  understand  you  correctly,  the  total  cost  of  the 
program  is  the  sum  total  of  the  amounts  of  the  annual  contributions 
that  you  refer  to. 

Mr.  Straus.  That  is  the  gross  cost.  The  net  cost  is  actually  con- 
siderably less  because  of  the  substantial  interest  problem. 

Mr.  O'Connell.  I  am  not  sure  I  understand  that.  The  U.  S.  H.  A. 
makes  loans  to  finance  the  construction  of  projects. 

Mr.  Straus.  Yes. 

Mr.  O'Connell.  Would  you  mind  explaining  to  the  committee 
the  interest  profit?  The  U.  S.  H.  A.  makes  the  loans  to  the  local  public 
agencies  at  an  interest  rate  generally  of  3  percent.  At  the  same  time 
the  U.  S.  H.  A.  is  obtaining  money  from  the  public  by  selling  its  own 
5-year  bonds  bearing  an  interest  rate  of  about  1%  percent.  The 
difference  between  the  rate  at  which  the  U.  S.  H.  A.  borrows  money 
and  the  rate  at  which  the  U.  S.  H.  A.  lends  money  represents  a  profit 
at  the  present  time  to  the  Government. 

The  Chairman.  Does  the  Government  collect  that  profit? 

Mr.  Straus.  It  represents  a  reduction  in  the  amount  which  the 
annual  contributions  will  cost.  It  does  in  that  sense  of  the  word 
reduce  the  amount  of  the  annual  contributions. 

The  Chairman.  Will  not  the  annual  contributions  then  exceed  the 
amount  of  the  interest? 

Mr.  Straus.  They  will  exceed  the  amount  of  the  interest,  but, 
nevertheless,  you  will  have  that  profit  to  deduct  from. 

riie  Chairman.  That  is  a  bookkeeping  profit  and  not  an  actual 
profit  in  the  cash  box. 

Mr.  Straus.  It  is  a  reduction  in  the  amount  of  the  annual  expendi- 
ture, which  is  equivalent,  isn't  it,  to  a  profit? 

The  Chairman.  I  am  now  talking  about  the  cash  in  the  till. 

Mr.  Frank.  If  you  didn't  earn  that  interest,  then  vou  would  be 
making  a  larger  annual  contribution. 

Mr.  Straus.  Yes.     I  think  the  Senator  understands  it. 

The  Chairman.  That  is  true,  but  in  addition  to  the  loan  you  make 
the  annual  contribution  to  the  local  authority. 

Mr.  Straus.  That  is  right. 
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The  Chairman.  And  that  contribution  exceeds  the  difference 
between  the  interest  you  receive  and  the  interest  you  have  to  pay. 

Mr.  Straus.  It  does.  I  can  point  that  out  in  figures  further  on. 
You  are  absolutely  right. 

Mr.  O'Connell.  Can  you  give  us  the  figures,  then,  net  cost? 

Mr.  Straus.  Yes.  The  total  net  cost  to  the  Federal  Government 
of  the  whole  and  proposed  rehousing  and  slum-clearance  program, 
allowing  for  the  profit  on  the  Federal  loans  at  the  current  rate,  would 
be  a  little  over  $53,000,000  a  year,  as  contrasted  with  the  gross  annual 
contributions  authorized  of  $73,000,000. 

There  is  a  $20,000,000  reduction,  a  reduction  in  expenses,  perhaps 
not:  correctly  phrased  as  a  profit. 

The  Chairman.  In  fixing" the  rental  figures,  what  elements  are 
taken  into  consideration? 

Mr.  Straus.  Only  really  one  thing,  the  amount  of  rents  now  paid 
by  the  families  in  the  slums  whom  we  want  to  rehouse.  That  is  the 
only  thing  taken  into  consideration.  Then  a  project  is  studied  in  an 
effort  to  meet  those  rentals,  and  if  the  project  as  it  works  out  is 
exempted  from  taxes,  and  with  these  annual  contributions  deducted 
from  the  rents,  cannot  meet  the  needs  of  the  families  in  the  slums, 
then  we  won't  make  the  loan  on  annual  contributions  contract.  We 
have  done  a  good  many  on  that  basis. 

The  Chairman.  What  estimate  have  you  made  with  respect  to 
the  rental  receipts  over  a  period  of  years  from  these  projects? 

Mr.  Straus.  You  mean  whether  there  will  be  arrears  or  not? 

The  Chairman.  You  expect  these  projects  to  be  occupied  for 
how  many  years? 

Mr.  Straus.  Sixty. 

The  Chairman.  Sixty  years? 

Mr.  Straus.  Yes. 

The  Chairman.  Then  have  you  made  a  computation  with  respect 
to  the  project  in  Austin,  for  example? 

Mr.  Straus.  Yes. 

The  Chairman.  What  would  be  the  total  rental  income  to  the 
Authority? 

Mr.  Straus.  I  will  see  if  I  can  make  that  clear.  This  is  the  way 
it  is  gone  about.  The  total  rent  that  would  have  to  be  received  by  the 
local  authority  (a)  to  retire  the  debt ;  (6)  to  pay  taxes,  (c)  to  maintain 
the  property  operating,  we  will  say.  The  amount  that  those  slum 
dwellers  actually  pay  in  the  slums  on  the  other  hand,  is  determined. 
The  first  of  those  figures  we  will  call  the  economic  rent.  The  second 
we  call  the  social  rent.  From  the  economic  rent  is  deducted  (a) 
the  amount  of  the  Federal  annual  contributions,  and  (6)  the  amount 
of  taxes  which  are  the  local  contributions  because  the  project  is 
exempt  from  taxes.  And  if  the  difference  between  economic  rent 
and  those  annual  contributions  is  sufficient  to  bring  the  rent  down 
to  the  rents  paid  in  the  slums  today,  we  make  the  loan  contract. 
If  it  is  not,  we  send  it  back  to  the  local  authority  and  tell  them  to 
restudy  it. 

The  Chairman.  There  is.  never  any  effort  then  in  setting  up  one 
of  these  budgets  to  fix  the  rents  upon  a  basis  that  would  return  a 
profit  to  the  local  housing  authority. 

Mr.  Straus.  Oh,  no,  sir. 
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Representative  Reece.  How  is  the  amount  of  the  contribution 
arrived  at? 

Mr.  Straus.  The  amount  of  the  contribution  so  far  in  all  cases 
has  been  the  maximum  we  are  allowed  to  make  under  the  law,  which  is 
the  going  Federal  rate  of  interest  plus  1  percent,  3K  percent  generally, 
or  3%  percent. 

Mr.  O'Connell.  Per  year. 

Mr.  Straus.  Per  year.  I  will  tell  you  why  I  did  that,  sir.  We 
felt  that  this  program  had  been  subject  to  so  much  attack  on  the 
ground  that  we  were  not  rehousing  families  in  the  lowest  income 
groups  that  we  decided  in  this  past  year  not  to  do  any  gambling  on 
that  subject,  but  to  make  quite  certain  that  in  every  case  we  would 
reach  the  very  lowest  incomes  and,  therefore,  in  every  case  we  have 
given  the  maximum  contributions  allowed  by  law. 

Representative  Reece.  In  the -Austin  project,  for  example,  what 
is  the  estimated,  or  rather  what  is  the  cost  of  each  unit  there? 

Mr.  Straus.  I  don't  know  that  I  can  answer  that  offhand.  We 
can  have  that  looked  up.  Generally  the  costs  vary  in  the  neighbor- 
hood of  three  thousand  to  four  thousand  dollars.  Some  have  been 
as  low  as  twenty-six  and  twenty-five  hundred. 

Representative  Reece.  That  is  satisfactory  without  giving  the 
exact  figures. 

Mr.  Straus.  The  net  construction  cost  for  the  Austin  project  is 
$2,513  per  dwelling. 

Mr.  O'Connell.  I  would  like  to  ask  just  one  question  relative 
to  this  savings  in  interest.  I  take  it  that  the  savings  is  dependent 
upon  the  purchase  of  the  bonds  that  the  local  housing  authorities  buy. 

Mr.  Straus.  Right. 

Mr.  O'Connell.  And  it  might  very  well  be  that  some  of  the 
bonds  of  these  housing  authorities  might  be -sufficiently  attractive 
so  that  the  U.  S.  H.  A.  would  not  have  to  buy  them. 

Mr.  Straus.  Well,  today  we  are  allowed  to  buy  over  90  percent 
of  them,  and  10  percent  are  sold  to  private  investors.  Actually, 
the  interest  of  private  investors  is  so  great  in  those  bonds  that  I 
have  a  feeling  that  in  the  coming  year  we  are  going  to  sell  a  great 
deal  more  than  10  percent,  40,  50,  60,  70  percent  privately,  which 
would  relieve  the  Federal  Government  from  purchasing  that  much 
of  it. 

Mr.  O'Connell.  It  would  also  reduce  the  profit  to  which  you 
referred.    ■ 

Mr.  Straus.  It  would  also -reduce  the  profit,  but  as  an  offset 
against  that,  sir,  I  would  like  to  point  out  that  you  have  other  things 
to  bank  upon.  I  have  a  feeling  that  the  annual  contributions  as 
such  will  come  down  year  by  year.  We  are  learning  how  to  build 
cheaper  and  plan  more  economically  on. every  project,  and  I  believe 
it  is  reasonable  to  assume  that  the  amount  of  our  annual  contributions 
will  tend  to  decrease.     Experience  abroad  would  confirm  that  belief. 

Dr.  Thorp.  Have  you  any  indication  of  the  kind  of  purchaser 
buying  these  bonds — institutions,  or  banks? 

Mr.  Straus.  Mostly,  I  think,  local  banks,  private  institutions.  In 
some  cases,  particularly  in  Austin,  a  wealthy  local  citizen,  who  is 
tremendously  enthusiastic  for  housing,  because  the  total  amount  is 
small.  I  think  all  types  of  investors  are  interested  in  high-grade 
securities. 
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Mr.  O'Connell.  In  some  ways  those  bonds  should  be  quite 
attractive. 

Mr.  Straus.  They  are  tax-exempt,  long-term  bonds.  I  think  they 
are  most  attractive. 

Mr.  O'Connell.  What  is  the  gross  and  net  annual  cost  to  the 
Federal  Government  of  rehousing  a  family  and  a  person?  Have 
you  any  information  on  that? 

Mr.  Straus.  I  am  supposed  to  have;  yes.  The  average  gross 
U.  S.  H.  A.  annual  contribution  for  a  family  rehoused,  on  the  experi- 
ence to  date,  is  $158  a  year;  and  the  average  net  U.  S.  H.  A.  annual 
contribution — that  is,  allowing  for  the  interest  profit — for  a  family  re- 
housed is  $115.50.  The  gross  and  net  figures  for  rehousing  a  person 
are,  respectively,  $39.50  and  $29*. 

s  Those  figures  are  based  upon  an  estimated  average  over-alTdevelop- 
ment  cost  of  $4,507  per  unit,  including  land,  nondwelling  facilities, 
and  the  new  houses,  and  that  $4,507  covers  the  first  140  projects 
covered  by  the  approved  loan  contracts,  but  over-all  costs  are  con- 
stantly going  downward  and  so  it  is  not  unreasonable  to  look  forward 
to  an  average  net  U.  S.  H.  A.  annual  contribution  of  $100  or  less  per 
family  rehoused. 

That  is  what  we  are  working  toward.  These  annual  costs  to  the 
Federal  Government  are  based  upon  the  original  development  costs 
and  the  annual  subsidy  cost  of  rehousing  including  land,  nondwelling 
facilities,  and  the  new  houses. 

Let  me  point  out,  however,  that  these  costs  are  treated  separately 
from  the  cof  ts  of  slum  clearance;  that  is,  the  purchase  and  tearing 
down  of  ol  1  "rookeries,"  which  is  a  separate  general  community 
benefit  not  to  be  assessed  against  the  individual  families  rehoused. 

Mr.  O'Connell.  What  local  annual  contributions  are  required 
and  how  big  are  they? 

Mr.  Straus.  A  tax  remission  according  to  law  of  an  amount  equal 
to  at  least  20  percent  of  the  U.  S.  H.  A.  annual  contributions.  In 
some  cases  we  pay  a  small  service  charge  in  lieu  of  part  of  the  taxes. 
In  most  cases  we  try  to  avoid  that.  On  the  average,  so  far,  the 
local  annual  contributions  are  about  one-half  of  the  U.  S.  H.  A.  annual 
contributions  and  it  may  interest  you  to  know  that  that  is  just  about 
on  a  par  with  Great  Britain's  experience. 

Mr.  O'Connell.  You  say  according  to  law  your  act  requires  a 
20  percent  minimum  annual  contribution  by  the  municipalities. 

Mr.  Straus.  Yes;  it  must  be  20  percent  as  large  as  the  U.  S.  H.  A. 
annual  contribution,  instead  of  which  it  is  nearly  50  percent  as  large. 

Mr.  O'Connell.  The  exemption  from  local  taxation  really  amounts 
to  50  percent? 

Mr.  Straus.  Right.  It  is  interesting  to  note  that  in  Great  Britain, 
which  is  very  much  wedded  to  custom,  they  collect  the  taxes  in  full 
on  these  projects  and  then  they  pay  them  back  at  the  end  of  the 
year  to  the  local  authority.  Under  our  statute,  that  would  be  very 
confusing,  so  we  have  them  exempted  from  taxation  by  State  statute. 

Mr.  O'Connell.  What  would  be  the  result  if  local  projects  were 
not  exempt  from  local  taxation? 

Mr.  Straus.  I  would  like  to  take  a  conservative  example  on  that. 
Say  the  Anytown  project  provides  450  dwellings.  Its  total  develop- 
ment cost — that  includes  land,  demolishing  the  slums  which  were 
formerly  located  on  the  site,  and  dwelling  and  nondwelling  facilities — 
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amounted  to  $2,000,000.  The  local  tax  rate  is  2  percent  on  a  100- 
percent  valuation.  In  other  words,  to  operate  the  project  and  pay 
back  the  money  that  is  borrowed  from  the  U.  S.  H.  A.  and  from  local 
investors  the  Anytown  Housing  Authority  with  the  help  of  the 
U.  S.  H.  A.  annual  contributions  would  need  to  charge  no  more  than 
$3.50  rent  per  room  per  month  or  $14  rent  per  4-room  unit.  This 
figure  would  be  lower  in  a  small  town  and  might  be  higher  in  a  large 
city.  But  now  the  point  is  that  the  full  annual  taxes  would  amount 
to  $40,000,  2  percent  on  the  $2,000,000  project,  and  that  would 
add  on  $1.85  per  room  per  month,  or  about  $7.50  per  dwelling  unit. 
So  rent  for  a  4-room  dwelling  would  be  increased  from  $14  to  $21.40, 
a  50-percent  increase.  That  would  be  very  bad.  In  the  first  place 
you  wouldn't  rehouse  slum  dwellers,  and  in  the  second  place  you 
would  be  impinging  upon  the  field  that  should  be  properly  the  field  of 
private  enterprise. 

Mr.  O'Connell.  I  think  you  probably  answered  it;  I  just  want  to 
ask  you  why  it  was  necessary  to  have  a  Federal  and  a  local  contri- 
bution. I  take  it  that  the  answer  is  inherent  in  the  answer  to  the 
last  question. 

Mr.  Straus.  Yes;  unless  you  have  local  contributions  in  addition 
to  the  Federal  contributions  you  won't  get  down  to  the  needs  of  slum 
dwellers  in  terms  of  rent. 

Mr.  O'Connell.  What  is  the  theory  of  this  annual  contribution 
idea?  As  I  recall  it,  in  the  early  days  of  Government  housing,  the 
contribution  was  a  capital  contribution. 

Mr.  Straus.  That  is  correct.  The  advantages  of  the  annual  con- 
tribution over  the  capital  contribution  are  several.  In  the  first  place, 
the  capital  contribution  experienced  here  and  abroad  tends  to  be 
swallowed  up  in  additional  costs.  In  the  second  place,  by  means  of 
the  annual  contributions  the  Federal  Government  has  a  sort  of  double 
check  on  the  local  housing  authorities,  that  it  is  maintaining  the 
project,  that  it  is  rehousing  families  from  the  slums,  and  only  those 
families;  and  that  continuing  control  continues  throughout  the  life  of 
the  project.  And,  in  the  third  place,  it  is  my  belief  that  a  pay-as-you- 
go  policy  is  very  important.  The  capital-grant  system  assesses 
against  us  of  this  generation  benefits  that  will  accrue  to  the  com- 
munity throughout  the  life  of  the  project,  60  years. 

I  think  the  community  each  year  should  be  assessed  for  the  benefits 
that  accrue  to  it. 

The  Chairman.  Do  you  think  that  is  done  with  respect  to  the 
Housing  Authority? 

Mr.  Straus.  Excuse  me;  I  didn't  get  that. 

The  Chairman.  Do  you  think. that  characterizes  the  whole  devel- 
opment of  the  Housing  Authority? 

Mr.  Straus.  Yes,  sir;  I  do. 

The  Chairman.  There  isn't  any  cost  which  is  set  forward  to  the 
ensuing  generations? 

Mr.  Straus.  I  think  that  each  year  the  cost  is  assessed  against  the 
people  of  that  particular  year  for  the  benefits  which  accrue  in  that 
particular  year.  I  sometimes  use  this  comparison,  Senator.  When 
you  put  up  a  hospital  or  you  put  up  a  school  you  could  conceivably 
pay  outright  in  a  capital  grant  the  entire  cost  of  medicines  and 
doctors  in  the  hospital  and  teachers  in  the  school  for  the  50-  or  60-year 
life  of  that  hospital,  but  you  don't  do  that.     It  is  a  charge  on  the 
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community  to  maintain  that  hospital  year  by  year.  You  can  call  it 
annual  contribution  or  you  can  call  it  any  other  sort  of  contribution ; 
it  has  to  be  maintained  and  people  are  taxed  for  it.  I  think  that  is 
sound. 

The  Chairman.  Of  course,  the  theoretical  outline  is  perfectly 
sound,  but  sometimes,  perhaps,  maybe  we  are  overlooking  the  realities. 
You  finance  tne  whole  housing  authority  first  by  the  issuance  of  bonds 
which  are  sold  through  the  Treasury,  of  which  to  date  the  great  bulk 
have  been  purchased  by  the  Government.     Is  that  correct? 

Mr.  Straus.  That  is  correct,  Senator. 

The  Chairman.  There  is  an  increasing  participation  from  private 
sources,  private  investors.     Is  that  correct? 

Mr.  Straus.  That  is  correct}  yes. 

The  Chairman.  But  that  contribution  is  due  almost  exclusively  to 
the.fact  that  these  are  tax-exempt. 

Mr.  Straus.  And  to  the  annual  Federal  contributions  which  make 
them  a  safe  investment. 

The  Chairman.  Now,  if  the  tax-exempt  policy  should  be  set  aside 
by  the  Government  that  would  have  a  serious  effect  upon  this,  would 
it  not? 

Mr.  Straus.  Senator,  we  have  given  a  lot  of  thought  to  that.  As 
far  as  you  are  interested  in  my  personal  beliefs,  I  don't  believe  it 
would.  I  think  if  the  Government  as  a  matter  of  policy  withdraws 
exemption  from  taxation  from  all  municipal  securities  under  a  blanket 
statute  and  these  would  come  under  that  same  umbrella,  that  in  all 
probability  they  would  also  find  a  level  where  they  could  be  sold  not 
so  much  above  the  present  level.  Of  course,  it  would  affect  the 
interest  rate. 

The  Chairman.  But  the  other  factor  that  makes  them  salable  is 
the  Federal  contribution. 

Mr.  Straus.  That  is  correct. 

The  Chairman.  And  that,  of  course,  is  the  contribution  of  the 
Treasury? 

Mr.  Straus.  Right. 

The  Chairman.  And  at  the  moment  it  is  a  deficit  contribution? 

Mr.  Straus.  It  will  continue  to  be. 

The  Chairman.  And  inasmuch  as  it  is  a  deficit  contribution,  it  is  a 
contribution  which  is  to  be  drawn  from  future  taxes  and  therefore  it 
is  not  a  pay-as-you-go  plan. 

Mr.  Straus.  Oh,  you  are  looking  at  it  from  the  point  of  view 

The  Chairman  (interposing).  Of  the  realities  of  the  situation. 

Mr.  Frank.  It  is  a  pay-as-you-go,  is  it  not,  in  the  sense  that  since 
taxes  are  collected  annually,  the  Nation  is  paying  for  it  (which  is 
what  Mr.  Straus  indicated) ,  annually  and  not  in  a  lump  sum? 

Mr.  Straus.  That  is  exactly  what  I  mean. 

Mr.  Frank.  That  is  exactly  the  point. 

Mr.  Straus.  Yes;  that  is  the  point  that  I  was  trying  to  make. 

The  Chairman.  I  think  again  that  that  is  a  merely  theoretical 
supposition.  Of  course  taxes  are  being  levied  annually  but  they  are 
by  far  not  sufficient  to  pay  the  cost  of  government,  so  that  merely  to 
say  that  we  are  paying  it  by  levying  taxes  is  just  an  assumpton;  it 
isn't  a  reality. 

Mr.  Frank.  The  thing  that  Mr.  Straus  was  getting  at,  if  I  can 
interpret  him,  is  that  the  interest  on  the  Government's  contribution, 
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which  interest  is  paid  to  the  purchasers  of  Government  securities,  is 
collected  annually  out  of  taxes.  Therefore,  the  cost  of  the  capital 
issue  is  being  borne  annually  in  successive  years  by  reason  of  taxes 
collected  in  successive  years. 

Mr.  Straus.  More  directly,  perhaps,  I  can  make  clear  what  I  was 
endeavoring  to  say.  I  appreciate  fully  what  you  mean,  Senator, 
when  you  say  .that  by  reason  of  the  particular  situation  today  there- 
fore these  annual  contributions  are  temporarily  not  being  met  out  of 
annual  income,  and  therefore  you  criticize  my  use  of  the  words 
"pay-as-you-go." 

The  Chairman.  Oh,  no,  no;  I  don't  criticize. 

Mr.  Straus.  Well,  not  criticize,  but  commenting  on  it.  I  under- 
stand you  perfectly,  but  what  I  was  driving  at  was  this:  I  was  trying 
to  contrast  the  policy  of  capital  grants  as  compared  with  the  policy  of 
annual  contributions,  and  to  point  out,  in  response  to  the  question, 
that  a  capital  grant  assesses  the  entire  cost  of  these  projects  over 
60  years  today,  and  that  annual  contributions  assess  that  cost  an- 
nually and — well,  as  far  as  one  can  make  a  comparison,  that  at  least 
more  closely  approximates  a  pay-as-you-go  policy.  Is  that  a  more 
fair  statement? 

Mr.  O'Connell.  I  would  just  like  to  ask  a  question.  It  is  a  fact, 
isn't  it,  that  the  bond<*  of  the  local  housing  authorities,  if  they  are 
attractive,  are  probably  attractive  by  virtue  of  the  annual  contribution 
contract  rather  than  by  virtue  of  the  tax-exempt  feature  of  the  bonds. 

Mr.  Straus.  That  is  exactly  what  I  was  trying  to  say. 

Mr.  O'Connell.  Particularly  if  the  bonds  were  to  be  purchased 
by  institutional  investors.  1  take  it  that  that  group  is  of  no  im- 
portance at  all. 

Mr.  Straus.  That  in  turn  would  be  an  exaggeration,  that  it  is  of  no 
importance,  but  I  have  alwa/s  been  dubious  of  the  theory  that  these 
bonds  would  be  equally  salable  if  they  were  not  tax  exempt,  provided, 
let  me  emphasize,  sir,  that  the  exemption  were  withdrawn  by  means 
of  a  blanket  statute  rather  than  a  discriminatory  statute. 

Mr.  O'Connell.  I  have  always  been,  I  may  add,  very  dubious  about 
the  value  of  the  tax-exempt  privilege  in  terms  of  the  effect  that  it 
would  have  on  public  financing  generally  if  it  were  withdrawn.  There 
is  a  wide  range  of  opinion  on  the  subject,  but  in  any  event,  if  these 
bonds  were  not  tax  exempt,  it  is  your  belief  that  they  would  be  at- 
tractive bonds  by  virtue  of  the  annual  contribution  of  the  Govern- 
ment. 

Mr.  Straus.  Provided  they  did  not  have  the  competition  of  other 
bonds  of  similar  character  which  were  tax  exempt. 

Mr.  O'Connell.  How  are  the  Federal  and  local  annual  contribu- 
tions computed,  Mr.  Straus? 

Mr.  Straus.  The  act  requires  that  the  U.  S.  H.  A.  annual  contribu- 
tions be  not  greater,  as  I  have  already  stated,  than  the  going  Federal 
rate  of  interest,  that  is,  the  rate  of  interest  on  general  Treasury  bor- 
rowings having  a  term  of  10  years  or  more,  plus  1  percent  of  the  total 
development  cost  of  a  project.  This  has  meant  that  the  maximum 
annual  contributions  contracted  for  on  approved  projects  will  be  at 
the  rate  of  3%  percent  and  in  some  few  cases  3%  percent  of  the  project's 
development  cost,  or,  to  talk  in  terms  of  ngiLras,  which  may  be  easier, 
from  $35,000  to  $37,500  on  the  basis  of  a  million-dollar  project,  and 
as  I  have  already  pointed  out,  the  act  requires  that  the  local  annual 
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contributions  be  at  least  20  percent  of  the  U.  S.  H.  A.  annual  contribu- 
tions. Actually  they  have  averaged  nearer  50  percent  of  the 
U.  S.  H.  A.  contributions. 

Mr.  O'Connell.  I  have  heard  it  said  that  the  Federal  or  local 
annual  contributions  amount  to  what  is  to  all  intents  and  purposes 
100  percent  subsidy.     Is  that  correct? 

Mr.  Straus.  I  think  that  is  based  on  an  entire  misconception  of 
the  intent  and  the  language  of  the  act.  It  is  a  common  fallacy, 
nevertheless,  and  of  course  from  that  you  draw  the  erroneous  conclu- 
sion that  the  U.  S.  H.  A.  contributions  represent  100-percent  subsidy. 
This  would  be  correct  only  if  debt  service  were  the  only  cost  of  living 
in  a  home.  The  fact  is  that  the  economic  cost  of  housing,  the  eco- 
nomic cost  of  living  in  a  house,  represents  not  only  debt  service,  but 
taxes,  operation,  management,  repairs,  vacancies,  insurance,  reserves, 
replacements,  and  so  forth.  This  whole  economic  cost  represents  the 
rent  paid  by  the  tenant  if  there  were  no  grants-in-aid,  what  I  call  the 
economic  rent.  The  grants-in-aid  are  to  reduce  this  economic  rent, 
which  may  be  twice  as  big  as  debt  service  alone,  and  must  be  measured 
in  terms  of  this  economic  rent.  When  thus  correctly,  and  I  think 
appropriately,  measured,  the  maximum  U.  S.  H.  A.  annual  contribu- 
tion averages  about  one-third  of  the  economic  rent,  amounts,  in  other 
words,  to  a  33%-percent  subsidy.  The  local  annual  contribution, 
being,  in  most  cases,  about  half  of  the  U.  S.  H.  A.  contribution, 
amounts  to  about  one-sixth  of  the  economic  rent,  about  a  16%-percent 
subsidy.  The  U.  S.  H.  A.  and  the  local  contributions  together  repre- 
sent about  a  50-percent  subsidy,  in  other  words  a  50-percent  reduction 
in  the  economic  rent;  we  cut  it  about  in  half.  This  size  reduction  is 
necessary  to  rehouse  slum  dwellers,  and,  again,  this  size  subsidy  cor- 
responds substantially  to  the  size  of  the  subsidy  paid  by  the  national 
and  local  governments  in  England  under  similar  circumstances. 

Mr.  O'Connell.  Do  I  understand  that  the  financing  of  the  con- 
struction of  these  houses  in  the  first  instance  will  not  ultimately 
represent  an  item  of  expense  to  the  Government? 

Mr.  Straus.  No.  That  is  an  important  matter.  The  capital  de- 
velopment financing  is  entirely  -by  means  of  loans  made  to  the  local 
housing  authorities  both  from  the  U.  S.  H.  > .  and  private  sources 
and  every  cent  of  those  funds  is  repayable  '  i  full  with  interest.  I 
should  like  to  point  to  the  evidence  of  the  eagerness  of  private  inves- 
tors to  buy  the  bonds,  that  they  are  a  safe  investment  and  will  be 
paid. 

Mr.  O'Connell.  So  that  the  $650,000,000  of  your  program,  if  it  is 
loaned,  will  ultimately  be  repaid  with  interest,  and  the  cost  to  the 
Federal  Government  represents  the  sum  total  of  the  annual  contri- 
bution? 

Mr.  Straus.  Right. 

Mr.  O'Connell.  At  what  interest  rate  does  U.  S.  H.  A.  lend 
money? 

Mr.  Straus.  The  act  requires  that  it  be  not  less  than  the  going 
rate  of  interest  plus  one-half  of  1  percent.  That  means  the  interest 
rate  on  the  loans  made  by  the  U.  S.  H.  A.  to  the  localities  has  been 
3  percent  and  in  some  cases  3%  percent,  depending  upon  the  then 
going  rate  of  interest;  under  the  act  there  must  be  a  margin  of  at 
least  one-half  of  1  percent  between  the  rate  at  which  the  U.  S.  H.  A. 
borrows  money  and  the  rate  at  which  it  lends  money  to  the  localities ; 
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in  fact,  this  margin  to  date  has  been  1%  percent,  making  the  loan 
transaction  a  source  of  substantial  profit,  as  I  have  indicated. 

The  Chairman.  Have  all  new  projects  so  far  constructed  been 
slum-clearance  projects? 

Mr.  Straus.  Every  project,  Senator,  must  be.  If  it  is  not  built  in 
the  slums,  we  have  to  have  an  agreement  that  the  city  will  demolish 
an  equivalent  number  of  units  within  a  period — usually  2  years  after 
the  project  is  complete. 

The  Chairman.  As  I  listened  to  your  reading  the  title  of  the  act, 
it  seemed  a  little  broader  than  that,  but  it  is  not? 

Mr.  Straus.  No  ;  it  is  very,  very  tight  on  that  point,  Senator. 

The  Chairman.  And  your  only  authority  is  to  construct  houses  for 
the  purpose  of  eliminating  the  slums? 

Mr.  Straus.  And  rehousing  slum  dwellers.  Two-thirds  ■  of  the 
projects  developed  to  date  are  located  in  slums  and  about  one-third 
on  vacant  land,  but  no  matter  where  located,  every  new  unit  we  put 
up  results  in  the  closing  up  of  one  slum,  shack,  or  slum  locality. 

Mr.  O'Connell.  How  are  the  capital  development  loans  or  funds 
raised? 

Mr.  Straus.  Up  to  about  90  percent  by  borrowing  from  the 
U.  S.  H.  A.,  and  at  least  10  percent  from  private  sources. 

Mr.  O'Connell.  You  mean  U.  S.  H.  A.  may  lend  up  to  90  percent 
but  not  in  excess  of  that? 

Mr.  Straus.  That  is  right. 

The  Chairman.  Your  experience  hasn't  been  long  enough  to  deter- 
mine what  the  effects  of  use  are  likely  to  be  upon  the  projects? 

Mr.  Straus.  No,  Senator;  I  wouldn't  say  that  we  had  any  experi- 
ence in  connection  with  U.  S.  H.  A.  projects  yet.  We  have  experience 
that  might  shed  light  on  it  in  the  P.  W.  A.  projects  which  we  are  now 
administering,  in  limited-dfvidends  projects,  which  is  a  field  with 
which  I  am  personally  somewhat  famihar,  and  in  projects  abroad. 
There  isn't  any  reason,  if  the  project  is  well  kept  up  and  properly 
designed  in  the  first  place,  why  it  shouldn't  be  just  as  attractive  and 
suitable  for  occupancy,  bearing  in  mind  these  are  families  of  ruinimum 
income,  40,  50,  60,  80  years  from  now,  as  they  are  today. 

So  many  of  the  buildings  we  now  term  slums,  were  slums,  Senator, 
2  weeks  after  they  were  put  up,  shoddy  construction — they  crowded 
all  the  site;  they  had  no  light  and  air,  and  no  sanitary  provisions. 
These  buildings  have  every  provision  for  a  decent,  comfortable  life 
at  a  minimum  of  cost. 

The  Chairman.  It  is  a  fact,  is  it  not,  that  by  far  the  greater  ma- 
jority of  occupants  of  dwellings  of  this  kind  do  everything  in  their 
power  to  keep  up  the  apartments? 

Mr.  Straus.  Quite  the  fact,  Senator.  There  is  no  worse  libel  than 
the  coal  in  the  bathtub  story.  Tenants  are  eager,  more  particular 
of  taking  care  of  the  planting  and  being  sure  that  the  nursery  rooms 
are  clean,  than  you  and  I  would  be. 

Mr.  O'Connell.  To  what  extent  and  at  what  interest  rates  are 
the  localities  participating  in  the  capital  development  loans  for  the 
building  of  projects? 

Mr.  Straus.  The  local  authorities  must  raise  at  least  10  percent. 
No  difficulty  has  been  experienced,  as  I  said,  in  disposing  of  that  10 
percent  of  the  bond  that  they  must  sell,  and  the  growing  awareness 
of  the  soundness  of  these  obligations  will,  I  believe,  in  the  coming 
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years  make  it  possible  to  finance  a  much  larger  cost.     Of  course, 
that  comes  within  the  realm  of  prediction. 

Mr.  O'Connell.  It  is  your  belief  in  a  period  of  time  the  extent  of 
participation  of  private  capital — today,  generally,  the  purchasing  of 
local  housing  bonds — will  increase. 

Mr.  Straus.  I  think  it  will  be  very  large — very  large. 

Mr.  O'Connell.  Could  you  tell  us  something  about  the  costs  of 
your  projects  per  dwelling  unit? 

Mr.  Straus.  I  am  particularly  glad  that  question  is  asked.  There 
isn't  any  subject  on  which  more  confusion  in  thinking  exists  than  in 
the  matter  of  costs.  I  have  heard  costs  over  the  last  year  quoted  as 
the  cost  of  a  unit.  Only  the  other  day  a  fellow  said  he  was  con- 
structing housing  for  $900.  The  essence  of  all  that  confusion  is 
what  you  mean  by  cost.  If  you  describe  the  cost  of  the  suit  you 
have  got  on,  the  cost  of  the  cloth  cut  to  measure  with  no  linings  and 
with  no  buttons  or  trimmings,  you  arrive  at  one  figure  for  cost.  If, 
on  the  other  hand,  you  are  speaking  of  cost  of  a  suit  ready  to  wear, 
you  have  another  meaning  of  "cost,"  and  the  only  way  I  can  make  a 
comparison,  it  seems  to  me,  is  to  illustrate  this. 

We  tried  to  do  this  job  for  the  House  committee. 
(The  chart  referred  to  was  marked  "Exhibit  No.  931"  and  appears 
on  p.  5423.) 

Mr.  Straus.  On  the  left-hand  side  you  have  here  "Net  construc- 
tion cost,"  which  is  comparable  with  the  cost  of  private  building, 
since  these  items  are  included  in  the  building-permit  averages  for 
private  construction  regularly  published  by  the  Bureau  of  Labor 
Statistics.  These  items  include  the  cost  of  building  the  house, 
plumbing,  heating,  and  electrical  construction. 

The  Chairman.  That  doesn't  include  the  cost  of  the  land? 

Mr.  Straus.  No,  sir;  it  does  not.  That  comes  in  the  last  col- 
umn. In  the  next  column  is  "Dwelling  facilities  cost."  That  was 
written  into  our  act,  that  term,  and  is  comparable  with  the  statutory 
dollars  and  cents  .limitations  which  in  our  act  are  for  cities  under 
500,000,  a  thousand  dollars  a  room,  or  $4,000  a  home;  and  in  larger 
cities,  over  500,000,  $1,250  a  room,  or  $5,000  a  home. 

Mr.  O'Connell.  Five  thousand  a  dwelling? 

Mr.  Straus.  That  is  supposed  to  be  a  range  [indicating  picture  on 
"Exhibit  No.  931"],  cost  of  architects'  fees,  local  administrative 
expenses,  and  carrying  charges;  that  is,  statutory  cost  we  call  that. 

The  Chairman.  Those  are  the  three  elements  of  cost  which  go  into 
the  estimate  of  a  thousand  dollars  per  room? 

Mr.  Straus.  Yes,  sir;  that  is  correct. 

Then  you  have  what  most  of  us  talk  about  when  we  buy  a  home. 
We  want  it  ready  to  live  in.  That  is  the  fairest  thing  to  talk  about 
when  you  are  talking  about  the  cost  of  a  house,  but  very  few  people 
do,  Senator.  That  is  the  cost  of  the  new  housing.  That  is  com- 
parable with  the  value  of  new  homes  insured  by  the  F.  H.  A.  We 
often  make  that  comparison,  the  cost  of  the  building,  including  cost 
of  plumbing,  heating,  and  electric  installation,  architects'  fees,  local 
administrative  expenses,  and  carrying  charge,  plus  the  cost  of  the 
land,  'vnd  plus  the  cost  of  nondwelling  facilities.  He  put  some  tele- 
graph poles  and  trees  in  there.  Tt  is  that,  and  electric-light  conduits, 
sidewalks,  trees,  and  the  like. 

Now,  if  you  compare  that  cost  for  the  U.  S.  H.  A.  program  or  any 
Government  housing  program  with  this  cost  for  the  private  builders, 
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you  then  get  those  figures  so  o;  ten  quoted  to  prove  that  Government 
housing  is  more  expensive.  Actually,  our  cost  is  consistently  below 
the  costs  of  the  private  building  industry  in  the  same  city.  The 
average  net  construction  cost  of  dwellings  tin  U.  S.  H.  A. -assisted 
projects  on  which  main  construction  contracts  had  been  let  by  the 
first  of  this  year  is  $2,830.     That  is  the  middle  column  instead  of 
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NET  CONSTRUCTION  COST 

DWELLING  FACILITIES  COST 

"OVER-ALL*  COST 

Comparable  with  cost  of  private 
buirdin/,  line*   these  ore  the  item 
included  in  the  building-  permit 
overages  for  private  construction 
published  by  the  U.S.  Department 
of  Labor,  Bureau  of  Labor  Statistics. 

Comparable  with  statutory  dollars 

and  cents  limitations  which  sire: 

Cities  under  500,000 
Per  room                » 1,000 
Per  dweNInf  unit       J  4  000 

Larger  cities 

Per  room                 H2  50 
Ptr  dwelling  unit       KOOO 

This  Is  the  cost  of  new  housing 
end  6o*t  not  Include  the  cost  of 
slue)  buildings  to  he  fore  down. 
Comparable  with  the  value  of 
new  hosMs  Insured  by  the  FHA. 

m^i 

["■iS-l 

R^ 

Cost  of  buildinf  the  house,  includ- 
ing the  cost  of  plumbing  .heating;  on4 
electrical  installation 

Cost  of  building  the  house, Includ- 
ing the  cost  of  olumblng.hectlng  and 
electrical  installation 

Cost  of  buildinf  the  house, Includ- 
Inj  the  cost  of  plumbing ,  heating  and 
•lectrical  instalatlon 

Cost  of   (  /ellinj  equipment 

Cost  of  dwelling  equipment 

Architects  fees,  local  adalnistrative 
eipenses  and  carrying  chorees 

Architects  fees,  local  adninistrethw 
eipenses  and  carrying  charges 

Cost  of   land 

+  ,.. ^^r:;:^ 

Cost  of  son- dwelling  facilities 

the  left.  Excuse  me.  It  is  the  left-hand  column.  This  compares 
with  the  figure  of  $3,840  representing  the  private  building  permit 
average  in  the  same  cities. 

I  think  it  is  the  more  remarkable  because  they  are  our  projects, 
and  we  have  to  pay  the  prevailing  wages,  and  they  are  built  for 
60-year  life. 

Mr.  O'Connell.  Why  do  you  exclude  the  cost  of  the  building  to 
be  torn  down,  from  your  cos^0 
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Mr.  Straus.  Because  we  feel  that  is  a  community  contribution  that 
can't  reasonably  be  charged  up  to  the  individual  home  owner.  It  is  a 
community  benefit  rather  than  a  benefit  attributable  to  any  individual 
new  housing,  although  in  making  up  total  over-all  cost  of  the  Presi- 
dential list 

Mr.  O'Connell.  There  is  a  cost? 

Mr.  Straus.  I  think  it  is  about  10  percent  of  the  total. 

Mr.  O'Connell.  What  is  your  experience  about  costs  with  con- 
struction of  this  kind?    Have  you  been  successful  in  reducing  costs? 

Mr.  Straus.  Yes;  the  trend  is  continually  down.  We  have  a  chart 
on  that. 

(The  chart  referred  to  was  marked  "Exhibit  No.  932"  and  appears 
on  p.  5425.) 

Mr.  Straus.  The  black  line  is  trend  in  terms  of  thousands  of  dollars 
for  each  one  of  the  Presidential  lists,  which  is  U.  S.  H.  A.  slang  for  a 
group  of  contracts  submitted  to  the  President  for  approval. 

The  Chairman.  Are  you  going  to  put  that  in  the  record? 

Mr.  Straus.  Yes. 

The  Chairman.  Then  let  us  say  the  straight  line  represents  the 
trend  and  the  irregular  line  represents — what  did  you  call  it? 

Mr.  Straus.  The  actual  experience  as  indicated  by  each  successive 
group  of  contracts  submitted  to  the  President. 

The  Chairman.  I  do  that  because  the  chart  will  not  appear  in 
colors  in  the  record. 

Mr.  Straus.  Each  dot  represents  cost  per  dwelling  unit  in  that 
particular  group  of  contracts  submitted  to  the  President;  that  is, 
average  cost  per  dwelling.  I  don't  think  we  have  exhausted  those 
possibilities.  I  think  the  trend  will  continue  to  go  downward,  other 
things  being  equal. 

Mr.  Frank.  That  is  over  how  long  a  period? 

Mr.  Straus.  The  first  one  was  around  March — March  1938.  My 
guess  is,  I  am  almost  sure,  up  to  last  month. 

Mr.  Frank.  June  of  this  year? 

Mr.  Straus.  June  of  this  year. 

Mr.  O'Connell.  Are  U.  S.  H.  A.  projects  always  built  on  slum 
areas  or  built  sometimes  in  vacant  property? 

Mr..  Straus.  Before  I  answer  that,  may  I  get  one  thing  in  the  record 
on  the  matter  of  c6st,  because  it  is  so  important.  U.  S.  H.  A.  has 
already  approved  a  score  of  projects  where  the  over-all  costs  will  be 
only  $3,606  per  dwelling,  and  several  projects  average  as  low  as  $3,100. 

A  real  technique  of  designing  and  building  large-scale,  low-cost  hous- 
ing projects  is  now  being  developed  by  the  local  authorities,  in  collab- 
oration with  our  own  technical  staff.     Excuse  me,  sir. 

Mr.  O'Connell.  My  question  was  as  to  where  the  projects  are 
ordinarily  constructed,  on  vacant  land  or  slum  area? 

Mr.  Straus.  About  two-thirds  are  in  the  slums  and  about  one- 
third,  to  date,  on  the  vacant  land.  Most  of  the  local  authorities  start 
out  with  ambitions  to  do  the  job  immediately  in  the  slums  and  fre- 
quently find  that  becomes  inadvisable  (a)  because  the  land  costs  may 
be  high;  (b)  because  the  land  is  often  held  in  many  ownerships  and 
exceedingly  difficult  to  acquire ;  and  (c)— and  most  important  of  all — 
in  so  many  cities  the  housing  shortage  in  the  lower-income  groups  is 
already  so  desperate  that  any  increase  in  it  by  reason  of  demolition 
before  you  construct  new  dwellings  would  cause  a  condition  that 
would  cause  tremendous  suffering,  so  they  often  decide  to  build  their 
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new  projects  on  vacant  or  partially  vacant  land,  to  move  the  people 
out  of  them  before  building  in  the  slums. 

In  every  case  I  should  like  to  emphasize  we  have  an  ironclad  con- 
tract with  the  city  government  that  the  equivalent  elimination  pro- 
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vision  of  the  act  must  be  lived  up  to  within  2  years  after  completion, 
except  it  is  proven  to  our  satisfaction  that  that  would  cause  such 
dangerous  overcrowding,  when  we  allow  them  temporarily  to  defer  it. 
Mr.  O'Connell.  I  had  always  understood  that  the  cost  of  land  in 
slum  areas  was  a  very  serious  obstacle  to  building  low-cost  housing. 
What  is  the  policy  of  the  U.  S.  H.  A.  on  land  cost? 
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Mr.  Straus.  That  was  a  problem  that  we  had  to  face  from  the 
outset,  and  I  decided  there  to  make  use  of  administrative  authority 
to  make  a  flat  determination  that  we  will  not  loan  on  land  on  which 
the  cost,  including  the  cost  of  slum  buildings  to  be  torn  down  in  this 
case,  exceeds  an  average  of  31.50  a  square  foot  for  the  area  acquired, 
and  we  have  not  done  that  in  any  case  except  where  the  community 
itself  has  borne  a  substantial  proportion  of  any  excess. 

In  that  case  I  am  ready  to  relax  the  rule,  but  it  does  not  often 
happen. 

Mr.  O'Connell.  In  what  areas  would  that  dollar  and  a  half 
maximum  be  important? 

Mr.  Straus.  In  many  cities,  in  New  York,  and  Chicago,  and 
Boston,  and  in  a  great  many  cities,  you  see,  by  reason  of  the  fact  that 
so  many  of  these  cities  have  the— what  is  the  correct  word — the 
boundaries  of  the  corporate  limit  narrowly  drawn — the  amount  of  land 
available  within  that  corporate  limit  is  often  very  limited  and  there- 
fore sells  at  a  high  price. 

Mr.  O'Connell.  Well,  can  you  buy  land  for  a  dollar  and  a  half  a 
foot  in  New  York  slum  area? 

Mr.  Straus.  All  of  the  projects,  except  the  most  recent  one, 
called  Corlear's  Hook,  and  there  the  city  has  chipped  in  over  $200,000 
in  cash. 

Mr.  O'Connell.  What  families  are  eligible  to  live  in  U.  S.  H.  A. 
projects? 

Mr.  Straus.  Well,  first  of  all,  low-rent  housing  as  used  means 
decent,  safe,  and  sanitary  dwellings  within  the  financial  reach  of 
families  of  low  income.  Families  of  low  income  is  defined  in  the 
act  as — 

families  who  are  in  the  lowest  income  group  and  who  cannot  afford  to  pay  enough 
to  cause  private  enterprise  in  their  locality  or  metropolitan  area  to  build  a  • 
adequate  supply  of  decent,  safe,  and  sanitary  dwellings  for  their  use. 

The  act  further  provides  that  the  dwellings  in  the  U.  S.  H.  A.- 
assisted  projects  shall  be  available  only  for  families  whose  net  income 
at  the  time  of  admission  does  not  exceed  five  times  the  rental — 
including  the  value  or  cost  to  them  of  heating,  lighting,  water,  and 
cooking  fuel — of  the  dwellings  to  be  furnished.  The  only  exception 
to  this  rule  is  that  families  with  three  or  more  minor  dependents  may 
have  net  incomes  as  high  as  six  times  the  rental. 

It  is  interesting  to  note,  by  the  way,  that  most  State  legislation  L 
even  more  specific  in  that,  and  the  terms  of  the  loan  contracts  between 
the  U.  S.  II.  A.  and  each  local  authority  provide  an  absolute  guaranty, 
that  tenancy  will  be  strictly  limited  to  low-income  families  now  living 
in  substandard  homes. 

I  should  like  to  put  in  the  record  the  fact  that  sworn  statements  will 
be  obtained  periodically  from  the  head  of  each  family,  and  investiga- 
tors must  file  affidavits  that  prospective  tenants  cannot  afford  to 
obtain  safe,  sanitary,  and  uncongested  privately  owned  housing. 

Mr.  O'Connell.  Is  there  anything  in  the  act  under  which  you 
operate,  relative  to  the  general  problem  of  unemployment?  Is  that 
referred  to? 

Mr.  Straus.  Yes,  sir.  The  act  uses  the  wording  alleviation  of 
Vpresent  and  recurring  unemployment.''  That  is  one  of  its  declared 
purposes. 
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Mr.  O'Connell.  So  that  you  have  a  dual  function,  I  take  it,  to 
help  to  relieve  unemployment  and  also  help  to  take  care  of  people 
who  are  not  economically  in  position  to  afford  adequate  dwelling 
accommodations? 

Mr.  Straus.  And  wouldn't  you  add  another  0De?  I  like  to  em- 
phasize stabilizing  the  building  industry,  which  in  the  past  has 
suffered  such  violent  fluctuations  to  the  detriment  of  the  entire  eco- 
nomic life  of  a  community. 

Mr.  O'Connell.  In  other  words,  to  the  extent  you  participate  in  a 
building  program  and  carry  it  on  in  a  long-range  manner,  it  helps  to 
stabilize  the  industry? 

Mr.  Straus.     Yes — a  feast  and  a  famine. 

Mr.  O'Connell.  What  is  the  estimated  amount  of  employment 
which  will  be  created  under  the  present  program,  and  also  under  the 
expanded  program? 

Mr.  Straus.  We  have  worked  that  out  in  terms  of  the  $28,000,000 
contribution  annually,  which  is  our  ceiling,  which  will  build  about 
160,000  houses,  dwelling  units.  That,  according  to  our  economists, 
will  provide  600,000,000  man-hours  of  direct  and  indirect  employment, 
or  about  300,000  man-years  spread  over  this  winter  and  the  next  2 
years.  At  the  peak  of  employment  early  in  1940,  there  will  be  em- 
ployed about  165,000  men  per  month,  according  to  our  best  figures,  for 
about  6  months.  Full-time  employment  for  building-trades  workers 
on  the  site  in  this  period  will  be  about  65,000  men,  and  in  connection 
with  the  amendments  we  are  asking  for,  and  I  hope  are  going  to  be 
granted,  giving  us  $45,000,000  additional  contributions,  total 
$73,000,000 — the  expanded  plus  the  present  program  will  provide 
employment  for  750,000  full  man-years,  spread  over  a  4-year  period. 
At  the  peak  of  employment  running  from  the  spring  of  1940  until  the 
end  cf  1941,  it  will  provide  full-time  employment  for  about  230,000 
men  at  the  sites,  for  about  16  months.  Of  this  number  about  90,000 
building-trades  workers  would  receive  full-time'  employment,  although 
the  building-trade  workers  are  ordinarily  employed  for  relatively 
short  periods,  and  the  actual  employment  would  therefore  be  spread 
over  a  much  larger  number,  each  receiving  less  than  full-time  employ- 
ment, it  will  be  recognized  that  even  this  expanded  program,  operating 
at  its^peak,  will  be  unable  to  take  up  all  the  slack  in  building-trades 
unemployment. 

At  the  time  we  published  our  first  annual  report,  we  had  the  figures 
checked  in  the  Labor  Department,  and  they  estimated  there  were 
1,000,000  idle  men  in  the  building  trades. 

Mr.  O'Connell.  What  is  the  labor  situation?  Is  labor  cooperat- 
ing in  the  program? 

Mr.  Straus.  Labor  has  been  extraordinarily  cooperative,  and  I  am 
glad  to  have  an  opportunity  of  testifying  that  the  building-trades 
workers  have  taken  steps  which  are  already  an  important  factor  in 
lowering  the  building  costs  of  housing  projects  by  reducing  the  risk 
of  delay  or  a  change  in  wage  rates  during  the  course  of  construction. 

An  understanding  has  been  reached  with  the  building  and  construc- 
tion trades  department  of  the  American  Federation  of  Labor  that  (1) 
in  case  jurisdictional  disputes  arise  on  any  low-rent  housing  project 
assisted  by  the  U.  S.  H.  A.,  no  stoppage  of  work  vill  take  place  until 
such  time  as  the  building  and  construction  trades  department  of  the 
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American  Federation  of  Labor  has  had  full  opportunity  to  adjust  the 
differences  between  the  trades,  and  providing  (2)  that  wage  rates  in 
effect  at  the  time  construction  is  started  on  a  project  shall  be  main- 
tained during  construction  of  the  project.  This  widely  heralded  prece- 
dent has  resulted  in  the  adoption  of  hundreds  of  similar  resolutions  by 
local  building  trades  councils,  reinforcing  the  central  union. 

Another  evidence  of  the  cooperation  of  labor  groups  and  of  the 
recognition  of  their  importance,  is  the  fact  that,  in  a  great  num- 
ber of  cases,  representatives  of  labor  have  been  selected  to  serve  as 
members  of  local  housing  authorities,  and  we  like  to  encourage  that. 

This  agreement  with  labor  has  been  a  very  important  factor  in 
keeping  down  cost  of  bids;  in  the  old  days,  when  a  man  bid  on  a  job, 
he  didn't  know  when  he  would  have  a  jurisdictional  strike  on,  or  an 
attempt  to  get  higher  wages,  and  now  they  are  bidding  with  the  knowl- 
edge that  they  are  bidding  on  low-cost  housing,  and  that  helps  us. 

Mr.  O'Connell.  What  are  the  labor  standards  required  under 
U.  S.  H.  A.? 

Mr.  Straus.  The  act  requires  prevailing  wage  rates  as  determined 
or  adopted  by  the  U.  S.  H.  A.  are  to  be  paid;  and,  furthermore,  the 
so-called  kick-back  statute  has  been  made  applicable,  and  we  are 
vigorously  enforcing  that. 

In  addition,  the  loan  contracts  provide  for  the  right  of  workers  on 
U.  S.  H.  A.-assisted  projects  to  organize  into  unions  without  inter- 
ference from  employers.  There  are  conditions  in  the  contracts  pro- 
hibiting convict  labor,  prescribing  maximum  hours  of  work,  requiring 
safety  standards,  barring  discrimination,  and  relating  to  the  settle- 
ment of  claims  and  disputes,  to  the  frequency  of  payments,  and  for- 
bidding the  use  of  convict-made  and  foreign  materials. 

Mr.  O'Connell.  I  have  heard  suggested,  and  I  think  it  was  re- 
ferred to  once,  before  this  committee  recently,  that  the  U.  S.  H.  A. 
program  was  one  which,  let  me  say,  encroaches  upon  the  field  of 
private  enterprise.     What  is  your  belief  on  that? 

Mr.  Straus.  That  is  a  statement  which  has  been  occasionally  made. 
The  figures  are  that  our  program  is  directed  to  rehousing  families 
according  to  the  housing  act,  for  which  private  enterprise  cannot 
profitably,  and  therefore  does  not,  build.  In  general  we  rehouse  those 
families  of  income  lower  than  $1,000  and  the  average  income  of  families 
in  our  projects  in  almost  every  project — average  income  of  the  families 
occupying  it — is  less  than  $1,000.  Private  mdustry  does  not  build 
for  incomes  of  less  than  $1,750  or  $1,800,  using  the  usual  standard 
that  a  family  can  afford  to  buy  or  rent  a  building,  home,  costing  about 
twice  its  annual  income;  between  those  two  figures,  our  top-income 
group  and  the  lowest-income  group  reached  by  private  industry,  you 
have  all  of  the  families  in  the  United  States,  roughly,  with  incomes 
of  a  thousand  or  $1,100,  to  $1,750  or  $1,800. 

Mr.  Frank.  That  is  what  percentage? 

Mr.  Straus.  That  is  approximately  one-third  of  all  the  families  in 
this  country  according  to  the  best  figures  we  can  get.  So  far  from  our 
treading  on  the  toes  of  the  private  building  industry,  there  is  actually 
a  cushion,  a  gap,  a  no-man's  land,  for  which  neither  we  nor  the  private 
industry  is  building  today.  We  have  charts  on  that  but  we  haven't 
them  here. 

Mr.  O'Connell.  What  has  the  European  experience  been?  Have 
you  any  information  about  the  public  housing  programs  in  England 
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and  other  European  countries,  as  to  how  that  has  operated,  whether 
it  has  been  in  conflict  with  the  private  enterprise? 

Mr.  Straus.  I  studied  that  for  a  good  many  years.  Since  1919, 
in  England  and  Wales,  about  1,100,000  new  dwellings  have  been  built 
under  a  public  housing  program  similar  to  the  program  of  the  U.  S. 
H.  A.  by  local  authorities  very  similar  to  ours  in  every  respect.  Dur- 
ing the  same  period,  the  private  building  industry  has  built  more  than 
2,200,000  dwellings,  the  greatest  building  boom  in  the  history  of 
Great  Britain.  Private  residential  construction  in  England  from  '30 
to  '37,  was  more  than  three  times  as  great  on  a  basis  of  unit  of  popula- 
tion as  in  this  country,  and  already  we  are  beginning  to  see  that  the 
British  experience  is  being  duplicated  here.  If  you  travel  around  the 
country  as  I  have  done,  and  visit  the  neighborhood  of  our  projects 
and  P.  W.  A.  projects,  in  every  case  old  houses  are  being  renovated, 
new  houses  going  up,  stores  going  up,  motion-picture  theaters,  garages. 
A  public  housing  program  is  the  greatest  known  stimulus  to  the  private 
building  business. 

The  Chairman.  Have  you  some  definite  figures  on  it? 

Mr.  Straus.  In  this  country?     The  extent  of  it? 

The  Chairman.  You  have  stated  that  a  public  housing  program 
is  the  greatest  known  stimulus  to  the  private  building  business,  private 
construction.  Could  you  get  us  some  figures  for  inclusion  in  the 
record?  l 

Mr.  Straus.  I  would  like  to  do  it.  First  of  all,  you  have  the 
English  experience  and  then  I  can  give  you  some  experience  in  this 
"ountry  as  to  what  has  taken  place  as  to  some  of  the  projects  open 
foi  a  year  or  two.     May  I  put  it  in  the  record? 

Tht  Chairman.  I  will  be  very  glad  to  have  you  do  it.  That  will 
give  us  definite  figures  on  which  to  base  that  on.  I  agree  that  ought 
to  be  the  result,  but  I  should  like  to  have  it  demonstrated  by  the 
figures. 

Mr.  Straus.  I  will  put  it  in  later. 

Mr.  O'Connell.  There  is  one  question  I  should  like  to  ask  for  my 
own  information.  During  the  course  of  this  hearing  I  have  been 
struck  with  the  great  complexity  of  the  construction  industry,  and 
it  has  occurred  to  me  that  the  available  information  as  to  housing 
and  construction  was  fragmentary,  at  best.  Have  you  any  thoughts 
as  to  whether  my  impression  is  correct? 

Mr.  Straus.  I  am  very  glad  you  asked  that  question.  Actually  I 
often  feel  we  are  sailing  along  without  adequate  information  on  a 
long-range  program.  "We  kno  -.7  what  we  should  do  this  year  and  next 
year,  and  the  year  after,  because  the  need  is  so  great,  but  in  terms  of 
a  long-range  program  that  should  house  all  of  the  families  in  the  slums, 
tre  information  is  utterly  inadequate.  Dr.  Lubin  has  done  yeoman 
work  in  helping  us  out.  The  W.  P.  A.  has  furnished  people  to  conduct 
those  surveys,  local  surveys  as  to  the  number  of  people  in  the  families, 
local  conditions,  and  so  forth,  but  in  a  larger  aspect  of  the  picture  of 
the  country  as  a  whole,  there  are  no  existing  figures  and  we  are  anxious 
to  have  the  census  include  proper  figures  for  a  number  of  conditions 
bearing  en  taat.     We  are  working  on  that  now  in  the  next  census. 

I  speak  of  that  with  less  trepidation  and  less  hesitation  because 
the  figures  they  produce  will  be  available  only  in  time  for  my  successor, 
so  I  don't  mind  urging  it  enthusiastically. 

•  The  material  in  question  was  subsequently  submitted  by  Mr.  Straus  and  is  on  file  with  the  Committee. 
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The  Chairman.  While  speaking  for  myself,  I  should  feel  that  a 
long-range  program  which  was  based  upon  the  existence  of  the  wage 
standards  which  have  produced  the  slums  in  the  past,  would  not  be 
socially  beneficial;  I  am  hoping  that  a  result  of  the  work  of  this  com- 
mittee will  be  to  point  the  way  to  increasing  the  income  of  this  one- 
third  of  which  you  speak,  so  that  better  housing  facilities,  even  than 
those  which  you  have  been  providing,  may  be  .provided  in  the  future. 
I  would  prefer  to  think  of  this  type  of  housing  with  its  shelter  rent  of 
$6  plus  is  only  a  temporary  expedient. 

Mr.  Straus.  Senator,  I  like  that  statement  and  I  acquiesce  100 
percent,  and  I  hope  the  committee  is  able  to  point  the  way  toward 
raising  the  income  of  those  in  the  lowest-income  groups,  which  is, 
after  all,  the  fundamental  evil  of  the  whole  economic  system. 

The  Chairman.  A  little  while  ago,  in  the  course  of  your  testimony, 
you  stated  that  you  are  learning  how  to  build  these  projects  at  lower 
costs.  Won't  you  develop  that  a  little  bit?  What  are  you  learning 
about  costs? 

Mr.  Straus.  I  got  a  list  the  other  day  from  my  own  technical  divi- 
sion— I  have  got  it  pretty  well  in  my  head,  I  think — of  what  the 
individual  things  are  that  make  for  the  lowered  costs.  First  of  all, 
may  I  say  that  I  am  not  one  of  those  who  believe  in  the  packaged 
house  that  is  going  to  be  delivered  all  wrapped  up  in  cellophane,  tied 
with  a  red  bow,  on  the  site.  I  don't  believe  it  is  just  around  the 
corner,  sir,  and  I  tfcihk  the  belief  that  it  is  just  around  the  corner 
has  been  one  of  the  biggest  obstacles  to  low-rent  housing  and  low-cost 
houb'ng  in  this  country.  I  base  that  on  a  good  many  years'  experi- 
ence. I  think  that  the  development  of  lower  costs  is  a  matter  not  of 
one  big  pool,  one  big  school,  but  of  a  thousand  details,  and  I  would 
like  to  list  a  few  that  I  got  from  them.  One  is  to  make  your  walls 
straight  and  to  have  as  few  breaks  in  them  as  possible.  One  is  to  run 
the  buildings  so  that  the  utility  lines  may  be  straight,  put  all  of  your 
bathtubs  in  one  line,  so  you  haven't  a  lot  of  bends  and  extra  pipe  and 
therefore  extra  expense.  One  of  them  is  to  place  your  heating  appa- 
ratus so  that  it  will  heat  more  than  one  room  on  one  line,  thereby 
placing  your  heating  apparatus,  as  we  often  do  now,  with  radiators 
on  the  inside  walls  ravher  than  on  the  outside  walls. 

For  you  and  me  that  wouldn't  be  desirable  because  the  room  won't 
heat  quite  as  quickly  and  there  will  be  a  certain  amount  of  draft 
around  the  outside  walls,  but  in  terms  of  the  economy  that  should  be 
demanded  in  public  and  subsidized  housing  the  heating  provided  by 
radiators  on  the  inside  walls  is,  in  the  opinion  of  our  technical  staff, 
adequate;  it  is  a  big  saving.  Another  item  that  involves  a  large  saving 
is  the  design  of  the  projects  so  that  the  tenants  maintain  most  of  the 
space,  and  that  is  an  additional  reason  for  row  houses  as  contrasted 
with  apartments.  You  can  get  the  family  living  in  a  row  house  to 
take  care  of  their  own  yard;  if  they  live  in  an  apartment  they  expect 
to  have  it  kept  up  for  them,  so  the  row  house  has  that  additional 
advantage.  Remember  that  we  are  always  talking  of  costs  more  in 
terms  of  rents  than  we  are  in  capital  costs,  to  keep  down  rents  so 
they  are  low.  These  items  that  I  ha  enumerated  comprise  both 
capital  costs  and  rents. 

I  want  to  go  on  to  one  or  two  more,  if  I  may,  and  then  I  have 
exhausted  the  list  that  I  recall.  It  is  often  very  attractive  to  design 
buildings  on  a  hilly  slope,  and  hilly  slopes  often  can  be  bought  cheap. 
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Buildings  on  a  hilly  slope  run  across  the  contours;  that  is  costly. 
We  almost  always  insist,  when  a  project  such  as  that  is  brought  into 
use,  that  the  project  be  redesigned  so  that  the  buildings  run  parallel 
with  the  contours,  which  makes  for  economy.  You  may  think  these 
are  little,  petty  things  I  am  telling  you,  but  all  together  they  spell  the 
difference  between  extravagance  and  economy.  I  don't  suppose  there 
is  any  harm  in  putting  in  the  record  the  fact  that  the  local  authorities 
under  the  U.  S.  H.  A.  program  are  showing  costs  on  these  projects 
from  30  to  35  percent  lower  than  the  cost  of  the  P.  W.  A.  projects. 
That  is  no  reflection  upon  anybody  else;  it  is  always  easy  for  the  second 
man  who  comes  along  to  benefit  by  the  first  man's  experience. 

The  Chairman.  These  reductions  all  go  to  methods  and  design 
rather  than  the  actual  cost  of  construction. 

Mr.  Straus.  No,  sir;  these  methods  and  designs  make  it  possible 
to  construct  more  cheaply. 

The  Chairman.  That  is  true.  I  was  talking  about  the  cost  of 
labor,  for  example,  which  is  no  different? 

Mr.  Straus.  Right. 

The  Chairman.  And  the  cost  of  materials  is  apparently  no  different. 

Mr.  Straus.  Slightly  only.  They  do  buy  cheaper  when  they  buy 
in  quantity. 

The  Chairman.  Well,  you  haven't  had  any  experience  with  differ- 
ent kinds  of  material  which  is  better  than  the  material  formerly  used, 
or  anything  of  that  kind?  » 

Mr.  Straus.  We  do  a  certain  amount  of  experimenting.  Perhaps 
I  should  express  it  this  way.  We  encourage  the  local  authority  to 
use  the  material  best  understood  in  that  neighborhood,  because  that 
way  you  get  workmen  who  are  familiar  with  it  and  you  get  costs  down. 
They  want  to  use,  we  will  say  in  Detroit,  metal  window0  because  metal 
windows  are  made  there  and  there  has  been*  a  big  manufacturer's 
drive  for  them ;  they  get  them  cheaply  and  store  them  cheaply.  Some 
other  place  may  want  to  use  wood  windows;  most  of  them  do.  Some 
of  the  cities  in  the  South  like  to  use  a  sort  of  local  tile  block  instead  of 
bricks.  We  encourage  them  to  use  the  local  material  because  that  is 
the  way  to  get  down  costs. 

The  Chairman.  Thank  you  very  much.  Are  there  any  other 
questions?     Have  you  finished,  Mr.  O'Connell? 

Mr.  O'Connell.  I  have  no  more  questions. 

The  Chairman.  We  are  very  grateful  to  you,  Mr.  Straus.  _ 

Mr.  Straus.  Thank  you  for  giving  me  the  privilege  of  coming  here. 

Mr.  Ballinger.  Mr.  Chairman,  at  the  conclusion  of  the  Federal 
Trade  Commission's  testimony  on  the  sulphur  industry,1  Mr.  Lang- 
bourne  Williams,  president  of  the  Freeport  Sulphur  Co.,  filed  with  the 
Commission  a  statement  expressing  his  opinion  of  the  testimony 
which  we  submitted.2  We  referred  his  statement  to  Dr.  Montgomery, 
who  was  the  Commission's  witness  on  this  industry,3  and  Dr.  Mont- 
gomery prepared  a  statement  commenting  upon  Mr.  Williams' 
comments.4  We  would  like  to  have  both  of  these  statements  incor- 
porated in  the  record. 

Furthermore,  there  is  a  supplemental  memorandum  by  Mi . 
Lundvall,  who  has  been  the  chief  accountant  for  the  Federal  Trade 

1  See  Hearings,  Part  V. 
*  Ibid,  appendix,  p.  2253. 
'  Ibid,  pp.  1984-2009. 
4  Ibid,  appendix,  p.  2268. 
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Commission  in  connection  with  this  T.  N.  E.  C.  work.1  Mr.  Williams 
raised  some  very  important  accounting  problems  in  commenting  upon 
the  way  in  which  the  Commission  computed  its  net  records  on  the 
sulphur  industry.  So  the  Commission  directed  Mr.  Lundvall  to 
prepare  a  memorandum  covering  the  comments.  I  need  only  say 
the  methods  used  by  the  Federal  Trade  Commission  in  this  new 
study  are  the  methods  which  it  has  pursued  for  about  20  years  and 
have  generally  stood  up. 

The  Chairman.  You  desire  this  material  to  be  printed? 

Mr.  Ballinger.  Mr.  Williams  is  very  anxious  to  have  his  statement 
incorporated  in  the  record  and  the  Commission  would  be  reluctant  to 
have  his  statement  put  in  the  record  without  the  statements  of  Mr. 
Montgomery  and  Mr.  Lundvall. 

The  Chairman.  You  desire  that  the  material  be  incorporated  in 
the  daily  printed  record  and  it  be  incorporated  in  the  record  in  the 
proper  place  in  connection  with  the  sulphur  testimony? 

Mr.  Ballinger.  Yes,  sir. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

(The  statements  referred  to  were  marked  "Exhibit  No.  389A" 
and  are  included  in  the  appendix  to  Hearings,  Part  V,  p.  2253  et  seq.) 

Mr.  O'Connell.  Mr.  Chairman,  I  referred  this  morning,  and  I 
would  like  to  refer  again,  to  the  fact  that  unfortunately  we  have  been 
unable  to  have  Mr.  Stewart  MacDonald,  the  Administrator  of  the 
F.  H.  A.,  testify  before  the  committee  at  this  hearing.  We  had 
hoped  he  would  because,  as  I  said  before,  the  F.  H.  A.  was  referred  to 
time  and  time  again  during  the  hearing,  and  it  is  at  best  unfortunate 
that  we  are  unable  to  have  some  testimony  about  the  policies  and 
practices  of  the  Federal  Housing  Administration. 

This  being  so,  there  are  no  more  witnesses  to  testify  before  the  com- 
mittee and  if  it  pleases  the  committee  we  thought  it  advisable  to  have 
Professor  Kreps,  who  is  on  the  committee  staff,  and  who  is  associate 
professor  of  business  economics  in  the  Graduate  School  of  Business  at 
Stanford  University,  summarize  the  material  that  has  been  presented 
to  the  committee  in  the  course  of  this  hearing.  If  there  is  no  objection, 
I  would  like  to  suggest  that  Dr.  Kreps  be  permitted  to  make  his  state- 
ment to  the  committee. 

The  Chairman.  Doctor,  the  opportunity  is  yours. 

STATEMENT  OF  THEODORE  J.  KREPS,  ECONOMIC  CONSULTANT 
►TO  THE  COMMITTEE 

SUMMARY  OF  TESTIMONY  ON  THE  CONSTRUCTION  INDUSTRY 

Dr.  Kreps.  It  seems  that  immemorial  custom  has  dictated  that 
every  presenta+ion,  either  written  or  oral,  end  with  an  attempt  to 
bring  mto  focus  the  main  points  of  the  inquiry.  What  does  the 
evidence  show?  Is  there  order  and  architecture  in  the  masses  of 
fact  and  argument  which  have  been  presented?  Or  in  more  forceful 
but  less  respectful  language,  so  what? 

Questions  such  as  these  have  no  doubt  been  uppermost  in  the  minds 
of  nearly  every  person  who  has  listened  to  these  hearings.  They  are 
questions,  moreover,  which  no  one  can  hope  to  answer  except  after 
long  and  patient  mastery  of  the  materials  that  have  been  placed  in 
the  record. 

«  Hearings,  Part  V,  appendix,  p.  2274. 
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Necessarily,  what  one  sees  in  the  facts  now  depends  upon  the 
individual  set  of  mental  corridors  through  which  such  facts  have 
passed  and  the  aspects  filtered  out  as  significant.  All  of  us  have 
blinders.  It  takes  time  to  see  things  in  their  "togetherness.''  No 
one  should  hope  to  give  more  than  a  personal  reaction.  Consequently, 
the  point  should  be  emphasized  that  the  views  here  expressed  have 
the  endorsement  neither  of  the  committee  nor  its  staff.  They  are  in 
short  the  views  of  a  layman,  one  who  can  in  no  sense  be  called  a  speci- 
alist in  housing  and  who  likewise,  like  laymen  generally,  may  be 
guilty  of  rushing  in  where  specialists  fear  to  tread. 

It  is  often  said  that  housing  is  a  perennial  subject  of  discussion  and 
a  perpetual  object  of  gross  neglect.  In  these  hearings  deep  burrowings 
have  been  made  into  dull  but  important  masses  of  fact.  The  whims 
and  whams  of  political  oratory  have  been  conspicuously  absent.  A 
condensation  of  evidence  of  such  meatiness  as  that  here  presented  is 
impossible.  All  I  can  hope  to  do  is  to  point  out  the  items  that  for 
one  reason  or  another  seem  outstanding  to  me  personally,  trusting 
that  the  members  of  the  committee,  and  in  particular  the  witnesses, 
will  pardon  me  in  advance  for  the  inadequacies  and  distortions  of 
emphasis^  that  remain  in  this  summary  of  their  evidence. 

You  will  remember  the  first  witness,  Dr.  Isador  Lubin,1  pointed  out 
that  the  construction  industry  in  1929  employed  5.5  percent  of  all  non- 
agricultural  workers,  in  1938  only  4  percent.  In  the  former  year  it 
contributed  4  percent  of  the  national  income  produced;  in  1933-35 
only  1.6  percent.  Moreover,  the  peak  of  construction,  both  by  dollar 
and  unit  volume,  was  reached  in  1925'.  The  volume  of  all  Govern- 
ment-aided construction,  due  to  the  drastic  decline  in  the  volume  of 
state  and  local  funds  so  used,  remained  for  all  governments,  even  at 
1936-38  levels  of  federal  activity,  more  than  10  percent  below  the 
1925  to  '31  average.  In  addition,  the  construction  industry  failed 
to  suit  its  product  to -the  market,  building  houses  primarily  for  the 
small  group  with  incomes  of  $2,000  and  over.  The  families  who  can 
afford  houses  costing  $2,000  to  $4,000  constituted  in  1938  52  percent 
of  the  market,  yet  only  15  percent  of  the  houses  were  built  in  that 
range.  He  concluded  by  pointing  out  that  a  bare  maintenance  of 
housing  facilities  somewhere  near,  yet  under,  present  levels,  would  re- 
quire a  construction  of  525,000  units. 

M&.  Robert  Davison,  the  next  witness,2  director  of  housing  research 
for  the  Pierce  Foundation,  pointed  out  in  his  first  appearance  in  these 
hearings  that  the  construction  industry  in  England  fits  its  product  to 
the  market,  whereas  ours  does  not.  In  1935,  for  example,  93.3  percent 
of  families  in  England  had  incomes  of  $2,500  or  less,  but  95.7  percent 
of  new  dwellings  were  within  their  buying  range;  in  the  United  States 
92  percent  of  the  families  had  such  incomes,  but  only  48.7  percent  of 
the  housing  built  on  the  average  in  1930-37  was  in  that  range.  The 
American  automobile  industry  meets  80  percent  of  its  low-priced  car 
needs;  the  low-price  home  industry  only  10  percent. 

He  also  pointed  out  that  a  20-percent  reduction  in  material  costs 
reduces  monthly  fixed  charges  9.33  percent,  a  20-percent  reduction  in 
labor  costs  reduces  monthly  fixed  charges  4.67  percent,  while  a  20- 
percent  reduction  in  interest  and  amortization  costs  reduces  monthly 
fixed  charges  16.69  percent. 

1  Supra,  pp.  4936-4973. 
» Supra,  pp.  4975-4997. 
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The  next  witnesses,  Smith  and  Dawson,1  from  a  contracting  firm 
of  that  name  in  Chicago,  gave  a  break-down  of  costs  of  their  typical 
house  selling  for  $4,800,  and  .also  the  monthly  costs  to  purchasers  under 
F.  H.  A.  25-  and  20-year  plans.  They  reported  that  the  major  deter- 
rents to  building  and  selling  houses  at  lower  cost  in  their  business  were 
a  3  percent  sales  tax  on  commodities  and  the  exercise  of  restraints  by 
distributors,  preventing  them  from  buying  direct  from  manufacturers. 
They  expressed  the  opinion  that  the  distributors'  share  of  materials' 
cost  is  in  some  cases  too  high. 

The  testimony  that  followed,  that  of  Mr.  L.  Seth  Schnitman,2  con- 
sulting economist,  gave  detailed  figures  on  building  costs  per  room  on 
six  large-scale  projects.  The  labor  factor  varied  from  21.3  to  36.3 
percent;  materials  from  27.8  to'  46.7  percent  of  the  total;  land  costs 
from  7.8  to  34.3  percent  of  the  total.  In  financing  these  structures, 
the  amount  of  equity  varied  from  5.8  to!  22.3  percent  of  the  total. 

From  Mr.  Oscar  Altman,  of  the  S.  E.  C.  Investment  Banking  Sec- 
tion,3 the  committee  learned  that  one-fourth  of  70.3  billion  dollars  of 
private  long-term  debt  in  1937  was  in  mortgages  on  one-  to  four-family 
nonfarm  homes.  This  amount  was  steadily  decreasing,  he  said, 
until  1938  because  of  the  small  amounts  of  new  construction,  transfers 
of  mortgaged  property  to  mortgages,  etc.  The  percentage  of  new 
mortgages  insured  by  F.  H.  A.  has  increased  from  17.6  in  1938  to  more 
than  20  percent  in  1938.  Moreover,  the  effective  interest  rates  have 
declined  steadily  since  1931  with  experience  varying  in  different 
districts. 

Later  tef  fcimony,  that  of  this  morning  by  Chairman  John  H.  Fahey 
of  the  Federal  Farm  Home  Bank  Board,4  indicated:  "the  home  owners 
of  the- United  States  are  saving  about  one-half  billion  dollars  a  year." 

The  next  witness,  Mr.  R.  R.  Rogers,  vice  president  of  the  Prudential 
Life  Insurance  Co.,6  estimated  the  three  elements  of  interest  costs  as 
(1)  cost  of  money,  3.85  percent  (this  in  reality  is  not  a  cost  but  a 
return);  (2)  risk,  0.48  percent;  and  (3)  cost  of  doing  business,  0.5 
percent. 

This  testimony  was  in  part  corroborated  by  Mr.  Morton  Bodfish, 
executive  vice  president  of  the  United  States  Building  and  Loan 
League,6  who  evaluated  the  cost  of  doing  business  in  building  and  loan 
associations,  however,  at  2  percent.  He  added  that  interest  rates 
range  from  4%  to  6  percent  with  the  majority  of  loans  at  5  and  5^ 
percent-,  although  some  exist  at  7  and  8  percent.  Furthermore,  he 
pointed  out  that  in  1938  the  average  loan  of  his  company  was 
$2,200,  more  than  half  of  their  365,000  loans  being  made  in  towns  of 
less  than  25,000  population. 

The  experience  of  savings  banks  was  indicated  by  Mr.  Henry  Bruere, 
president  of  the  Bowery  Savings  Bank,7  who  stated  that  he  would  like 
to  put  $10,000,000  in  F.  H.  A.  insured  mortgages  at  4%  percent.  He 
also  showed  that  99  %  percent  of  their  new  mortgages  involve  new 
construction.  He  expressed  the  opinion  that  mass  production  with 
careful  planning  of  areas  and  enforcement  of  F.  H.  A.  standards  would 
do  more  to  lower  cost  and  stimulate  housing  than  further  lowering  of 
the  interest  rates. 

1  Supra,  pp.  4997-5014. 

2  Supra,  pp.  5015-6040. 
»  Supra,  pp.  5042-5055. 

•  Supra,  pp.  5380-6406. 
«  Supra,  pp.  5056-5081. 

•  Supra,  pp.  5084-5112. 
'  Supra,  pp.  5112-5129. 
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Mr.  Frederic  W.  Ecker,  vice  president  of  the  Metropolitan  life 
Insurance  Company,1  gave  an  outstanding  example  of  equity  financing 
of  large-scale  low-cost  rental  projects.  In  his  company's  Long  Island 
project,  he  stated  dwellings  rent  at  about  $9  per  room;  in  their  Bronx 
project  they  will  rent  at  about  $32  to  $75  per  apartment. 

The  next  witness,  Mr.  Thurman  Arnold,  Assistant  Attorney  General 
of  the  United  States,2  indicated  the  restraints  that  exist  in  the  housing 
field.  Producers  of  building  materials  use  patents,  basirig-point 
systems,  price  formulas,  voluntary  apportionment  arrangements  and 
other  devices  of  concentrated  control  to  limit  output,  allocate  markets 
and  raise  prices.  Distributors  fix  mark-ups,  boycott  those  not. 
routing  their  business  through  the  distributive  hierarchy,  and  the  like. 
Contractors  divide  the  work  by  use  of  bid  depositories,  central  esti- 
mating bureaus,  division  of  the  field,  and  so  on.  Labor  often  in 
conjunction  with  contractors  and  distributors  limit  individual  per- 
formance, restrict  the  use  of  labor-saving  devices  or  new  materials, 
and  the  like.  Moreover,  local  building,  zoning,  and  sanitary  codes, 
together  with  tax  and  other  legal  restrictions,  are  used  to  implement 
the  restrictive  practices  of  politically  powerful  groups. 

In  conclusion,  he  outlined  the  program  of  the  Antitrust  Division  to 
restore  a  larger  measure  of  competition  in  home  building. 

Gen.  Robert  Wood,  chairman  of  the  Board  of  directors  of  Sears, 
Roebuck  &  Co.,3  testified  that  his  company  has  built  four-  and  five- 
room  houses  at  a  total  cost  of  $3,400  each,  with  monthly  charges  at 
$25  to  $28,  the  total  obligation  being  paid  off  in  13  to  15  years.  He 
paid  tribute  to  the  F.  H.  A.  which  in  reducing  carrying  charges  has 
brought  home  ownership  within  reach  of  persons  with  small  incomes. 
By  way  of  illustration  he  pointed  out  that  in  England  on  a  $3,000 
house,  the  difference  between  8  and  4  percent  interest  over  a  period  of 
17  to  18  years  was  tantamount  to  a  saving  in  original  cost  of  $1,955. 

In  the  testimony  of  Mr.  Wallace  H.  Walker,  assistant  general 
'  counsel,  Home  Owners'  Loan  Corporation,4  the  fact  was  stressed  that 
the  expenses  of  title  examination  and  proof  constitute  a  significant 
deterrent  to  home  ownership  for  lower-income  groups.  Land-title 
registration  on  the  Torrens  plan  extensively  used  in  Canada  and 
elsewhere  would  reduce  these  costs  to  a  nominal  figure. 

The  next  witness  was  Mr.  Willard  L.  Thorp  of  the  Department  of 
Commerce.5  He  pointed  out  that  the  construction  industry  was  made 
Up  of  small  disparate  local  units  with  a  product  neither  uniform  in  type 
nor  design  nor  location  nor  size.  Fifty-three  percent  of  the  employers 
have  one  to  three  employees.  In  analyzing  the  channels  of  dis- 
tribution, he  showed  that  heavier  materials  usually  flow  direct  to 
contractors,  the  lighter  materials  through  retailers  and  wholesalers. 
The  importance  of  freight  costs  was  shown,  the  percentage  of  total 
value  at  destination  absorbed  by  freight  being  57  percent,  for  example, 
in  the  sand  and  gravel  industry.  The  degree  of  concentration  for 
building  materials  as  a  whole  was  relatively  small.  There  were 
many  notable  instances,  however,  where  the  number  of  firms  operating 
in  a  local  market  was  so  small  that  census  rules  of  disclosure  forbade 
the  publication  of  the  precise  data.     In  many  instances,  in  other 

•  Supra,  pp.  5129-5142. 
»  Supra,  pp.  5144-5162. 
8  Supra,  pp.  5162-5168. 
< Supra,  pp.  5168-5170. 

•  Supra,  pp.  6171-6235. 
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words,  one  firm  did  at least  75  percent,  or  two  firms  90  percent,  of  the 
total  business  in  the  area. 

A  number  of  witnesses  then  testified  briefly  upon  specific  points, 
Mr.  W.  S.  Parker,  Boston  architect,1  pointing  out  that  even  residence 
districts  commanding  appreciably  more  than  the  lowest  rents  failed  to 
pay  their  way  in  direct  taxes,  although  those  who  lived  there  paid 
their  way  fully  by  reason  of  their  outlays  downtown  for  commodities 
in  which  had  been  compounded  substantial  portions  of  business 
taxes. 

Mr.  Gerhardt  F.  Meyne,  building  contractor  of  Chicago,2  gave 
evidence  of  restrictive  labor  practices. 

Mr.  D.  W.  Tracy,  president  of  the  International  Brotherhood  of 
Electrical  Workers,3  stated  that  90  percent  of  the  single-family  homes 
costing  between  $3,000  and  $15,000  were  built  with  nonunion  labor, 
and  expressed  doubt  concerning  the  feasibility  of  an  annual  wage 
plan  based  on  lower  hourly  earnings.  Abuses  of  collective  bargaining 
strength  were  local,  relatively  small  in  number,  and  of  little  effect 
upon  costs,  said  Mr.  Tracy,  the  outlays  for  electrical  work,  for  example, 
constituting  usually  only  2  percent  of  total  costs. 

Mr.  Henry  J.  Eckstein,  president  of  Forests  Factors,4  then  pre- 
sented his  proposal  for  "yield  insurance"  by  which  the  Government 
would  guarantee  for  a  limited  period  of  time  a  2%  percent  return  on 
large-scale  projects  of  medium  rental  homes,  any  excess  earnings  to  be 
used  to  accelerate  other  building.  For  local  corporations  acquiring 
slum  and  blighted  sites  and  reclaiming  them,  he  suggested  a  guaranteed 
rate  of  3%  percent. 

Mr.  Gerard  B.  Lambert  described  a  housing  project  in  Princeton, 
N.  J.,5  costing  $3,000  per  unit,  renting  at  $6.25  per  room  per  month, 
tax  exempt  for  a  period  of  about  20  years,  after  which  property  reverts 
to  the  municipality. 

Mr.  Davison  6  was  called  back  on  the  stand  to  elaborate  his  sugges- 
tions for  a  thoroughgoing  governmental  research  program  to  explore 
in  particular  the  technical  aspects  of  housing,. such  as  the  performance 
of  materials,  standard  specifications,  and  the  like.  Pointing  to  the 
$10,000,000  being  spent  on  aeronautic  research,  he  expressed  the  belief 
that  technological  research  in  the  housing  field  might  reduce  the 
original  costs  of  a  home  by  as  much  as  one-half. 

Colonel  Lawrence  Westbrook,7  head  of  Lawrence  Westbrook  Asso- 
ciates, Inc.,  then  testified  on  a  plan  under  successful  operation  in 
which  the  governmental  agencies  put.men  to  work  developing  building 
sites,  providing  them  with  streets,  sidewalks  and  access  to  utilities, 
financial  provision  being  made  that  such  be  used  to  reduce  the  cost 
of  housing  to  the  home  buyer  or  renter. 

Mr.  Arthur  W.  Binns,  engineer  and  builder  of  Philadelphia,8 
described  a  highly  successful  project  of  slum  remodeling  and  rehabili- 
tation. 

Finally,  Mr.  John  Fahey,  chairman  of  the  Federal  Home  Bank 
Board  9  and  Mr.  Nathan  Straus,  Administrator  of  the  United  States 

1  Supra,  pp.  5235-5245. 
»  Supra,  pp.  5245-5257. 
»  Supra,  pp.  5260-5280. 
<  Supra,  pp.  5281-5303. 
i  Supra,  pp.  5303-5315. 
8  Supra,  pp.  5317-5340. 
7  Supra,  pp.  5340-5357. 
6  Supra,  pp.  5357-5377. 
'  Supra,  pp.  5380-5406. 
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Housing  Authority,1  presented  to  the  committee  brief  summaries  of 
the  work  of  their  respective  agencies,  indicating  the  importance 
assistance  which  the  Federal  Government  is  already  giving  in  the 
housing  field. 

From  even  so  brief  a  summary  of  the  evidence  presented  to  the 
committee,  the  fact  emerges  clearly  that  housing  problems  most  as- 
suredly will  not  yield  to  superficial  treatment.  Nor  can  they  be 
exorcised  by  the  power  of  a  pet  idea  or  panacea  or  even  of  a  single 
method  of  approach.  For  they  are  in  reality  phases  or  parts  of  the 
great  unsolved  economic  problems  of  our  day.  Speaking  realistically, 
one  ought  not  to  talk  about  a  housing  problem  but  about  multitudes 
of  economic  problems  focused  in  housing.  Housing  is  a  microcosm 
in  which  are  mirrored  and  embodied  (to  be  sure,  in  distinctive  form) 
the  dominant  economic  problems  of  modern  time.  Whatever  solves 
these  economic  problems  will  provide  a  solution  for  housing,  but  the 
reverse  is  not  true,  though  of  course  a  housing  boom  would  provide  a 
strong  fillip  to  the  economy. 

To  cite  but  one  example,  the  report  prepared  for  the  president  on 
"Economic  Conditions  of  the  South"  shows  clearly  that  there  exists 
a  larger  need  for  adequate  housing  in  the  South  than  elsewhere  in  the 
United  States.2  Indeed,  in  that  area  more  than  1%  million  below- 
standard  houses  are  said  to  exist.  .  "By  the  most  conservative  esti- 
mates," the  report  goes  on  to  state,  "4,000,000  southern  families 
should  be  rehoused,  which  is  one-half  of  all  the  families  in  the  South." 
Yet  not  only  are  home-building  costs  low  there,  with  trade  union 
organization  there  ridiculously  weak,  but  we  find  there  an  abundance, 
such  as  it  is,  of  low  rent  housing.  "In  19  southern  cities,"  according 
to  the  report,  "over  40  percent  of  all  dwellings  rent  for  less  than  $15 
a  month  or  are  valued  at  less  than  $1,500."  Clearly,  the  solution  of 
the  housing  problem  in  the  South  lies  mostly  in  solving  the  economic 
problems  of  the  South  rather  than  the  reverse. 

By  this  I  do  not  wish  to  imply  that  economic  problems  are  the  only 
ones  involved  in  housing.  There  are  numerous  other  phases.  At  one 
time  a  group  of  us  working  for  the  National  Resources  Committee 
interested  ourselves  in  making  a  list  of  the  factors  which  might  raise 
difficulties  in  the  building  of  more  houses  or  cheaper  houses.  I  thought 
the  committee  might  like  to  see  what  such  a  list  would  look  like — 
every  one  of  them  a  dominant,  crucial  problem  in  some  particular  area. 

Similar  lists  have  been  published  in  the  Architectural  Forum. 
They  usually  enumerate  scores  of  items,  such  as  movements  of 
population,  growth  of  population,  family  size,  family  incomes,  growth 
of  industry,  migration  of  industry,  availability  of  public  services  such 
as  gas,  electricity  and  water,  housing  and  city  planning  regulations, 
inspection,  building,  health  and  zoning  ordinances,  legal  regulation's 
governing  transfer  and  certification  of  title,  mortgages,  deeds,  taxes, 
tenure,  and  the  like,  patterns  of  site  planning,  neighborhood  develop- 
ment, nearness  to  parks,  schools,  playgrounds,  churches,  railway 
depots,  shopping  centers,  and  so  on. 

If  the  house  is  already  built  someone  else  has  gone  through  the 
ordeal  of  acquiring  the  real  estate  and  set  in  motion  activities  among 
dozens  of  contractors,  subcontractors,  dealers  and,  of  course,  ulti- 
mately the  manufacturers  in  a  host  of  industries  producing  and  dis- 

'  Supra,  pp.  5407-5431. 

'  Prepared  by  the  National  Emergency  Council,  July  25,  1938. 
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tributing  the  heterogeneous  list  of  materials  which  is  found  in  an 
ordinary  house.  All  of  these  facets  have  been  abundantly  demon- 
strated in  the  evidence  given  before  the  committee. 

Whether  a  person  builds  his  own  house,  rents  it,  or  buys  it  already 
built,  the  monthly  carrying  charge  is  the  important  item.  This,  it 
should  be  noted,  varies  not  with  the  original  costs  of  labor,  materials, 
land,  and  so  on,  but  with  the  purchase  price  of  the  house  which 
frequently  has  very  little  relationship  to  such  original  cost.  What 
a  house  will  sell  for  depends  on  real  estate  activity,  realtor  methods 
of  selling  and  advertising,  shifts  in  fashionability  of  residential 
district  or  style  of  house,  and  other  accidental  factors,  not  omitting 
the  all-important  factor  of  the  personal  equation  of  buyer  and  seller. 
Original  cost  and  sales  price  neither  rise  nor  fall  together,  even  in  the 
same  city,  for  the  same  type  of  house  at  the  same  time. 

Again,  in  commenting  on  the  evidence  presented  in  the  hearing,  I 
should  like  to  note  the  fact  that  we  are  entering  a  period  of  larger 
housing  need  than  any  ever  experienced  to  date.  Population  studies 
show  that  the  largest  net  addition  to  the  total  population  in  the 
United  States  occurred  in  the  decade  from  1920-30.  During  the 
middle  thirties  the  crest  was  felt  in  the  primary  schools  although  it  has 
begun  to  subside  in  some  of  the  early  grades.  At  the  present  time 
the  crest  is  being  felt  in  the  secondary  schools.  In  another  3  or  4 
years  they  will  be  in  college  and  in  the  period  between  1943  and  1950 
they  will  become  25  years  of  age,  form  new  families,  at  which  time 
there  will  be  an  all-time  peak  in  new  home  need. 

In  addition,  there  snems  no  likelihood  of  a  break  in  the  downward 
trend  in  the  size  of  fanjly  which  since  1850  has  caused  the  number  in 
a  family  to  go  down  from  5.56  persons  to  almost  exactly  4  at  the  pres- 
ent time.  Thus  despite  a  decrease  in  the  rate  of  growth  of  popula- 
tion, the  number  of  families  will  probably  continue  to  increase. 

Moreover,  population  growth  means  the  sum  of  all  increases  in 
population  rather  than  a  net  change  in  total.  The  increasing  mobility 
of  enterprise  means  larger  shifts  in  the  population  such  as  that  which 
has  occurred  from  the  Dust  Bowl  area  to  California,  creating  in 
California  in  recent  years  an  acute  housing  problem  for  a  population 
which  while  still  regarded  as  transient  or  even  migratory  will  to  some 
degree  settle  down  and  require  more  housing. 

Unfortunately,  the  increase  in  the  number  of  new  families  will  be 
predominantly  in  the  low  income  groups,  groups  which  are  unable  at 
the  present  time  to  buy  homes.  Due  to  lack  of  security  of  employ- 
ment and  of  industrial  stability  coupled  with  the  fact  that  the  number 
of  persons  of  low  income  with  adequate  savings  to  make  a  down  pay- 
ment is  relatively  small,  most  of  these  families  will  have  to  try  to 
find  rental  accommodations  which  they  can  afford. 

It  is  interesting  to  note  that  not  one  of  the  witnesses  testifying  at 
these  hearings  believed  that  persons  with  annual  incomes  of  less  than 
$1,500  should  own  their  own  homes.  They  can  ill  afford  to  put  their 
vitally  important  but  small  nest-egg  of  savings  in  a  basket  so  likely 
to  be  bumped  around  as  housing. 

The  accommodations  which  they  can  afford,  as  has  been  abund- 
antly pointed  out  in  the  testimony,  are  not  being  produced  at  the 
present  time.  When  one  looks  at  the  income  pyramid,  one  finds  it 
broad  at  the  base  but  the  housing  that  is  constructed  is  constructed 
predominantly  for  the  high  income  groups. 
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I  would  like  to  refer  to  the  chart  reproduced  in  the  pamphlet  before 
you. 

(The  chart  referred  to  was  marked  "Exhibit  No.  933"  and  appears 
on  p.  5440.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5565.) 

Dr.  Kreps.  This  represents  the  material  collected  by  the  National 
Resources  Committee  and  published  last  September  in  a  monograph 
called  "Consumer  Incomes  in  the  United  States,  Their  Distribution 
in  1935-36."  That  material  has  been  collected  together  and  pre- 
sented here  in  a  different  form.  The  division  lines  are,  of  course,  arbi- 
trary, subject  to  disagreement.  I  have  simply  called  those  that  get  less 
than  $750  a  year  total  incomes — families  m  all  cases,  families  facing 
starvation.  Notice  that  there  are  8,000,000  of  such  families.  Inciden- 
tally, they  have  an  average  income  of  $40  a  month.  They  spend 
about  $52  a  month. 

The  next  group  of  the  11,000,000  families  get  incomes  between 
$750  and  $1,500.  Now  more  than  two-thirds  of  the  families  have 
been  covered.  The  next  group  I  have  called  the  comfortable,  middle 
class.     They  get  from  $1,500  to  $3,000  a  year. 

The  fourth  group  I  have  called  families  on  the  luxury  level,  1,585,000 
that  get  over  $3,000  and  less  than  $5,000  a  year.  Finally,  the  savers' 
level,  those  getting  over  $5,000  a  year  comprising  800,000  families 
is  called  the  savers'  level  because  they  do  about  85  percent  of  all  the 
saving.  I  do  not  present  on  this  chart  the  group  getting  over  $10,000, 
because  of  graphical  limitations. 

Housing  that  is  constructed  is  constructed  predominantly  for  the 
high-income  groups.  In  fact  if  you  impose  the  American  housing 
structure  upon  this  you  get  an  inverted  funnel  arrangement. 

The  Chairman.  May  I  interrupt  you  there?  I  have  just  glanced 
at  the  footnote  of  your  chart,  "283,000  families  with  incomes  over 
$10,000  get  as  large  a  share  of  the  total  income  as  nearly  11,000,000 
families  at  the  bottom."     I  wonder  if  that  is  completely  accurate. 

Dr.  Kreps.  Yes,  sir. 

The  Chairman.  The  11,000,000  families  to  which  you  refer  are 
those  with  incomes  between  $750  and  $1,500? 

Dr.  Kreps.  No;  8,000,000  of  those  are  getting  less  than  $750  a  year. 

The  Chairman.  The  11,000,000  families  to  ..which  this  footnote  re- 
fers are  evidently  the  11,000,000  in  the  cross-hatched  area. 

Dr.  Kreps.  No. 

Mr.  Frank.  Including  part  of  the  bottom. 

The  Chairman.  Oh,  I  see;  it  doesn't  refer  to  that  group. 

Dr.  Kreps.  No;  it  refers  to  the  11,000,000  families  at  the  very 
bottom. 

The  Chairman.  Then  this  comparison  is  between  the  283,000  fam- 
ilies with  income  over  10,000  and,  the  8,000,000  in  the  lowest  classifi- 
cation with  3,000,000  of  the  next  highest. 

Dr.  Kreps.  Yes,  sir. 

The  Chairman.  And  the  total  income  of  those  11,000,000  would  be 
or  is  less  than  the  total  income  of  the  283,000  above. 

Dr.  Kreps.  Yes,  sir. 

The  Chairman.  Thank  you. 

Dr.  Kreps.  The  American  housing  structure,  you  see,  is  the  reverse 
of  this  income  pyramid.  It  is  like  an  inverted  funnel  in  which  new 
construction  enters  at  the  top  and  is  successively  handed  down.     In 
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recent  years  that  new  construction  has  not  even  been  equal  to  demo- 
litions and  the  requirements  of  new  families.  As  was  pointed  out 
in  the  testimony  of  Mr.  Davison,  if  the  automobile  industry  pursued 
a  similar  policy,  the  country  would  be  full  of  high-priced  cars  of 
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**  283,000  famii.es  with  income  over  $10,000  get  as  large  a  share  of  the  total  income  as  nearly 
n.000,000  families  at  the  bottom.  The  largest  income,  that  is  the  highest  point  of  this  pyramid 
if  drawn  on  a  vertical  scale  !"■  1000  dollars,  *ouid  be  350  feet  higher  than  the  top  of  this  chart. 

varying  ages.1  Instead  of  Fords,  Plymouths,  and  Chevrolets, 
we  would  be  driving  around  Lincolns  and  Cadillacs,  or  rather  the 
low-income  families  would  be  driving  around  one-half  a  Lincoln 
or  one-third  a  Cadillac  in  the  way  that  a  spacious  house  built  for 
a  person  of  relatively  high  income  is  cut  up,  inappropriate  as  may 

'  Supra,  p.  4985. 
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be  its  design,  plumbing  arrangements,  and  so  on,  into  parts  which 
house  two  and  three  and  four  families  poorly,  in  discomfort  and 
squalor. 

Simple  computations  indicate  that  the  rate  of  hand-me-down  during 
the  twenties  was  about  once  every  11  years.  At  that  time  about  25 
percent  of  the  families,  or  6,000,000  of  them,  could  afford  the  housing 
currently  produced  and  roughly  700,000  units  were  being  produced  a 
year.  If,  however,  the  new  housing  being  constructed  in  recent  years 
is  to  be  handed  down  sufficiently  quickly  to  keep  up  the  level  of  hous- 
ing for  the  population  as  a  whole,  those  now  buying  new  houses  would 
have  to  do  so  once  every  4  years.  In  1936  about  85  percent  of  the 
homes  were  built  for  the  upper  10  percent  of  the  income  classes.  To 
provide  700,000  new  dwelling  units  a  year,  the  2,900,000  families  con- 
stituting the  upper  10  percent  would  have  to  move  into  a  new  home 
at  least  every  fourth  year. 

Housing,  it  should  be  emphasized,  is  distinctly  a  local  enterprise  and 
varies  not  only  within  localities  but  between  them.  Within  a  com- 
munity residential  rents  and  values  vary  with  such  factors  as  age, 
type  of  structure,  size,  materials,  and  convenience.  But  there  are 
enormous  regional  and  intercity  differences  reflecting  differences  in 
climate,  industrial,  commercial,  and  agricultural  enterprise,  race,  na- 
tionality, and  local  customs  and  traditions. 

A  study  of  the  National  Bureau  of  Economic  Pesearch  shows  that 
the  average  value  of  a  house  on  the  farm  is  considerably  less  than  half 
that  of  a  house  in  cities  of  25,000  to  100,000. l  In  fact,  there  is  a 
steady  decline  in  the  average  value  of  a  home  or  the  rent  it  will  bring 
as  one  goes  from  the  large  center  of  100,000  or  more  to  the  villages 
with  less  than  2,500  population.  In  the  East  South  Central  States 
the  average  value  of  nonfarm  residences  was,  of  all  ages  and  types 
and  descriptions,  about  $2,700,  only  slightly  above  one-half  of  the 
national  average  of  $5,022  for  the  country  as  a  whole,  and  63  percent 
lower  than  the  average  of  $7,200  for  the  States  of  New  York,  New 
Jersey,  and  Pennsylvania. 

Similarly,  the  rents  paid  are  lowest  in  the  Southern  States  and 
highest  in  the  Middle  Atlantic  and  Pacific  Coast  States.  Even  for 
cities  of  100,000  or  more,  the  average  rent  that  dwelling  units  bring 
or  will  bring  in  the  State  of  Florida  is  only  $25  a  month  as  compared 
with  more  than  $48  in  New  York  and  Illinois.  Similarly,  in  localities 
of  less  than  2,500  population,  the  average  rent  is  less  than  $10  in  States 
like  North  Carolina,  South  Carolina,  and  Georgia  as  compared  with 
figures  in  excess  of  $23  in  New  York,  New  Jersey,  and  Connecticut. 
Obviously,  the  housing  problem  is  distinctive  in  each  of  the  cities 
and  each  of  the  regions  of  the  United  States. 

The  dual  charts  presented  below  show  these  facts. 

(The  charts  referred  to  were  marked  "Exhibits  Nos.  934  and  935" 
and  appear  on  pp.  5442  and  5443.  The  statistical  data  on  which  these 
charts  are  based  are  included  in  the  appendix  on  p.  5566.) 

Dr.  Kreps.  In  similar  fashion  the  home-building  industry  is  merely 
an  aggregate  of  local  industries.  About  30,000  parts  go  into  a  house, 
if  one  counts  only  the  items  which  must  be  ordered  as  such  and  omits 
nails,  screws,  hardware,  and  the  like.  More  than  500  operations  are 
involved,  practically  all  of  them  requiring  skill.  About  40  skills  or 
trades,  200  items  of  equipment,  and  usually  15  or  more  separate  con- 

1  Bulletin  75  Differentials  in  Hovsir-  Costa,  by  David  L.  Wickens,  New  York  s^'-mber  17,  1939. 


5442  CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.  934 

ESTIMATED    AVERAGE   VALUE   OF  ALL   DWELLINGS 

BY  SIZE  OF  CITY,    OF    FARM    OPERATORS  DWELLINGS 
ON   FARMS,  AND  BY  GEOGRAPHIC  DIVISIONS,  1936 
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Reproduced  by  special  permission  and  courtesy  of  the  author  and  publishers,  the  supporting  data  for 
which  are  taken  from  Bulletin  75,  National  Bureau  of  Economic  Research,  September  17, 1939,  entitled 
"DiffererrfTaTiln  Housing  Costs,"  by  David  L.  Wickens. 
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Exhibit  No.  935 

ESTIMATED  AVERAGE    MONTHLY    RENT  OF  ALL   DWELLINGS 

BY   SIZE  OF  CITY  AND    GEOGRAPHIC   DIVISION,  1930 
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Reproduced  by  special  permission  and  courtesy  of  the  author  and  publishers,  the  supporting  data  for 
which  are  taken  from  Bulletin  76,  National  Bureau  of  Economic  Research,  September  17,  1939,  entitled 
"Differentials  in  Housing  Costs,"  by  David  L.  Wickens. 
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tracts  are  required,  the  latter  usually  panoplied  with  contingency 
allowances,  hit  or  miss  estimates,  guarantees  of  proper  performance 
of  separate  parts,  and  the  like. 

It  is  this  local,  disintegrated,  handicraft,  uncoordinated  character 
of  the  industry  that  provides  a  perpetual  and  spontaneous  breeding 
ground  for  efforts  at  integration.  Almost  universally  there  have 
grown  up  local  tie-ups,  reciprocity  arrangements  between  con- 
tractors and  building  materials,  dealers,  between  architects,  building 
supply  houses,  and  building  and  loan  associations  or  banks,  and 
between  contractors  and  labor  organizations.  Local  pressure  is  often 
utilized  to  keep  the  contracts  in  the  community,  particularly  where 
local  dealers  or  contractors  have  perfected  arrangements  for  dividing 
the  local  market  between  them. 

Contractors  who  know  their  subcontractors  and  who  have  semi- 
permanent arrangements  with  them  add  an  element  of  efficiency  to 
the  building  operation  which  can  otherwise  be  achieved  only  by 
corporate  integration  or  large-scale  operators.  Added  to  these 
economies  is  the  fact  that  the  demand  for  housing  is  a  joint  demand. 
If  an  extra  25  percent  is  charged  for  one  material,  plaster  for  example, 
the  net  increment  to  the  total  cost  of  the  house  may  be  but  a  fraction 
of  a  percent.  Each  factor  is  tempted  to  get  more  for  the  service  it 
renders.  Consequently,  the  stimulus  to  achieve  profitable  restraints 
is  an  organic  part  of  the  industrial  organization  of  home  building. 
Even  if  broken  up  by  competition  or  governmental  action,  they  tend 
immediately  to  grow  back  much  in  the  way  a  man's  beard  grows  out 
again  after  each  morning's  shave. 

Not  only  do  clean  sweeps  of  all  restraints,  even  if  made  simultane- 
ously in  many  localities,  tend  to  be  short-lived  in  their  effectiveness 
but  the  economic  gain  to  be  derived,  while  substantial,  may  not  be 
of  primary" importance.  This  appears  clearly  from  a  consideration  of 
building  costs. 

The  original  cost  of  a  house  is  not  the  same  as  its  selling  price. 
And  it  is  made  up  of  a  host  of  factors,  notably  land,  labor,  and  material 
costs.  The  proportions  vary  greatly  with  the  region,  the  city,  the 
type  of  housing,  the  prices  of  materials,  the  wage  rates  and  efficiency 
of  labor,  the  scale  of  operations,  and  the  like.  Certain  rough  averages 
may  serve  as  points  of  orientation. 

For  owner-built  homes,  the  expense  of  getting  the  land  and  adapting 
it  for  use  usually  constitutes  from  15  to  25  percent  of  the  total  outlay 
for  the  house,  the  on-site  building  cost  constituting  the  remainder. 
Labor  usually  gets  from  25  to  30  cents  of  the  home  builder's  dollar, 
the  materials  dealers  from  40  to  55  cents,  the  remaining  10  to  15  cents 
going  to  overhead  and  profit.  These  averages  summate  the  prices 
and  quantities  of  scores  of  materials  and  types  of  skill,  none  of  them 
comprising  a  substantially  large  part  of  the  total,  with  probably  the 
exception  of  lumber. 

If  the  reductions  in  price  or  wage  rates  are  moderate,  say  less  than  a 
third,  and  apply  to  relatively  few  items  in  the  large  aggregate,  the 
effect  on  total  capital  cost  is  clearly  likely  to  be  small,  even  when  fully 
translated  to  the  consumer. and  not  absorbed  in  the  numerous  inter- 
stitial spreads  and  profits  of  suppliers  and  dealers. 

Again  the  fact  appears  clearly  that  no  single  procedure  can  do  more 
than  solve  a  part  of  the  many  complicated  problems  which  obstruct 
the  realization  of  adequate  housing.     But  the  doing  of  that  part  may 
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be  extremely  important,  as  important,  for  example,  as  repairing  the 
bearings  of  an  automobile. 

The  behavior  of  building-materials'  prices  in  the  period  from  June  of 
1936  to  June  of  1937  is  an  excellent  case  in  point.  At  that  time  a 
sudden  rise  in  materials'  prices  was  probably  the  controlling  variable, 
accounting  in  no  small  degree  for  the  collapse  of  an  incipient  home 
building  boom.  The  prices  of  most  important  kinds  of  lumber  were, 
in  June,  1937,  from  15  to  25  percent  higher  than  in  1929. 

I  would  like  to  refer  to  the  second  of  the  tables  that  have  been 
reproduced  in  order  to  recall  price  increases  in  the  most  important 
building  materials,  1929,  1936,  and  1937. 

(The  table  referred  to  was  marked  "Exhibit  No.  936"  and  is  included 
in  the  appendix  on  p.  5566.) 

Dr.  Kreps.  The  items  are  listed  there  in  two  categories,  one  of 
materials  which  were  above  1929  levels  in  price  in  1937,  and  the 
other  materials  that  were  below  and  had  not  yet  reached  1929  levels 
in  the  summer  of  1937.  No  comment  is  necessary.  It  is  quite  clear 
that  in  all  these  materials  there  were  substantial  periods  of  price  in 
flexibility.  These  periods  are  noted  in  the  last  column,  the  periods  of 
price  inflexibility,  and  it  should  be  notec1  that  such  price  inflexibility 
characterizes  not  only  the  materials  that  rose  above  1929  levels  in 
price,  but  characterizes  those  that  did  not  rise  to  the  1929  levels  .in 
price. 

Among  these  materials,  one  important  variety  was  as  much  as  34 
percent  higher  than  in  the  base  year  1926.  Plaster  was  double  what 
it  was  in  1929,  cast-iron  soil  pipe  49  percent  higher,  even  sand  and 
face  brick  were  more  than  10  percent  higher. 

In  most  of  these  industries  prices  had  begun  to  be  stable  for  months 
at  a  time.  But  this  was  likewise  true  of  building  materials  that  had 
not  risen  so  high.  The  crucial  difference,  however,  lay  in  the  fact 
that  the  latter  were  finished  products  such  as  plumbing  and  heating 
equipment,  paint,  and  specialty  hardware,  products  ready  to  be 
delivered  to  the  consumer,  often  under  advertised  trade-marks.  In 
some  cases,  however,  the  actual  installed  cost  to  the  consumer  of 
these  finished  products  which  aid  not  rise  to  1929  wholesale  price 
levels  were  raised  to  high  levels  through  the  competitive  practices 
prevailing  among  contractors  and  subcontractors.  The  former  were 
raw  materials  or  semiprocessed  goods  such  as  softwood  lumber,  struc- 
tural steel  products,  sand,  and  cement.  Moreover,  the  prices  of 
finished  building  materials  usually  apply  to  the  product  of  one  firm 
in  one  market,  while  the  latter  are  in  many  cases  composite  figures  of 
prices  quoted  by  many  plans  in  many  markets.  Needless  to  say, 
such  composites  show  a  larger  degree  of  flexibility  than  actually 
exists  for  they  change  whenever  price  quotations  change  in  any  one 
of  the  several  markets  covered. 

I  shall  note  at  this  time  that  there  is  no  uniformity  in  the  prices  of 
materials.  While  these  national  averages  about  which  I  have  been 
speaking  show  a  behavior  indicated  in  any  local  market,  there  will  be 
substantial  differences  of  behavior  between  markets.  There  is 
competition,  for  example,  in  many  localities  in  brick,  not  in  others. 
It  is  almost  impossible  to  trace  the  exact  relationship. 

To  show  the  difference  in  what  the  contractor  has  to  pay  for  various 
types  of  materials,  I  refer  to  a  table  which  is  called  "Prices  of  5 
principal  construction  materials  in  27  States  as  of  June  15,  1937." 
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(The  table  referred  to  was  marked  "Exhibit  No.  937"  and  is  included 
in  the  appendix  on  p.  5568.) 

Dr.  Kreps.  You  will  note  enormous  variations.  In  some  areas 
brick  is  as  low  as  $6  a  thousand,  and  in  others  as  high  as  $26.20. 
Similarly,  considerable  variation  exists  in  the  price  of  lumber.  In 
cement,  the  variations  seem  to  be  more  regular.  Crushed  stone  or 
gravel  likewise  show  variation.  A  good  deal  of  that  is  due  to  trans- 
port cost  and  local  circumstances. 

The  major  reason  for  the  strategic  importance  of  the  price  rise  in 
building  materials  in  the  period  from  June  of  1936  to  June  of  1937  is  in 
part  to  be  found  in  the  fact  that  these  were  primarily  responsible  for  a 
considerable  unbalance  in  prices  as  a  whole. 

I  should  like  at  this  point  to  refer  to  a  chart  that  Dr.  Thorp  has 
already  introduced  into  the  record.1  This  chart  shows  that  the 
prices  of  producers,  goods  for  capital  equipment  and  of  building 
materials  rose  particularly  quickly  in  the  spring  of  '37  and  have  since 
remained  considerably  higher  than  the  index  for  all  commodities. 
To  establish  the  importance  of  this  will  require  a  bit  of  theoretical 
analysis. 

Sharp  alterations  in  price  relations  often  bring  in  their  wake  a  shift 
in  purchasing  power  from  group  to  group  and  usually  a  disturbance  in 
the  balance  that  may  have  prevailed  between  the  volume  of  production 
and  the  available  ability  of  consumers  to  absorb  that  production. 
Less  is  usually  taken  of  those  things  that  require  a  great  deal  of  our 
labor  in  exchange.  Thus  a  comparison  of  the  real  cost'  of  building 
materials  as  well  as  capital  goods  used  in  production  is  made  not  by 
comparing  merely  their  prices  but  by  comparing  their  prices  with  the 
prices  of  other  things.  It  is  interesting  to  note  that  the  behavior  of 
the  exchange  value  of  building  materials  and  of  producers'  goods  used 
in  capital  equipment  since  1929  has  been  considerably  different  from 
that  which  we  previously  knew  in  our  industrial  history.  Professor 
Frederick  C.  Mills,  of  Columbia  University,  has  devoted  three  notable 
volumes  to  this  contrast.2     He  notes,  for  example,  that — 

From  1907  to  1908,  when  all  commodities  at  wholesale  declined  7  percent  in  price, 
processed  goods  intended  for  use  in  capital  equipment  dropped  12  percent. 
*  *  *  The  prompt  revival  of  demand  and  early  recovery  among  industries 
producing  capital  equipment  that  were  thereby  stimulated  constituted  one  of 
the  major  forces  contributing  to  general  economic  recovery.  Against  this  back- 
ground of  more  or  less  conventional  cyclical  behavior  the  relatively  high  prices 
of  capital  equipment  during  the  1921-22  revival  and  their  recalcitrance  after 
the  1929  recession  were  unexpected  and  disturbing.3 

The  story  is  similar  for  building  materials.  In  a  table  Mills  shows 
that  in  February  1933  the  per-unit  purchasing  power  of  building 
materials  was  50  percent  above  1913  and  that  for  producers'  goods 
used  in  capital  equipment  34  percent.4  At  the  end  of  1938  the  story 
was  substantially  similar. 

I  should  like  to  point  this  out  in  three  charts.  Before  I  proceed  with 
them,  I  want  to  say  in  contrasting  the  behavior  of  prices  that  even 
within  the  same  industry  the  prices  of  articles  in  which  a  good  deal 
of  bargaining  power  exists  among  buyers,  or  their  bargaining  power 

i  See  "Exhibit  No.  915",  supra,  pp.  5231-6232. 

1  The  Behavior  of  Prices,  National  Bureau  of  Economic  Research,  Inc.,  New  York,  1927;  Economic  Tend- 
encies in  the  United  States,  National  Bureau  of  Economic  Research,  Inc.,  New  York,  1932:  Prices  in  Recession 
and  Recovery,  National  Bureau  of  Economic  Research,  Inc.,  New  York,  1936. 

•  Prices  in  Recession  and  Recovery,  National  Bureau  of  Economic  Resarch,  Inc.,  New  York,  1936,  pp. 
143-144. 

1  Ibid.,  p.  142. 
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is  potent,  tend  not  to  rise  so  fast  and  not  to  rise  so  high  as  prices  for 
materials  in  which  their  bargaining  power  is  not  so  strong,  or  not  so 
intelligent. 

You  will  note  in  this  chart  there  are  two  types  of  sheet  steel,  gal- 
vanized sheets  and  automobile  body  sheets. 

(The  chart  referred  to  was  marked  "Exhibit  No.  938"  and  appears 
on  p.  5448.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  5569.) 

Dr.  Kreps.  The  price  of  automobile  body  sheets  is  shown  by  the 
dotted  line.  That  of  galvanized  steel  sheets  by  the  top  line.  Note 
the  spread  that  occurred  particularly  since  1931.  The  price  of  gal- 
vanized steel  sheets  has  remained  consistently^bove  that  of  automobile 
body  sheets. 

Now,  turning  to  the  charts  that  show  exchange  value,  notice  first 
the  exchange  value  of  iron  and  steel  as  compared  with  the  volume  of 
nonresidential  construction. 

(The  chart  referred  to  was  marked  "Exhibit  No.  939"  and  appears 
on  p.  5449.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5569.) 

(Mr.  Frank  assumed  the  chair.) 

Acting  Chairman  Frank.  Are  you  introducing  these  charts? 

Mr.  O'Connell.  They  have  not  been  introduced.  I  would  suggest 
that  the  reporter  be  instructed  to  include  them  all  in  the  record  in 
appropriate  places. 

Dr.  Kreps.  You  will  note  here  a  rather  interesting  inverse  rela- 
tionship between  what  you  might  call  the  expensiveness  of  a  material 
and  its  use.  As  the  exchange  value  of  iron  and  steel  rises — you  see 
that  represents  in  essence  what  other  people  had  to  give  of  then- 
labor  in  order  to  get  hold  of  iron  and  steel,  obtained  by  dividing  the 
price  of  iron  and  steel  by  the  index  of  wholesale  prices  published  by 
the  Bureau  of  Labor  Statistics — as  that  curve  rises,  the  curve  of  con- 
struction falls.     As  that  curve  falls,  the  curve  of  construction  rises. 

The  other  charts  are  self-explanatory.  This  chart  showing  the 
relationship  between  Exchange  Value  of  Brick  and  Tile  and  New 
Homes  Built  tells  a  similar  story. 

(The  chart  referred  to  was  marked  "Exhibit  No.  940"  and  appears 
on  p.  5450.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5570.) 

Dr.  Kreps'.  As  an  article  becomes  more  costly,  people  don't  buy 
so  much  of  it. 

The  next  one,  Exchange  Value  of  Lumber  and  New  Homes  Built, 
shows  a  somewhat  similar  relationship. 

(The  chaVt  referred  to  was  marked  "Exhibit  No.  941"  and  appears 
on  p.  5451.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  5570.) 

Dr.  Kreps.  I  have  just  read  you  that  portion  of  Mills'  summary  of 
his  researches  in  his  three  volumes  in  which  he  points  that  one  of  the 
dominant  reasons  for  the  refusal  of  people  to  buy  durable  producers' 
goods  and  building  materials  is  this  high  exchange  value  or  real 
purchasing  power  of  these  goods.  In  looking  around  for  an  explana- 
tion why  the  pattern  of  recovery  since  the  World  War,  particularly 
since  1929,  has  not  followed  that  of  earlier  periods  beginning,  that  is, 
with  a  rapid  expansion  of  the  durable-goods  industries,  Mills,  and  I 
believe  most  economists,  emphasize  tlys.  faet  of  the  relatively  high 
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expense  of  building  materials  and  of  producers'  goods  producing  capital 
equipment. 

Acting  Chairman  Frank.  You  mean  they  are  more  rigid  today 
than  they  were  in  those  earlier  periods? 

Dr.  Kreps.  It  isn't  a  matter  of  rigidity  primarily.  It  is  that  the 
community  has  to  give  more  of  its  services,  give  more  of  the  things 
it  produces  in  order  to  get  the  same  unit  amount  of  the  producers' 
goods  produced  by  capital  equipment  or  by  building  materials. 

Acting  Chairman  Frank.  What  accounts  for  that  primarily? 

Dr.  Kreps.  We  don't  know.  We  don't  know  why  building  mate- 
rials, producers'  goods  used  in  capital  equipment  stayed  on  a  high 
plateau  after  the  World  War.  We  have  many  ideas.  Mills  himself 
lists  among  those  the  existence  of  various  devices  intended  to  keep 
prices  up  or  freeze  them,  a  thesis  which  you  also  find  amplified  in 
Dr.  Moulton's  book  on  Income  and  Economic  Progress. 

Acting  Chairman  Frank.  My  recollection  is  that  Mills  placed 
considerable  emphasis  on  inflexibility. 

Dr.  Kreps.  That  is  true.  There  are,  of  course,  items,  however, 
that  are  equally  inflexible  insofar  as  price  behavior  is  concerned,  which 
none  the  less  are  cheaper  in  terms  of  what  people  have  to  earn,  how 
hard  people  have  to  work.    ' 

Caution  must  again  be  observed  to  note  that  the  story  varied  con- 
siderably from  city  to  city.  In  the  period  from  1936-37  we  find 
building-material  prices  rising  in  general  about  25  percent  but  as  is 
evident  from  data  in  successive  issues  of  the  Home  Loan  Bank 
Review  there  were  considerable  differences  between  various  cities  of 
the  country. 

The  next  to  the  last  table  in  the  folder  placed  in  your  hands  consists 
of  three  pages.  It  is  entitled  "Cost  of  Labor  and  Materials  for  Con- 
struction of  the  Same  Standard  House  in  26  Specified  Cities,  1936  and 
1937" 

(The  table  referred  to  was  marked  "Exhibit  No.  942"  and  is 
included  in  the  appendix  on  p.  5571.) 

Dr.  Kreps.  The  Federal  Home  Loan  Bank  Board  since  January  of 
1936  has  been  collecting  figures  on  costs  of  home  building.  In  a  study 
of  the  26  cities  for  which  data  were  available  from  June  of  1926  to 
June  of  1937,  labor  costs  actually  fell  in  6  of  them,  to  wit,  Providence, 
Nashville,  Indianapolis,  Oshkosh,  St.  Louis,  and  Omaha,  and  this  at 
the  very  time  that  in  18  of  the  26  cities  materials'  costs  rose  more 
rapidly  than,  total  costs,  in  every  case  adding  more  than  twice  as  much 
to  total  building  costs  as  did  increases  in  labor  costs. 

All  this  I  am  using  to  point  out  the  strategic  importance  at  certain 
periods  of  time  of  such  things  as  increases  in  the  prices  of  building 
materials. 

Acting  Chairman  Frank.  Is  there  any  indication  in  your  studies 
that  the  industries  eDgaged  in  making  those  materials  themselves 
have  suffered  from  the  fact  of  the  high  costs? 

Dr.  Kreps.  I  think  decidedly  so.  That  is,  often  the  short-sighted 
policy  has  long-run  consequences  which  are  damaging  to  the  industry 
as  a  whole,  even  though  the  short-sighted  policy  seems  advisable  to 
the  individual  concerned. 

Acting  Chairman  Frank.  Intelligent  self-interest  would  indicate 
that  they  might  well  reduce  their  prices  rather  than  raise  them  or 
maintain  them. 
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Dr.  Kreps.  Dr.  Sprague,  of  Harvard,  has  presented  a  proposal 
which  Mr.  Arnold  referred  to  in  his  testimony ;  '  namely,  simultaneous 
reduction  of  all  prices  all  the  way  around. 

It  is  clear,  then,  that  inaction  during  this  particular  period  of  the 
last  housing  boom — thai  is,  not^getting  after  this  increase  in  prices — 
entailed  serious  consequences  not  only  for  housing  but  for  the  entire 
economy. 

(Senator  O'Mahoney  resumed  the  chair.) 

Dr.  Kreps.  In  this  connection  I  have  two  tables.  One  is  of 
rather  frightening  length,  but  it  none  the  less  gives  the  data. 

(The  table  referred  to  was  marked  "Exhibit  No.  943"  and  is. 
included  in  the  appendix  on  p.  5574.) 

Dr.  Kreps.  These  figures  on  earnings  have  not  yet  been  published 
to  date  by  cities,  in  a  large  number  of  cities,  at  any  rate,  nor  by  types 
of  skill,  skilled  workers,  unskilled  workers,  and  semiskilled  workers. 
They  indicate  the  price  the  contractor  pays — this  is  something  differ- 
ent from  the  union  wage  rate  quoted  which  is  sometimes  about  as 
nominal  as  some  of  the  price  quotations  one  hears  about.  This  gives 
the  actual  wage  rate  paid  by  the  contractor,  the  amount  of  union 
labor,  the  amount  of  nonunion  labor,  and  the  differences  in  wages 
for  types  of  skill  in  this  country. 

The  Chairman.  By  whom  was  this  compiled? 

Dr.  Kreps.  By  investigators  in  the  field,  of  the  Bureau  of  Labor 
Statistics,  collected  for — I  forget  the  exact  number  of  cities,  but  it  is  a 
large  group  of  them. 

The  Chairman.  Who  sponsors  it?  Was  it  done  under  the  direc- 
tion of  Mr.  Stone? 

Dr.  Kreps.  No.     It  was  done  by  the  Bureau  of  Labor  Statistics. 

The  Chairman.  So  it  comes  to  the  committee  now  through  you  as 
the  work  of  the  Bureau  of  Labor  Statistics? 

Dr.  Kreps.  Precisely. 

The  Chairman.  Is  it  desired  to  present  that  for  publication  in  the 
record? 

Dr.  Kreps.  It  is  an  elaborate  table  but  it  once  and  for  all  gives  the 
first  information  we  have  by  cities  of  the  extent  of  union  organization 
and  of  the  actual  rates  paid,  then  in  force  when  this  investigation  was 
made. 

The  Chairman.  How  does  this  compare  with  the  testimony  of  Mr. 
Tracy  a  few  days  ago,  that  at  least  80  percent  of  the  labor  in  family 
housing,  residential  housing,  is  nonunion  labor? 2 

Dr.  Kreps.  First  of  all,  I  believe  Mr.  Tracy's  statement  applied 
to  one-family  residential  dwellings. 

The  Chairman.  I  don't  think  so.  It  applied  to  all  the  residential 
construction.  It  applied  probably  more  particularly  to  his  own  trade, 
namely,  electrical  workers'.  I  think  he  gave  that  as  a  conclusion. 
However,  what  is  your  conclusion? 

Dr.  Kreps.  Well,  this  gives  all  the  facts  by  types  of  skilled  trade, 
unskilled,  and  semiskilled. 

The  Chairman.  Does  it  show  as  low  a  degree  of  unionization  as 
Mr.  Tracy's  testimony  indicated? 

Dr.  Kreps.  Not  when  you  take  in  all  residential  construction.  I 
have  here  the  figure  to  which  I  shall  come  presently.  43  percent  of 
all  labor  engaged  in  residential  construction — is  nonunion  labor. 

1  Supra,  p.  5153. 
>  Supra,  p.  5267. 
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The  Chairman.  Without  objection,  the  table  may  bo  admitted  in 
the  record. 

Mr.  Frank.  This  table  indicates  that  the  union  scale  is  not  neces- 
sarily what  is  paid  and  it  indicates  the  difference  between  the  union 
scale  and  the  actual  amount  paid? 

Dr.  Kreps.  Quite  so. 

Mr.  Frank.  And  the  amount  paid  is  frequently  very  much  less? 

Dr.  Kreps.  Quite. 

The  Chairman.  Does  that  mean  that  the  so-called  prevailing  rate 
of  wages  is  not  ordinarily  paid  in  ordinary  construction? 

Dr.  Kreps.  I  can't  say  so,  but  I  can  say  that  the  published  union 
rate  of  wages  is  frequently  just  that,  a  posted  price,  a  published  rate, 
and  that  there  are  various  devices  whereby,  particularly  in  periods 
of  great  unemployment,  lower  effective  payments  are  made. 

Moreover,  wage  rates  in  no  way  fluctuate  inversely  or  directly  with 
labor  costs. 

The  last  table  which  I  shall  present  is  one  which  was  compiled 
by  Dr.  Evans  in  a  study  which  he  made  for  the  Natural  Resources 
Committee. 

(The  table  referred  to  was  marked  "Exhibit  No.  944"  and  is 
included  in  the  appendix  on  p.  5587.) 

Dr.  Kreps.  It  indicates  the  labor-cost  ratios  and  hourly  wage 
payments  for  education  buildings  erected  with  N.  I.  R.  A.  funds, 
1933-36.  A  glance  at  the  statement  will  show  that  wage  rates  have 
no  relationship  to  labor  costs.  There  are  many  cities,  if  you  look  at 
this  table,  in  which  wage  rates  are  high  and  labor  costs  are  low,  and  the 
reverse,  of  course,  is  likewise  true. 

It  is  usually  in  prosperous  times  that  building-trade  unions  secure 
higher  hourly  wage  rates  and  develop  restrictive  practices.  In  periods 
of  low  activity  union  wage  rates  tend  to  be  as  nominal  as  certain 
inflexible  price  quotations.  To  those  who  believe  that  lowering  the 
wage  rates  is  a  panacea  for  all  the  ills  of  housing,  the  question  should 
be  put,  Why,  if  low  wage  rates  stimulate  housing,  isn't  adequate  hous- 
ing being  provided  in  thos^  areas  such  as  the  South,  where  wage  rates 
are  lowest  and  housing  needs  are  greatest? 

Moreover,  those  afflicted  with  low-wage-rate  myopia  seem  to  forget 
the  difference  between  hourly  wage  rates  and  weekly  and  annual  earn- 
ings, a  factor  of  no  small  importance  in  an  industry  where  men  are 
lucky  to  work  160  days  a  year.  I  have  seen  some  people  with  this 
myopia  stoop  to  the  statistical  trick  of  comparing  the  earnings  of 
building  labor,  nearly  four-fifths  of  it  highly  skilled,  with  the  earnings 
of  laborers  in  industries  requiring  but  little  skill.  Moreover,  they 
frequently  forget  that  labor  costs  depend  primarily  on  the  effective- 
ness of  labor.  It  is  a  commonplace  in  the  experience  of  the  ordinary 
man  that  the  cheap  doctor  is  by  no  means  the  least  expensive.  Manu- 
facturers like  Mr.  Ford  have  long  since  demonstrated  that  the  highest 
paid  labor  is  often  least  costly.  Precisely  from  the  areas  of  our  highest 
wages  we  export  automobiles  to  all  parts  of  the  world.  The  econo- 
mist's explanation  is  simply  that  men  tend  to  get  what  they  earn — 
in  technical  language,  wages  are  determined  by  the  marginal  net  pro- 
ductivity of  labor.  That  doctors  and  lawyers  have  different  incomes 
and  charge  different  fees  even  though  they  are  in  the  same  occupation 
is  a  commonplace,  but  there  are  many  who  do  not  seem  able  to 
apply  such  elementary  common  sense  to  other  skills. 
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As  a  final  consideration  the  fact  should  be  noted  that  by  no  means 
all  of  the  building  laborers  are  organized,  especially  in  residential 
housing.  In  a  survey  made  by  the  Department  of  Labor  published 
in  August  1937  it  was  found  that  more  than  43  percent  of  the  laborers 
engaged  in  residential  buildings  were  nonunion  men.1  This  proportion 
of  course  varies  extremely  as  between  cities.  In  San  Francisco, 
Chicago,  and  a  few  other  cities  all  residential  construction,  including 
both  single-family  and  multi-family  units,  is  claimed  to  be  union. 
On  the  other  hand,  in  Washington,  Baltimore,  New  York,  Boston  and 
in  many  of  the  other  cities  for  which  information  is  available,  the  unions 
control  but  a  small  fraction  of  the  one-  and  two-family  construction, 
and  only  a  fraction  of  the  multifamily  construction. 

Throughout  the  hearings  capital  costs  have  been  sharplv  dis- 
tinguished from  carrying  costs.  Which  of  these  is  the  primary  deter- 
minant in  setting  a  resistance  point  to  the  ability  of  consumers  to  buy 
has  been  an  item  of  considerable  controversy.  But  the  importance 
of  the  interest  rate  in  the  carrying  charges  of  a  home  is  often  under- 
estimated. In  a  study  made  for  the  National  Resources  Committee 
on  residential  building,  Dr.  Lowell  Chawner,  of  the  Department  of 
Commerce,  states.2 

"It  may  be  observed  that  equal  annual  payments  of  $240  for  20  years  will 
sustain  a  capital  expenditure  of  approximately  $2,700  when  interest  rates  are  &}i 
percent  and  that  the  same  annual  payments  over  30  years  with  interest  rates  at 
4$  percent  will  sustain  a  capital  expenditure  of  approximately  $3,900. 

In  short,  in  the  example  there  given,  a  reduction  from  5  percent  to 
4  percent  in  the  rate  of  interest  plus  an  extension,  of  the  amortization 
period  from  20  years  to  30  years  is  equivalent  to  a  reduction  in  capital 
costs  of  more  than  15  percent. 

I  want  to  state  this  proposition  in  another  way  in  broad  terms.  If 
30-year  mortgages  are  written  instead  of  20-year  and  if  the  rate 
of  interest  on  the  money  invested  in  a  house  is  lowered  from  a 
level  of  6  to  5  or  5  percent  to  4  percent  or  4  to  3,  the  reduction  thereby 
achieved  in  carrying  costs  is  equivalent  to  a  cut  of  more  than  50 
percent  in  the  total  outlays  on  the  site  for  labor.  In  this  computation, 
carrying  charges  are  computed  on  the  whole  of  the  investment,  as 
they  should  be.  In  other  words,  I  assume  that  the  home  owner  as  well 
as  the  lender  of  funds  is  entitled  to  the  going  rate  of  interest  on  his 
funds.  In  short,  if  one  should  succeed  in  reducing  the  wages  of 
building  laborers  of  all  kinds  by  one-half,  which  would  be  an  un- 
practically drastic  cut  exceeding  the  demands  of  even  the  most  callous 
of  unrealistic  theoreticians,  the  net  achievement  so  far  as  the  carrying 
charges  of  the  house  are  concerned  would  not  be  equal  to  that  of 
cutting  the  interest  rate  from  5  percent  to  4  percent,  and  lengthening 
the  amortization  period  from  20  years  to  30  years. 

Mr.  Frank.  How  would  a  cut  in  material  rates  compare? 

Dr.  Kreps.  About  half.  In  other  words,  a  cut  in  material  costs 
of  about  25  percent  is  necessary  before  you  have  achieved  as  much  in 
the  reduction  of  the  carrying  cost  to  the  home  owner  or  renter,  figuring 
the  carrying  cost  on  the  whole  of  the  investment,  not  only  on  that  part 
that  happens  to  be  under  mortgage,  as  would  1  perpent  reduction  in 
interest  rate. 

1  "Wage  Rates  and  Hours  of  Labor  in  the  Building  Trades,"  in  the  Monthly  Labor  Review,  Bureau  of 
Labor  Statistics,  August  1937,  page  17. 
3  Housing  Monograph  Series,  No.  1,  Residential  Building,  National  Resources  Committee. 
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This  shows  why  we  have  been  able  in  the  Federal  Government  to 
help  housing  by  reducing  the  interest  rate. 

Another  fact  which  demands  greater  emphasis  in  a  discussion  of 
housing  is  the  amazingly  large  amount  of  substandard  housing  that 
"our  cities  have  been  subsidizing  unwittingly  for  years.  In  Cleveland 
there  is  the  well-known  case  of  a  small  slum  which  is  costing  the  city 
more  than  $1,700,000  in  excess  annually  of  its  tax  return,  a  sum  which 
capitalized  at  6  percent  would  build  about  6,000  houses  costing 
$5,000.  In  Chicago,  $3,200,000  was  paid  out  a  few  years  ago  to  provide 
services  for  but  one  of  its  larger  blighted  areas.  This  amount  included 
the  cost  of  schools,  police  and  fire  protection,  public  health,  prisons, 
street  cleaning,  paving,  lighting,  and  the  like.  Three  years  after  the 
taxes  were  due,  $586,000  had  been  collected.  Cost  of  the  area  to  the 
taxpayers  of  Chicago*  was  five  times  the  income.  Mr.  Parker  testified 
that  in  one  slum  area  of  Boston  the  cost  of  operation  to  the  taxpayer 
was  10  times  the  income.  It  is  an  open  question  whether  education 
and  some  of  the  other  services  mentioned  should  not  be  financed  on 
ability  to  pay.  If  so,  property  taxes  that  are  passed  on  to  the  small 
home  owner  and  renter,  for  certain  purposes  anyway,  are  clearly 
contrary  to  sound  principles  of  taxation. 

In  California,  in  the  city  of  Los  Angeles,  a  recent  study  showed  that 
a  considerable  portion  of  the  allowances  for  rent  given  to  relief  clients 
was  utilized  for  illegal  housing.  In  fact,  when  the  rent  allowance  was 
raised,  the  spectacle  was  presented  of  rents  being  raised  by  identical 
amounts  almost  at  the  same  time.  After  careful  studies  made  by 
various  civic  groups,  including  the  city  planning  commission,  had 
established  the  fact  that  Los  Angeles  could  lower  the  cost  of  relief 
considerably  by  building  new  houses  of  the  type  which  relief  clients 
required,  it  proceeded  to  do  so.  Certainly  it  seems  elementary  that  if 
cities  are  subsidizing  housing,  they  ought  to  subsidize  not  slums  that 
require  reclamation  or  demolition,  but  housing  meeting  the  elementary 
biological  requirements  of  their  citizens. 

Finally,  a  brief  commentary  on  the  subject  of  plans.  Obviously, 
there  is  no  single  panacea  which  will  work.  The  problem's  complexities 
and  the  solutions  required  are  various.  In  fact,  they  are  as  various  as 
the  economic  problems  which  are  mirrored  in  housing. 

The  first  suggestion  seems  fairly  obvious  inasmuch  as  it  follows 
inevitably  from  the  proposition  that  housing  problems  are  local 
problems.  Solutions  therefore  lie  in  no  inconsiderable  part  within 
the  power  of  local  governments.  It  is  a  curious*  fact  that  govern- 
ments have  been  singularly  loath  to  utilize  the  powers  they  already 
have,  to  utilize  the  leverage  of  their  present  activities.  Governments 
have  been  slow  to  put  the  housing  .needs  of  their  citizens  ahead-of  local 
pressure  groups,  real-estate  interests,  and  the  like.  An  enforcement 
of  the  rules  of  sanitation,  of  the  police  power  in  demolishing  unsuitable 
housing,  and  in  requiring  modernization  of  areas  that  can  be  re- 
claimed, a  readjustment  of  the  basis  of  workers'  wages,  particularly 
those  on  governmental  contracts  with  less  attention  given  to  the 
standard  rate  and  more  given  to  the  annual  wage,  establishment  of  a 
rational  basis  for  land  utilization  and  vrluation,  a  more  just  distribu- 
tion of  the  tax  burden,  decrowding  acts-  all  these  lie  clearly  within 
the  power  of  local  government. 

Assistant  Administrator  Miles  Colean  of  the  Federal  Housing 
Administration  has  ppinted  out  that — In  the  melancholy  regularity 
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of  speculative  subdividing,  local  governments  permit  their  citizens  to 
suffer  greater  regimentation  than  any  proponent  of  large  scale  planning 
would  even  think  of  imposing.1 

To  remedy  this  situation  local  governments  might  hasten  the  rever- 
sion of  tax  delinquent  lands,  make  the  pooling  and  replotting  of 
individual  holding  compulsory  in  aggravated  cases  of  unwise  sub- 
dividing, and  establish  a  metropolitan  land  reserve  as  a  check  on 
speculation  and  a  guarantee  of  the  future  of  adequate  parks,  play- 
grounds, and  new  housing  areas. 

Moreover,  it  seems  clear  that  one  of  the  most  important  steps  to  the 
development  of  lower-cost  housing  will  be  that  of  coalescing  and 
integrating  the  bundle  of  industries,  crafts,  and  enterprises  euphemis- 
tically called  a  home-building  industry.  One  device  of  importance, 
at  least  in  large  urban  areas,  is  that  of  encouraging  the  formation  of 
large  building  companies.  Such  companies  might  build  for  sale  and 
for  rent,  taking  full  advantage  of  all  that  our  industrial  technics 
have  developed  in  the  way  of  efficiency  through  mass  production. 
They  might  carry  on  their  operations  independently  of  the  vagaries  of 
single  local  markets.  In  such  an  integrated  industry  with  its  possi- 
bilities of  greatly  increased  productive  capacity  all  the  enterprises, 
all  the  workers,  and  all  the  capital  associated  in  the  present  chaos  and  a 
great  deal  more  might  be  readily  absorbed  and  provided  with  con- 
tinuous employment. 

Mr.  Frank.  That  would  make  possible  the  adjustment  of  wage 
rates,  too,  which  are  frequently  artificial? 

Dr.  Kreps.  Yes;  which  would  be  beneficial  to  labor,  to- industry, 
and  to  the  economy. 

Such  has  been  the  development  in  other  countries,  notably  in 
Great  Britain.  There  it  is  realized  that  people  of  low  incomes  re- 
quire not  unsuitable  hand-me-downs  but  special  housing  adapted  to 
their  needs.  Large  companies  have  been  formed  which  integrate  the 
operations  of  large  housing  projects  from  the  initial  survey  of  the 
site  to  the  renting  of  the  finished  homes.  Dr.  Ernest  Fisher,  director 
of  the  research  staff  of  F.  H.  A.,  reports  that  one  large  firm  has  devel- 
oped 26  housing  estates  in  the  last  10  years  and  marketed  a  total  of 
30,000  houses.  The  actual  building  operations  are  executed  on  a 
large  scale  with  houses  built  inside  of  10  weeks  in  groups  of  50  or  100. 
The  houses  so  built  sell  for  about  $2,250  with  a  land  cost  of  about  $270. 

It  is  interesting  yet  disquieting  to  note  that  most  of  the  plans  now 
current  imply  increased  governmental  aid,  whether  it  be  yield  insur- 
ance, or  governmental  absorption  of  risk,  or  governmental  provision 
of  utilities  and  other  developmental  expenses  or  highly  attractive 
governmental  loans  for  remodeling.  Needless  to  say,  the  solutions 
which  finally  solve  are  those  whereby  houses  are  built  by  competitive 
private  enterprise  at  a  profit,  not  only  in  sufficient  numbers  but  of  a 
type  and  quality  adapted  to  the  needs  and  pocketbooks  of  all  strata 
of  our  population. 

To  recapitulate:  Housing  problems  are  phases  of  the  great  un- 
solved problems  of  our  modern  economy.  Housing  problems  are 
legion  in  number.  Housing  problems  are  local  problems.  Hin- 
drances to  better  housing  vary  with  each  locality  and  remedies  will,  at 
least  in  their  application,  likewise  be  predominantly  local.  As  a  basic 
program  city  by  city  something  like  the  following  has  been  suggested 

'  "Facing  the  Facts  on  Housing,"  Harper's  Monthly  Magazine,  March  1937,  p.  427. 
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by  a  number  of  groups  including  the  United  States  Chamber  of  Com- 
merce: 

1.  Estimate  25-year  population  growth  of  the  city  and  its  environs. 

2.  Estimate  land  use  needs  of  industry,  commerce,  and  residences 
for  the  next  25  years. 

3.  Revise  the  zoning  ordinances. 

4.  Eliminate  inappropriate  uses  of  land,  especially  residential. 

5.  Determine  desirable  distribution  of  housing  with  view  to  access 
to  work. 

6.  Estimate  housing  needs  for  income  groups  and  appraise  present 
adequacy. 

7.  Control  new  land  subdivision. 

8.  Revise  building  codes. 

9.  Revise  housing  codes. 

10.  Revise  tax  structures  so  as  to  get  right  use  of  land. 

11.  Enact  minimum  housing  standards  and  decrowding  ordinances. 

12.  Condemn  obsolete  structures  unsafe  and  unfit  for  human 
occupancy. 

13.  Repair,  modernize  and  reclaim  buildings  not  yet  obsolete. 

14.  Divide  residential  areas  into  neighborhood  units. 

15.  Build  neighborhood  units  as  planned  communities  maintained 
and  operated  as  if  by  a  single  ownership,  either  through  limited  divi- 
dend companies  or  other  soundly  organized  corporations. 

Mr.  Frank.  Those  suggestions  are  all  in  addition  to  devices  that 
have  meant  the  utilization  of  money  at  low  rates  of  interest  and  the 
bringing  down  of  material  prices  in  some  manner? 

Dr.  Kreps.  Yes;  they  represent  the  thutrjs  that  can  be  done  locally 
to  supplement  the  two  really  important  things  which  the  Federal 
Government  should  do:  Continue  lowering  the  rate  of  interest  and 
initiate  vigorous  anti-trust  action. 

Basically,  the  problem  of  adequate  housing  is  that  of  securing  indus- 
trial and  farm  prosperity,  of  lifting  consumer  incomes  to  the  level  of 
the  prices  of  building  materials  and  housing  costs.  Caution  should 
be  exercised  lest  we  blindly  subsidize  what  now  exists,  and  ignore 
such  facts  as  the  migration  of  industries  and  of  populations,  the  growth 
of  urbanism  and  other  factors  that  are  likely  to  change  our  housing 
needs  in  specific  localities  25  years  hence.  Houses  now  being  built 
are  not  only  supposed  to  last  but  are  financed  for  a  period  as  long  as 
60  years. 

Finally,  while  prosperity  stimulates  new  housing,  new  housing  will 
likewise  stimulate  prosperity.  If  possible,  equilibrium  between  in- 
comes, costs,  and  carrying  charges  of  housing  should  be  secured  at  a 
high  level,  not  a  low  level.  Equilibrium  is  of  course  possible  at  any 
one  of  a  number  of  levels.  What  is  required  for  a  high  standard  of 
housing  is  equilibrium  at  a  high  level  of  activity.  The  central  problem 
now  is  that  of  breaking  the  pathological  balance  that  prevails  at  a  low 
level  with  idle  capital  piled  up  in  the  banks,  idle  labor  on  the  relief 
rolls,  and  materials'  industries  operating  at  less  than  half  of  capacity. 
Contrary  to  what  may  be  the  prospect  in  other  lines  of  investment, 
that  of  investment  in  durable  consumers  goods  and  particularly  in 
housing  is  excellent. 

A  study  of  the  cyclical  fluctuations  of  the  housing  industry  shows- 
that  periods  of  low-interest  rates  are  followed  bv  greater  activity  in 
home  building.    If  the  interest  rate  were  lowered  still  further,  borrow- 
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ing  of  money  would  be  more  attractive  and  less  burdensome  to  home 
owners  and  to  those  who  provide  housing  for  renters.  More  houses 
would  be  built.  The  largest  life-insurance  companies  and  some  of  the 
savings  and  loan  institutions  in  the  country  are  already  going  into  the 
equity  financing  of  rental  housing  and  discovering  that  thereby  they 
de  facto  have  a  more  certain  income  than  in  the  old  days  of  mortgage 
boom  and  bust.  This  may  well  be  a  highly  successful  first  step,  but 
many  other  advances  will  be  required.  The  housing  tangle  will  need 
for  its  unraveling  the  unstinted  effort  and  collective  intelligence  of  all 
the  varied  national  and  local  interests  involved,  both  public  and  pri- 
vate. But  it  will  absolutely  demand  the  coordinated  action  of  local 
governments  and  of  private  enterprise. 

The  Chairman.  Thank  you  very  much,  Dr.  Kreps. 

Have  you  any  other  witnesses? 

Mr.  O'Connell.  I  have  none,  Mr.  Chairman. 

The  Chairman.  Then  this,  I  take  it,  brings  to  a  close  the  presen- 
tation of  construction. 

Mr.  O'Connell.  It  does. 

The  Chairman.  Well,  I  think  that  the  record  should  not  terminate 
without  expression  on  behalf  of  the  committee  of  appreciation  for  the 
work  done  by  the  staff,  particularly  that  done  by  Mr.  Peter  Stone  in 
gathering  together  the  material  and  Mr.  O'Connell  for  the  splendid 
presentation  of  it.  We  are  all  very  appreciative  of  what  you  have 
both  done 

The  committee  will  stand  in  adjournment  until  the  call  of  the  Chair. 

(Whereupon,  at  5:37  p.  m.  the  committee  adjourned,  subject  to  the 
call  of  the  chairman.) 
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Exhibit  No.  828 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  43381 

Construction  employment  ' 

[I"n  thousands  of  persons] 


Month 

1925 

1926 

1927 

1928 

1929 

1930 

1931 

January 

February 

March _. .. 

April 

1,149 
1, 158 
1,321 
1,588 
1,788 
1,914 
2,008 
2,070 
2,015 
1,915 
1,745 
1,455 

1,276 
1,211 
1,379 
1,645 
1,847 
1,978 
2,068 
2,139 
2,081 
1,985 
1.761 
1,483 

1,348 
1,283 
1,458 
1,739 
1,960 
2,102 
2,210 
2,262 
2,215 
2,113 
1,877 
1,561 

1,394 
1,338 
1,523 
1,824 
2,054 
2,206 
2,315 
2,394 
2,318 
2,207 
1,968 
1,627 

1,415 
1.300 
1,368 
1,615 
1,823 
1,924 
2,131 
2,190 
2,134 
2,110 
1,930 
1,582 

1,293 
1,210 
1,272 
1,457 
1,625 
1,745 
1,839 
1,874 
1,816 
1,737 
1,516 
1,215 

959 

937 

1,015 

1,218 

1,369 

June 

July  ....: 

1,492 
1,541 

August 

September 

October 

1,558 
1,495 
1,401 
1,216 

December 

1,007 

Average 

1,677 

1,738 

1,846 

1,931 

1,799 

1,550 

1,267 

Month 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

850 

791 

779 

885 

961 

1,026 

1,097 

1,134 

1,156 

1,143 

1,052 

839 

703 
656 
701 
757 
851 
933 
912 
934 
950 
996 
985 
850 

710 

667 

690 

811 

974 

1,072 

1,100 

1,113 

1,072 

1,038 

980 

829 

720 

683 

730 

895 

1,022 

1,092 

1,130 

1,162 

1,111 

1,081 

991 

880 

772 
740 
901 
1,108 
1,354 
1,503 
1,549 
1,598 
1,581 
1,541 
1,439 
1,257 

1,002 
956 
983 
1,072 
1,231 
1,281 
1,330 
1,358 
1,335 
1,319 
1,200 
1,006 

854 

831 

975 

April ._ .. 

989 
1,102 

1,141 

July 

1,192 

1,220 

1,236 

1,280 

November.. 

1,244 
1,135 

Average 

976 

852 

922 

958 

1,279 

1,174 

1092 

1  Includes  all  contract  construction,  state  road  maintenance  and  Federal  force  account. 

Source:  Bureau  of  Labor  Statistics. 

SF-6-26-39. 
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[Chart  based  on  following  statistical  data  appears  in  text  on  p  4938] 

Chart  on  Employment  in  the  Durable  and  Nondurable  Goods  Groups  is  based  on  the 
following  Statistical  Data 


[1923-25  Average^ 

=  100] 

Year  and 
Month 

Durable 
Qoods 
Group 

Nondur- 
able Qoods 
Group 

Year  and 
Month 

Durable 
Goods 
Group 

Nondur- 
able Goods 
Group 

Year  and 
Month 

Durable 
Goods 
Group 

Nondur- 
able 
Goods 
Group 

1923 

Jan 

Feb 

Mar 

Apr 

97.7 
101.0 
103.6 
105.6 
106.6 
107.4 
106.1 
105.8 
105.4 
•104.  6 
103.7 
101.6 

102.6 
103.9 
105.6 
104.6 
104.0 
104.1 
103.2 
103.8 
105.2 
103.3 
101.8 
100.7 

1924 

Jan 

Feb 

Mar 

Apr... 

Ma 

100.6 
102.6 
103.8 
103.4 
99.3 
94.8 
90.7 
90.6 
91.4 
92.8 
92.5 
94!3 

99.6 
100.9 
100.2 
97.1 
94.5 
92.8 
90.6 
93.2 
96.9 
97.0 
96.4 
97.7 

1925 

Jan 

Feb 

Mar ,.. 

Apr... 

May 

Jun._ 

Jul 

95.3 

97.3 
98.7 
99.9 
100.1 
99.2 
97.9 
98.7 
100.1 
102.0 
102.3 
102.2 

97.8 
99.3 
99.7 
98.4 
97.1 

Jun 

Jul 

Jun 

July 

Aug. 

Sep 

Oct 

Nov 

Dec 

97.7 
98.7 

Aug 

Sep 

Oct 

Nov 

Dec 

Aug. 

Sep 

Oct 

Nov 

Dec. 

101.3 
103.7 
103.2 
102.2 
101.4 

5461 
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Chart  on  Employment  in  the  Durable  and  Nondurable  Goods  Groups  is  based  on  the 
following  Statistical  Data — Continued 

[1923-25  Average  =100] 


Year  and 
Month 

Durable 
Goods 
Group 

Nondur- 
able Goods 
Group 

Year  and 
Month 

Durable 
Goods 
Group 

Nondur- 
able Goods 
Group 

Year  and 
Month 

Durable 
Goods 
Group 

Nondur- 
able 
Goods 
Group 

1926 

1930 

1935 

Jan._ 

101.3 

100.7 

Aug. 

83.7 

95.3 

Jan 

74.7 

98.0 

Feb— 

102.9 

101.1 

Sep. 

82.3 

98.6 

Feb 

78.6 

100.0 

Mar 

103.9 

101.2 

Oct 

80.9 

96.2 

Mar 

80.6 

101.1 

\pr. - 

104.3 

99.4 

Nov 

78.1 

92.3 

Apr 

81.7 

100.  5 

A&y 

103.7 

98.0 

Dec. 

75.7 

89.9 

May 

81.2 

98.3 

Jun 

103.2 

98.5 

Jun ."... 

78.9 

97.2 

Jul ... 

101.8 
103.0 

97.7 
100.7 

,  1931 
Jan 

72.3 

87.5 

Jul. 

Aug _. 

79.0 
80.6 

98.2 

Aug 

102.2 

Sep 

103.5 

104.4 

Feb. 

72.  4" 

88.7 

Sep 

81.5 

105.  5 

Oct 

103.0 

104.2 

Mar 

72.5 

89.5 

Oct 

85.5 

104.  5 

Nov 

100.8 

102.4 

Apr _ 

72.6 

89.4 

Nov 

86.7 

102.0 

Dec 

98.6 

101.9 

May 

Jun. 

71.9 
69.8 

88.9 
87.4 

Dec 

86.3 

101.3 

1927 

Jul.... 

67.1 

87.8 

1936 

Jan 

96.0 

101.1 

Aug _. 

65.8 

89.6 

Feb: 

97.9 

102.3 

Sep.. 

65.0 

90.9 

Jan 

84.6 

99.2 

Mar 

99.1 

102.6 

Oct.. 

62.2 

88.1 

Feb 

84.4 

99.6 

Apr 

99.3 

101. 2 

Nov 

60.6 

84.3 

Mar 

86.0 

100.  5 

May 

99.2 

100.0 

Dec 

60.2 

83.2 

Apr 

88.5 

100.6 

Jun 

98.2 

101.1 

May 

90.6 

100.0 

Jul 

95.8 
96.4 
95.9 

101.2 
103.3 
106.2 

1932 
Jan 

58.1 

81.4 

Jun 

Jul 

91.4 
91.7 
91.9 

100.1 

102.2 

Sep.. 

Aug 

107.  5 

Oct 

95.2 

104.9 

Feb. 

58.8 

83.0 

Sept 

93.0 

110.4 

Nov 

92.9 

102.8 

Mar 

57.5 

82.1 

Oct 

96.7 

109.3 

Dec 

91.5 

101.3 

Apr... 

55.5 

7.9.5 

Nov... 

98.7 

107.6 

May 

54.0 

75.9 

Dec 

100.5 

108.0 

1928 

Jun 

52.5 

73.4 

90.3 
92.8 

100.1 
101.3 

Jul.. 

50.1 
48.9 

71.5 
75.9 

1937 

Feb 

Aug.__ 

Mar 

94.9 

101.3 

Sep -. 

49.2 

82.2 

Jan __ 

97.9 

107.3 

Apr 

96.1 

99.4 

Oct 

"49.6 

83.9 

Feb 

101.2 

109.3 

May 

97.7 

98.0 

Nov. 

50.0 

81.8 

Mar 

104.8 

110.5 

Jun. 

98.2 

98.7 

Dec 

49.6 

79.8 

Apr 

107.4 

110.1 

Jul... 

97.4 

99.4 

May 

109.0 

108.9 

Aug 

99.9 

10?  2 

1933 

Jun 

107.  5 

107.  5 

Sep 

101.3 
101.6 

105.1 
105.  4 

Jan 

47.7 

78.1 

Jul ...  . 

107.8 
107.  0 

108.2 

Oct _ 

Aug 

111.1 

Nov..   

101.0 

104.1 

Feb 

48.6 

80.' 1 

Sep 

106.3 

111.5 

Dec 

100.6 

103.6 

Mar. 

46.8 

77.0 

Oct 

106.6 

107.8 

Apr 

47.9 

79.1 

Nov _ 

100.8 

101.4 

1929 

May. 

50.9 

82.0 

Dec 

91.7 

97.2 

Jan 

101.0 

102.3 

Jun. 

55.3 

87.1 

Feb... 

103.9 

104.3 

Jul 

59.8 

91.8 

1938 

Mar 

105.9 

105.0 

Aug 

65.0 

97.0 

Apr 

108.  0 

105.4 

Sep. 

68.3 

100.8 

Jan 

81.7 

93.7 

May 

109.3 

103.9 

Oct 

68.0 

100.3 

Feb 

80.1 

95.9 

Jun... 

109.  3 

104.4 

Nov 

66.1 

95.6 

Mar 

79.3 

95.8 

Jul... 

109.2 
110.3 

105.  6 
108.2 

Dec 

65.8 

92.5 

Apr _ 

May 

77.0 
75.0 

94.0 

Aug 

'  91.5 

Sep 

109.8 

110.8 

1934 

Jun __. 

72.4 

90.3 

Oct 

107.7 

110.2 

Jan 

65.2 

91.7 

Jul 

70.3 

92.9 

Nov 

102.  S 

106.6 

Feb 

69.6 

97.0 

Aug 

71.7 

•99.0 

Dec 

97.6 

103.6 

Mar. 

73.8 

99.9 

Sep. 

75.3 

101.7 

Apr. 

77.0 

100.0 

Oct 

79.0 

99.4 

1930 

May 

78.8 

98.8 

Nov 

82.1 

98.4 

Jan 

94.8 

101.4 

Jun .. 

78.1 

97.1 

Dec 

83..  1 

98.8 

Feb 

95.3 
95.1 

101.2 
100.5 

Jul.... 

75.7 
73.6 

96.4 
100.6 

193S 

Mar 

Aug 

Apr 

94.9 

99.6 

Sep 

71.5 

95.0 

May.. 

93.8 

97.4 

Oct 

70.2 

100.9 

Jan 

81.6 

97.1 

Jun. 

90.8 

96.3 

Nov. 

69.8 

98.0 

Feb_ 

82.6 

98.4 

Jul 

86.3 

94.3 

Dec 

72.3 

98.3 

Mar 

83.5 

98.9 
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Exhibit  No.  830 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4939] 
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Chart  on  Employment  and  Pay  Rolls  in  the  Millwork  Industry  Is  Based  on  the 
Following  Statistical  Data 

[1923-25  =  100] 


Month  and  year 


January — 
February.-. 

March 

April 

May i. 

June 

July- 

August 

September. 

October 

November. 
December.. 


January — 
February... 

March. 

April. 

May 

June. 

July 

August 

September. 

October 

November . 
December . 


January 

February... 

March. 

April ; 

May 

June 

July.. 

August 

September. 

October 

November . 
December . 


1926 


January.... 
February.-. 

March 

April 

May 

June 

July 

August 

September. 

October 

November - 
December . 


1927 


January... 
February ... 

March 

April 

May 

June 

July. 

August 

September. 

October 

November. 
December. 


Employ- 
ment 


95.5 
98.8 
100.4 
102.1 
101.1 
99.3 
97.1 
97.5 
98.2 
98.3 
97.4 
99.3 


98.9 
101.1 
101.8 
103.8 
102.8 
102.8 
105.1 
.106.2 
107.3 
108.2 
107.8 
108.5 


105.6 
105.8 
106.8 
104.4 
103.2 
102.9 
102.7 
102.7 
101.4 
101.0 
99.5 
96.1 


93.5 
92.0 
91.3 
92.1 
92.0 
92.9 
92.2 
92.2 
90.4 
88.5 
86.4 
85.2 


Pay 
Roll 


84.6 
86.4 
90.5 
96.5 
98.6 
101.0 
98.9 
97.2 
96.6 
98.7 
99.0 
99.6 


93.2 

99.2 

102.0 

104.7 

103.3 

102.6 

96.2 

98.7 

96.4 

99.7 

96.0 

99.0 


95.9 
101.6 
101.7 
103.5 
104.8 
105.7 
105.7 
108.4 
104.5 
111.2 
108.9 
109.8 


101.9 
105.6 
107.6 
104.1 
104.6 
105.5 
100.8 
105.0 
101.7 
103.7 
101.1 
97.7 


89.4 
89.5 
90.2 
92.4 
94.2 
94.7 
91.2 
94.7 
90.1 
89.8 
85.5 
84.6 


Month  and  Year 


January 

February... 

March. 

April 

May 

June 

July 

August 

September. 

October 

November  . 
December. . 


January 

February... 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December. 


January — 
February... 

March 

April 

May -. 

June 

July 

August. — 
September  . 

October 

November- 
December.. 


January 

February... 

March 

April. 

May 

June 

July 

August 

September. 

October 

November- 
December. 


January 

February... 
March.:... 

April 

May 

June 

July 

August 

September  . 

October 

November- 
December.. 


Employ- 
ment 


83.7 
84.1 
84.5 
86.6 
88.2 
88.9 
89.1 
90.1 
88.4 
85.9 
86.7 
83.9 


84.6 
85.0 
87.4 
88.2 


88.7 
88.4 
85.6 
81.4 
76.0 
71.7 


70.1 
71.2 
69.1 
68.9 
69.1 
67.1 
64.0 
62.0 
58.3 
58.9 
57.6 
56.9 


53.2 
54.3 
54.4 
54.5 
55.2 
53.4 
52.0 
51.4 
48.0 
46.4 
46.1 
44.8 


41.6 
39.6 
38.7 
36.8 
36.3 
34.7 
33.0 
32.7 
32.  5 
32.1 
31.7 
30.8 


Pay 
Roll 
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CONCENTRATION  OP  ECONOMIC  POWER 


Chart  on  Employment  and  Pay  Rolls  in  the  Millwork  Industry  Is  Based  on  the 
Following  Statistical  Data — Continued 

[1923-25=100] 


Month  and  year 


1933 

January 

February 

March 

April 

May.. -. 

June 

July 

August.. 

September 

October 

November 

December - 

1934 

January 

February 

March. 

April 

May 

June 4. 

July 

August. _ 

September 

October 

November 

December.. 

1935 

January 

February... 

March.. 

April 

May. 

June 

July 

August. 

Septfmber 

October 

November. - 

December 

1936 

January.. 

February 


Employ- 
ment 


28.3 
28.8 
26.3 
28  0 
30.3 
33.3 
37.2 
38.4 
38.fi 
37.5 
36.  1 
35.4 


32.8 
34.4 
35.4 
36.8 
38.3 
38.3 
36.2 
36.8 
37.4 
37.6 
38.9 
38.3 


37.5 
39.0 
40.4 
41.8 
43.0 
43.1 
45.7 
49.3 
52.0 
51.5 
50.7 
49.2 


47.9 
48.2 


Pay 
Roll 


14.8 
14.3 
12.4 
14.5 
16.6 
19.2 
21.8 
22.9 
23.2 
22.6 
21.2 
21.1 


19.2 
19.9 
20.8 
22.0 
23.4 
23.0 
21.1 
22.1 
22.2 
22  9 
23.6 
23.2 


21.1 
23.0 
24.2 
25.6 
27.0 
28.1 
30.6 
34.6 
37.4 
38.4 
36.3 
35.7 


33.3 
33.2 


Month  and  Year 


1936 

March 

April.. 

May.- 

June 

July 

August 

September 

October 

November 

December 

1937 

January. 

February 

March 

April 

May - 

June 

July - - 

August..- 

September 

October 

November 

December.. 

1938 

January 

February — 

March. .-.. 

April 

May ..'. 

June.. 

July 

August 

September 

October... 

November 

Decern  ber...., 

1939 

January 

February... 

March 


Employ- 
ment 


49.5 
50.9 
52.  2 
54.2 
54.2 
57.1 

57.  6 

58.  8 

58.  8 

59.  5 


59.  3 
60. 6 
02.3 
63.  5 
63.1 
63.  3 
63.  1 
62.9 
61.2 
59.  7 
56.  4 
52.  5 


48.4 
50.  5 
50.  7 
49.9 
48.7 
49.7 
50.  9 
52.  8 
54.0 
54.0 
54.9 
54.0 


53.0 
53.  3 
53.  4 


Pay 
Roll 


36.2 
37.2 
39.4 
41.6 
40.0 
44.2 
43.9 
47.3 
47.0 
48.1 


44.7 
47.9 
50.  0 
52.8 
52.1 
54.  6 
52. 0 
53.2 
50.  5 
49.1 
43.9 
40.6 


34.7 
38.0 
39.5 
38.  6 
39.5 
40.3 
41.6 
45.6 
45.5 
46.0 
44.5 
44.6 


42.7 
43.5 
43.7 


CONCENTRATION  OF  ECONOMIC  POWER  54(55 

Exhibit  No.  831 

[Chart  based  on  following  statistical  data  appears  In  text  on  p.  4939] 

Chart  on  Employment  and  Pay  Rolls  in  the  Sawmill  Industry  is  Based  on  the  Following 

Statistical  Data 

[1923-25  =  100] 


Month  and  Year 


1923 

January 

February  .v 

March.. 

April 

May_. 

June. 

July 

August 

September .. 

October 

November. 

December 

1924 

January 

February 

March  .  

April 

May 

June 

July 

August  .... 

September 

October 

November 

December 

1925 

January 

February _. 

March 

April.... 

May 

June 

July. .: 

August  ._■ 

September 

October 

November 

December 

1926 

January... 

February 

March __ 

April 

May... 

June 

July 

August 

September 

October. _. 

November 

December .. 

1927 

January 

Februaiy 

March 

April 

May.. _. 

June. 

July... 

August 

September 

October 

November 

December  ...>.. .. 


Employ- 
ment 


99.7 
102.0 
104.3 
107.3 
108. 1 
107.3 
107.4 
lOfi.  0 
104.fi 
101.fi 


98.0 
100.0 
99.fi 
101.1 
102.0 
99.6 
98.2 
98.0 
98.2 
98.5 
97.1 
95.4 


94.7 
96.2 
95.2 
97.9 
98.8 
100.5 
99.3 
98.7 
99.8 
98.8 
96.8 
94.8 


92.3 
92.0 
92.4 
96.6 
98.3 
99.3 
98.7 
99.1 
97.0 
95.4 
93.7 
91.5 


86.8 
85.5 
85.3 
85.7 
88.0 
88.3 
88.0 
88.5 
88.7 
87.2 
85.3 
81.4 


Pay  Roll 


85.8 
88.5 
93.2 
98.5 
105.1 
109.8 
109.0 
108.3 
108.6 
108.8 
108.8 
105.6 


95.3 
101.6 
102.5 
104.0 
104.6 
103.2 
95.8 
95.0 
98.0 
98.2 
96.1 
95.5 


88.6 
95.3 
97.3 
98.1 
100.5 
104.0 
99.7 
97.6 
101.5 
101.4 
98.6 
97.2 


87.8 
92.6 
93.0 
96.0 
99.3 
101.9 
97.4 
100.2 
100.1 
100.3 
97.5 
93.2 


84.1 
85.9 
87.5 
86.5 
91.9 
92.6 
89.0 
91.1 
92.6 
92.3 
90.0 
84.9 


Month  and  Year 


1928 

January 

February 

March. 

April 

May 

June 

July 

August 

September 

October 

November 

December 

1929 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November. 

December 

1930 

January 

February 

March 

April 

May . 

June 

July 

Aueust  

September 

October 

November 

December 

1931 
January 

February 

March. 

April 

May 

Tune _ 

July 

August 

September 

October 

November. 

December.. 

1932 

January 

February 

March.  - 

April '.. 

May 

June. 

July..  

Aueust 

September 

October 

November 

December 


Employ- 
ment 


78.8 
78.8 
81.2 
83.4 
84.4 
86.3 
85.1 
87.2 
87.8 
87.6 
87.2 
84.9 


82.3 
82.  fi 
83.9 
87.3 
89.  5 
91.0 
91.2 
92.9 
91.4 
89.0 
87.2 
83.7 


77.8 
75.  0 
75.  7 
75.  2 
74.6 
72.1 
67.8 
64.5 
fil.l 
59.7 
56.  0 
51.8 


46.  6 
45.4 
43.9 
44.3 
44.3 
43.8 
41.4 
40.3 
38.9 
37.6 
35.  6 
31.4 


30.2 
29.8 
29.7 
30.8 
31.1 
31  7 
31.4 
31.7 
32.7 
34.0 
33.8 
33.0 


Pay  Roll 


77.3 
79.8 
84.1 
86.7 
89.6 
90.1 
87.9 
89.8 
91.3 
92.2 
90.6 
87.1 


79.9 
82.5 
84.7 
90.  1 
94.6 
94.1 
95.  6 
95.  5 
97.2 
95.6 
91.2 
87.8 


75.  5 
74.3 
79.3 
79.7 
79.1 
76.5 
67.2 
61.0 
60.3 
58.3 
52.3 
46  9 


38.6 
38.  1 
38.3 
36.8 
38.3 
*38.0 
34.7 
33.0 
32.  I 
28.9 
25.4 
20.7 


17.8 
17.7 
17.8 
18.2 
18.6 
18.5 
17.8 
17.9 
18.8 
20.0 
19.6 
18.3 
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CONCENTRATION  OF  ECONOMIC  POWER 


Charl  on  Employment  and  Pay  Rolls  in  the  Sawmill  Industry  is  Based  on  the  Following 
Statistical  Data — Continued 

[1923-25=100] 


Month  and  Year 


1933 

January 

February 

March 

April 

May 

June.. 

July 

August 

September 

October 

November ; 

December 

1934 

January 

February 

March ...... 

April 

May 

June 

July-.. :. 

August 

September 

October. 

November _. 

December _ 

1935 

January 

February 

March 

April _._ 

May 

June.. 

July..  : 

Atigust 

September 

October.. 

November 

December 

1936 

January 

February 


Employ- 
ment 


31.8 
31.3 
31.2 
32.5 
34.4 
38.7 
42.2 
45.1 
47.3 
48.0 
46.8 
45.6 


42.2 
43 .7 
45.9 
48.5 
51.2 
50.2 
49.3 
50  1 
49.7 
50.6 
49.1 
47.9 


47.0 
50.0 
51.3 
53.3 
52.6 
48.3 
53.1 
57.5 
58.1 
58.4 
56.4 
54.7 


53.7 
53.9 


Pay  Koll 


17.4 
17.2 
17.1 
18.1 
19.8 
23.1 
25.8 
29.0 
32.2 
32.4 
31.0 
29.4 


25.9 
28.6 
31.2 
33.8 
36.5 
34.8 
32.1 
34.5 
34.6 
35.5 
33.9 
32.0 


31.0 
34.4 
35.8 
38.4 
33.3 
34.2 
38.2 
45.9 
47.9 
48.1 
43.8 
42.9 


41.7 
40.8 


Month  and  Year 


1936 

March.. 

April 

May 

June 

July.. 

August 

September 

October 

November : 

December 

1937 

January 

February 

March 

April... _ 

May.. 

June. 

July _ 

August 

September 

October 

November 

December.. ..... 

'  1938 

January 

February 

March. _,._ 

April 

May : 

June 

July 

August 

September 

October. 

November 

December 

1939 

January 

February 

March.. 


Employ- 
ment 


56.4 
58.5 
60.4 
60.7 
61.2 
61.6 
62.5 
62.4 
59.3 
58.1 


56.0 
57.3 
62.2 
63.8 
65.4 
66.9 
67.7 
67.5 
66.0 
63.5 
57.4 
51.6 


47.9 
48.3 
51.0 
51.0- 
51.1 
50.1 
49.8 
52.4 
53.5 
53.1 
52.3 
50.9 


49.1 
49.1 
49.1 


Pay  Roll 


46.3 
49.0 
51.9 
52.5 
49.8 
52.8 
53.8 
54.7 
49.2 
47.6 


43.6 
47.1 
56.2 
61.3 
62.3 
67.8 
62.7 
66.9 
62.6 
58.9 
48.2 
40.4 


37.5 
39.3 
44.5 
44.4 
45.4 
45.4 
41.6 
50.2 
50.6 
50.4 
46.4 
44.9 


42.4 
41.1 
42.4 


CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.  832 
IChart  based  on  following  statistical  data  appears  in  text  on  p.  4940] 
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Chart  on  Employment  and  Pay  Rolls  in  the  Cement  Industry  is  Based  on  the  Following 

Statistical  Datu 

[1923-25=100] 


Year  and  Month 


1923 

January - 

February 

March 

April 

May 

June --- 

July - 

August -. 

September 

October 

November 

December 

1924 

January 

February 

March .- 

April 

May - 

June -. 

July.. 

August 

September - 

October 

November 

December 

1925 

January 

February 

March 

ApriL 

May 

June 

July 

August 

■  September 

October 

November 

December 

1926 

January 

February 

March 

April 

May -- 

June 

July 

August. 

September 

October 

November 

December 

1927 

January. 

February 

March 

April. 

May 

June 

July ■_. 

August 

September 

October 

November....-,.. 
December... 


Employ- 
ment 


86.8 

90.4 

92.4 

95.2 

96. 

99.5 

98.7 

99.2 

98.5 

99.5 

98.0 


96.6 
96.1 
98.2 
100.5 
103.0 
102.5 
103.4 
104.1 
103.2 
101.8 
102.6 
99.4 


94.5 
92.7 
96.6 
102.5 
105.3 
107.8 
108.9 
109.8 
110.3 
109.0 
106.7 
104.4 


95.9 
94.9 
94.4 
98.2 
103.3 
106.5 
107.8 
108.3 
107.6 
106.2 
103.6 
98.4 


91.6 
89.5 
94.9 
98.6 
101.1 
103.3 
104.2 
104.2 
103.5 
100.7 
97.1 
90.6 


Pay  Rolls 


81.9 
83.7 
87.2 
89.1 
92.9 
95.3 
97.7 
100  8 
102.4 
102.8 
101.7 
99.3 


94.5 
98.6 
101.1 
104.3 
104.1 
109.0 
103.5 
106.1 
105.9 
104.8 
102.4 


85.6 
90.9 
95.6 
100.0 
104.2 
107.2 
106.9 
110.7 
109.8 
108.7 
108.7 
102.0 


86.2 
87.9 
91.3 
95.1 
102.7 
108.7 
105.1 
113.1 
108.8 
109.0 
105.1 
98.0 


88.2 
95.3 
102.6 
109.9 
108.6 
106.3 
108.2 
106.9 
105.7 
100.8 
93.4 


Year  and  Month 


1928 

January 

February 

March. 

April 

May 

June 

July 

August 

September 

October.. 

November 

December 

1929 

January 

February 

March „. 

April. 

May. 

June 

July.. 

August _ 

September 

October 

November 

December  '_ 

1930 

January 

February 

March 

April 

May.. 

June 

July •.. 

August 

Septomber 

October 

November 

December 

1931 

January 

February 

March 

April 

May 

June 

July 

August 

September... 

October : 

November 

December 

1932 

January 

•February 

March 

April 

May 

June 

July.: 

August 

September 

October ^ 

November 

December 


Employ- 
ment 


86.0 
84.3 
86.9 
90.2 
94.1 
96.9 
97.8, 
99.6 
97.1 
95.8 
93.2 
89.6 


85.6 
84.9 
87.3 
89.5 
92.4 
94.7 
95.5 
95.7 
94.4 
91.4 
88.7 
83.6 


76.0 
75.9 
82.0 
88.5 
93.2 
95.4 
91.7 
91.8 
88.3 
84.1 
77.5 
70.7 


63.1 
63.7 
67.1 
71.4 
73.8 
71.5 
71.8 
68.1 
64.5 
63.0 
58.0 
53.8 


48.6 
47.7 
47.6 
48.0 
45.8 
46.0 
45.2 
42.5 
46.8 
47.8 
45.9 
37.2 


Pay  Rolls 


89.5 
85.2 
87.9' 
95.9 
100.9 
102.1 
104.7 
106.0 
101.7 
102.0 
95.3 
91.1 


81.6 
84.1 
88.1 
92.9 
96.9 
99.9 
97.5 
100.7 
100.6 
95.8 
90.0 
86.3 


72.0 
74.8 
82.0 
91.1 
95.8 
101.9 
90.1 
90.6 
87.3 
83.7 
69.7 
62.0 


50.5 
57.1 
60.2 
65.3 
69.2 
68.4 
63.6 
59.5 
54.1 
50.8 
45.5 
38.6 


32.7 
33.0 
32.2 
31.8 
32.1 
30.9 
28.3 
27.8 
29.2 
30.1 
28.1 
21.8 


124491 — 40— pt.  11- 
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CONCENTRATION  OF  ECONOMIC  POWER 


Chart  on  Employment  and  Pay  Rolls  in  the  Cement  Industry  is  Based  on  the  Following 
Statistical  Data — Continued 

[1923-25=100] 


Year  and  Month 


1933 

January 

February 

March 

April 

May..." 

June 

July 

August 

September 

October 

November 

December 

1934 

January.. 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

1935 

January 

February 

March. 

April 

May 

June . 

July... 

August 

September.. 

October 

November.. 

December 

1936 

January 

February 


Employ- 
ment 


34.0 
33.7 
34.1 
40.2 
42.1 
48.2 
51.9 
54.9 
49.8 
43.3 
43.2 
38.7 


39.0 
45.1 
47.0 
53.9 
64.0 
65.8 
65.2 
61.8 
60.9 
57.5 
55.5 
48.6 


43.7 
44.0 
48.0 
56.1 
63.6 
66.9 
64.3 
60.4 
58.4 
59.4 
.56.  0 
51.0 


43.1 
43.1 


Pay  Rolls 


19.7 
19.7 
20.3 
22.5 
25.6 
29.8 
32.3 
36.5 
30.3 
29.2 
27.5 
23.6 


23.9 
28.3 
30.3 
38.9 
45.3 
50.3 
49.3 
44.7 
42.9 
41.1 
37.9 
31.2 


27.8 
28.4 
31.6 
39.1 
45.2 
49.3 
46.6 
44.0 
43.3 
43.0 
40.7 
38.0 


Year  and  Month 


1936 

March 

April 

May 

June 

July.... 

August. 

September 

October 

November 

December. 

1937 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October... 

November 

December 

1938 

January 

February 

March 

April 

May 

June. 

July.. 

August 

September 

October 

November 

December 

1939 

January 

February 

March 


Employ- 
ment 


50.4 
59.4 
66.3 
66.8 
68.2 
69.4 
70.4 
70.9 
69.4 
67.0 


61.7 
63.0 
68.7 
72.4 
74.1 
75.3 
75.3 
75.5 
75.5 
74.8 
71.5 
65.5 


54.3 
53.3 
57.7 
64.6 
66.7 
68.1 
70.3 
69.9 
68.0 
70.1 
67.8 
62.6 


53.4 
54.9 
60.3 


Pay  Rolls 


38.8 
46.8 
53.8 
55.6 
57.3 
59.6 
60.3 
61.3 
62.4 
58.1 


49.3 
52.0 
61.8 
67.7 
70.7 
74.2 
71.7 
76.2 
72.0 
71.4 
66.6 
57.4 


43.9 
44.2 
49.7 
58.0 
65.7 
65.  1 
66.0 
65.4 
63.4 
65.4 
63.7 
57.2 


47.0 
48.9 
55.5 


Source:  U.  S    Bureau  ui  Labor  Statistics. 
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Exhibit  No.  833 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4940] 
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Chart  on  Employment  and  Pay  Rolls  in  the  Brick,  Tile,  and  Terra  Cotta  Industry 
Is  Based  on  the  Following  Statistical  Data 

[1923-25=100] 


Year  and  Mont"h 


1923 

January 

February 

March , 

April 

May 

June 

July 

August 

September . 

October.' 

November 

December .. 

1924 

January 

February 

March 

April.. 

May 

June 

July 

August... 

September 

October 

November 

December 

1925 

January 

February 

March 

April 

May -. 

June.. 

July 

August 

September 

October 

November 

December 

1921) 

January 

February 

March.- 

April 

May.. 

June 

July ... 

August 

September, 

October 

November 

December 

1927 

January 

February 

March 

April 

May 

June... 

July 

August 

September 

October. 

November. 

D  cember 


Employ- 
ment 


84.9 
84.4 
91.3 
102.3 
106.7 
108.5 
110.0 
110.0 
108.3 
105.0 
100.2 
95.8 


87. 

94 
102. 
106. 
105. 
103 
103. 
100. 

99. 


94.9 


87. 

87. 

95. 
102. 
107. 
107. 
107. 
105. 
104. 
101. 
100. 


92.2 
91.2 
93-3 
100.1 
108.3 
110.6 
111.9 
112.6 
110.2 
105.9 
101.8 
96.2 


89.4 
87.6 
94.9 
103.4 
107.9 
108.1 
107.7 
105.2 
102.2 
97.4 
94.9 
89.0 


Pay 
Rolls 


72.9 
71..9 
82.5 
96.3 
107.3 
109.5 
107.9 
110.2 
109.5 
109.0 
103. 3 
97.2 


89.2 
90.1 
96.1 
105.9 
111.8 
111.6 
104.9 
105.6 
100.3 
102.4 
98.8 
97.0 


84.3 
87.6 
95.3 
103.3 
109.5 
109.5 
107.5 
107.8 
102.4 
103.1 
100.5 


.89.3 
89.2 
92.4 
95.9 
108.6 
112.7 
108.9 
113. 1' 
107.5 
106.2 
101.7 
95.7 


84.4 
87.5 
94.7 
101.4 
109.3 
108.1 
104.2 
103.1 
98.4 
94.2 
90.8 
84.4 


Year  and  Month 


1928 

January 

February 

March 

April 

May 

June 

July. 

August 

September .. 

October 

November 

December 

1929 

January 

February 

March... i... 

April 

May 

June 

July 

August 

September 

October. 

November 

December.. 

1930 

January.. 

February 

March.. 

April . 

May.. 

June.. 

July. 

August 

September 

October 

November 

December 

1931 

January 

February. 

March 

April 

May.. 

June. 

July 

August 

September 

October... 

November 

December 

1932 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October ■ 

November 

December 


Employ- 
ment 


81.7 
81.7 
85.8 
90.5 
96.3 
97.8 
99.0. 
99.5 
97.8 
95.1 
93.1 
89.8 


81.3 
79.0 
82.3 
90.5 

go..! 

98.8 
100.  3 
100.6 
99.5 
95.  9 
90.7 
82.  I 


08.7 
67.1 
71.3 

77.4 
80.  1 
79.8 
77.1 
75.4 
73.7 
70.0 
86. 9 
60. 0 


48.2 
48.4 
51.7 

57!  1 

57.1 
54.7 
52.2 
49.9 
45.6 
43.  5 
38.5 


32.4 
31.0 
31.3 
32.9 
33.8 
32.2 
32.0 
32.8 
32.6 
32.1 
30.8 
27.4 


Pay 
Rolls 


75.2 
75.6 
80.2" 
85.6 
92.4 
93.8 
93.0 
95.2 
92.4 
91.7 
88.5 
86.1 


73.6 
71.4 
76.6 
85.  5 
91.9 
94.2 
91.0 
93.  1 
91.2 
89.6 
83. 6 
75.1 


57. 0 
57. 4 
62.8 
69.  9 
72.2 
72.3 
64.7 
64.8 
63.9 
60.8 
S3.  (> 
47.  5 


35.  I 
37.1 
40.0 
41.8 
42.8 
41.0 
37.2 
34.8 
32.9 
29.5 
27.2 
22.9 


16.9 
16.1 
15.5 
16.5 
17.3 
15.5 
15.0 
15.7 
15.9 
15.3 
13.9 
12.4 
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CONCENTRATION  OF  ECONOMIC  POWER 


Chart  on  Employment  and  Pay  Rolls  in  the  Brick,  Tile,  and  Terra  Cotta  Industry 
Is  Based  on  the  Followina. Statistical  Data — Continued 

[1923-25=100] 


Year  and  Month 


1033 

January...': 

February 

March.. 

April 

May 

June 

July 

August 

September - 

October. 

November 

December 

1934 

January 

February 

March- 

April 

May..'.....- 

June 

July.. 

August. 

September- 

October , 

November 

December 

1935 

January 

February 

March-. 

April 

May.. 

June 

July 

August 

September.. 

October.- 

November 

December 

1936 

January 

February 


Employ- 

Pay 

ment 

Rolls 

22.8 

10.4 

23.1 

10.4 

23.1 

9.9 

25.2 

10.9 

28.4 

12.7 

32.2 

15.6 

37.7 

18.6 

40.1 

20.6 

39.5 

19.7 

36.7 

18.2 

34.4 

17.0 

32.6 

16.3 

30.1 

15.7 

31.5 

17.0 

33.4 

17.9 

38.0 

21.4 

41.5 

23.8 

43.3 

25.3 

40.5 

22.6 

40.9 

22.5 

39.7 

21.8 

39.4 

22.9 

39.8 

22.5 

37.9 

21.2 

34.9 

18.8 

36.3 

21.2 

39.0 

23.1 

39.4 

23.3 

41.8 

25.1 

45.1 

27.2 

46.2 

28.4 

47.5 

30.0 

48.0 

31.7 

49.6 

33.6 

48.8 

33.0 

48.0 

32.9 

43.9 

28.2 

,  42.6 

27.3 

Year  and  Month 


1936 

March.. 

April 

May 

June. 

July... 

August 

September 

October 

November. 

December 

1937 

January 

February... 

March 

April 

May 

June 

July 

August 

September.. 

October. 

November 

December 

1938 

January 

February 

March 

April 

May 

June.. 

July 

August 

September.- 

October 

November 

December 

1939 

January 

February 

March. 


Employ- 
ment 


46.0 
62.0 
56.5 
59.9 
60.9 
61.4 
60.7 
60.0 
60.0 
59.0 


55.2 
56.4 
59.7 
64.5 
66.6 
66.0 
65.2 
63.1 
63.3 
60.6 
55.1 
49.9 


42.8 
42.9 
43.8 
47.0 
48.4 
48.3 
48.8 
49.9 
51.2 
52.0 
52.4 
51.3 


48.9 
48.1 
49.7 


Pay 
Rolls 


31.7 
36.4 
41.6 
44.3 
44.1 
45.4 
44.5 
46.7 
46.4 
46.2 


41.0 
43.0 
48.2 
55.7 
55.6 
55.6 
52.0 
52.2 
51.6 
49.0 
40.3 
34.1 


26.9 
28.2 
28.8 
32.3 
35.7 
36.0 
35.4 
37.2 
38.6 
40.6 
39.0 
39.4 


36.7 
35.6 
37.2 


Source:  U.  S.  Bureau  of  Labor  Statistics. 


CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.  834 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4941] 
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Chart  on  Employment  and  Pay  Rolls  in  the  Structural  and  Ornamental  Metal  Work 
Industry  Is  Based  on  the  Following  Statistical  Data 

[1923-25=100] 


Month  and  Year 


January — 
February.. 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


1923 


January. .. 
February.. 

March 

April 

May 

June 

July 

August 

September. 

October 

November- 
December  . 


January . . . 
February.. 

March 

April 

May 

June 

July. 

August 

September. 

October 

November. 
December.. 


January 

February... 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


January 

February.  . 

March 

April 

May 

June.. 

July 

August 

September. 

October 

November. 
December.. 


1924 


Employ- 
ment 


94. 

95. 

99. 
100. 
102. 
108. 
105. 
112. 
111. 
109. 
108. 
104. 


101.8 
101.8 
99.1 
98.1 
98.7 
98.8 
98.2 
98.7 
98.2 
93.5 
91.5 
94.1 


93. 
93. 

91 

94. 

91). 

98. 
102. 
101. 
100. 
101. 


97. 
100. 

too. 

103. 
105. 
108. 
113. 
114. 
114. 
112. 
109 
10S. 


104.2 
104.6 
104.2 
105.3 
106.0 
107.6 
107.8 
109.8 
108.9 
106.2 
104.6 
104.1 


Pay 
Rolls 


94.6 
95.7 
100.2 
101.1 
103.3 
109.1 
107.7 
108.9 
106.7 
110.3 
106.8 
103.7 


101.2 
98.5 
99.2 
98.6 

100.8 
93.7 
96.6 
94.6 
94.3 
87.7 


91.3 
95.8 
96.5 
94.9 
101.2 
103.0 
102.9 
101.8 
98.1 
104.0 
100.3 
103.5 


95.0 
103.7 
104.6 
106.5 
109.5 

112;  6 

112.8 
116.7 
113.0 
117.0 
112.2 
115.0 


103.7 
106.5 
106.8 
104.5 
109.0 
112.5 
109.3 
116.3 
109.4 
110.6 
106.3 
110.5 


Month  and  Year 


January 

February... 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


January 

February... 

March 

April 

May 

June 

July 

August 

September- 
October 

November- 
December.. 


January . . . 
February.. 

March 

April 

May 

June 

July 

August 

September  . 

October 

November- 
December  . . 


January 

February... 

March 

April.. 

May. 

June 

July 

August 

September. 

October 

November. 
December.. 


January 

February... 

March 

April 

May.. 

June 

July 

August 

September. 

October 

November. 
December.. 


1932 


Employ- 
ment 


101.9 
102.2 
101.1 
101.4 
104.8 
107.6 
107.1 
111.2 
110.6 
109.2 
109.2 
112.1 


107.7 
107.3 
107.6 
108.0 
109.8 
111.6 
113.7 
116.1 
117.0 
115.7 
111.9 
108.3 


104.6 
101.7 
100.6 
101.6 
102.3 
103.0 
102.6 
98.7 
97.6 
94.0 
90.8 
89.5 


84.5 
81.2 
80.8 
79.2 
77.5 
76.  1 
76.9 
77.1 
74.1 
70.0 
68.0 
66.3 


62.5 
59.0 
57.5 
54.7 
51.9 
49.8 
47.0 
46.3 
44.0 
42.2 
41.1 
40.6 


Pay 
Rolls 


101.6 
105.5 
104.6 
105.5 
111.7 
113.1 
110.0 
115.7 
113.2 
118.4 
116.3 
116.5 


105.9 
108.9 
108.6 
110.8 
112.5 
113.3 
112.4 
119.3 
120.5 
121.2 
111.7 
108.8 


99.3 
98.5 
97.6 
101.8 
101.8 
101.5 
93.7 
95.6 
90.9 


71.8 
68.9 
68.4 
65.1 
65.2 
63.1 
65.4 
62.1 
58.0 
52.7 
49.fi 
47.8 


43.1 
39.0 
36.4 
34.3 
32.0 
28.1 
25.9 
25.8 
24.3 
23.9 
23.8 
21.8 
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CONCENTRATION  OF  ECONOMIC  POWER 


Chart  on  Employment  and  Pay  Rolls  in  the  Structural  and  Ornamental  Metal  Work 
Industry  Is  Based  on  the  Following  Statistical  Data — Continued 

[1923-25=100] 


Month  and  Year 


January 

February . . . 

March 

April 

May 

June 

July .. 

August 

September 

October 

November 
December. 


January 

February ... 

March 

April.. 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


January 

February... 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December . 


Employ- 
ment 


January.. 
February. 


38.4 
37.4 
37.9 
38.3 
37.8 
39.0 
42.5 
40.3 
50.9 
51.6 
50.3 
49.7 


48.8 
50.0 
51.1 
53.2 
55.7 
56.9 
50.4 
56.5 
56.3 
54.9 
55.8 
55.6 


54.1 
52.2 
53.5 
53.9 
54.6 
54.6 
55.6 
56.5 
57.3 
57.6 
57.3 
55.4 


56.1 
56.4 


Pay 

Rolls 


18.1 
16.8 
16.6 
17.9 
19.3 
20.4 
21.6 
27.2 
31.2 
33.3 
32.7 
31.3 


29.1 
30.4 
31.7 
34.0 
37.4 
38.4 
36.2 
37.2 
35.8 
36.0 
36.2 
34.2 


34.3 
32.5 
33.4 
34.2 
35  1 
34.9 
36.2 
37.7 
39.3 
39.5 
38.3 
38.6 


38.9 
38.5 


Month  and  Year 


1936 

March 

April 

May 

June 

July 

August... 

September 

October 

November 

December 

1937 

January 

February 

March 

April 

May.. 

June 

July 

August 

September 

October 

November 

December 

1938 

January 

February.. 

March _ 

April 

May 

June 

July 

August 

September 

October 

November.. 

December 

'  1939 

January 

February 

March 


Employ- 
ment 


59.5 
63.1 
67.5 
71.0 
73.7 
77.6 
78.1 
77.7 
75.9 
72.7 


73.5 
74.5 
77.0 
78.5 
79.8 
81.6 
83.6 
84.4 
85.4 
82.1 
77.8 
72.1 


66.2 
63.7 
62.0 
61.2 
59.7 
58.3 
59.1 
59.8 
60.5 
61.1 
60.7 
61.9 


61.7 
64.0 
66.2 


Pay 
Rolls 


42.9 
46.9 
52.1 
55.9 
56.7 
60.6 
61.1 
63.4 
60.6 
60.8 


58.6 
62.5 
66.8 
72.7 
72.7 
76.3 
76.2 
78.4 
77.7 
75.5 
69.0 
63.1 


54.2 
52.0 
50.6 
49.4 
48.8 
46.7 
48.8 
51.2 
49.7 
50.5 
50.1 
53.2 


51.8 
54.6 
57.6 
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Exhibit  No.  835 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4941] 

Chart  on  Employment  and  Pay  Roll  in  the  Steam  and  Hot-water  Heating  Apparatus, 

and  Steam  Fittings 

[1923-25=100] 


Year  and  Month 


1923 


January — 
February... 

March 

April 

May -. 

June 

July 

August 

September. 
October  — 
November. 
December . 


January — 
February.. 

March 

April 

May 

June 

July 

August 

September . 
October... 
November. 
December . 


January — 
February... 

March 

April 

May 

June 

July 

August 

September 

October 

November. 
December . 


January 

February. .. 

March 

April 

May 

June 

July. 

August 

September. 
October  — 
November. 
December. 


January  — 
February... 

March 

April 

May 

June 

July 

August 

September. 
October  — 
November. 
December. 


Employ- 
ment 


96.6 
98.4 
101.5 
103.4 
101.1 
99.3 
95.8 
96.8 
97.3 
97.6 
95.4 
89.7 


97. 

97. 

97. 

97. 

90. 
102. 
106. 
106. 
105 


103. 
106 

104. 

104 

102. 

103. 

100. 

103. 

103. 

102. 
09, 
95, 


95.7 
100.1 
99.5 
99.8 
99.2 
100.2 
101.0 
101.7 
103.7 
101.6 
96.6 
91.9 


Pay 
Rolls 


100.3 
102.4 
105.9 
105.5 
105.5 
105.3 
101.5 
96.4 
100.6 
102.7 
97.2 
97.0 


95.2 
103.2 
107.9 
107.8 
105.2 
100.5 
93.4 
94.2 
97.0 
100.2 
85.3 
86.6 


97.0 
104.2 
103.7 
95.1 
98.0 
94.2 
94.8 
99.9 
96.0 
109.4 
105.1 
106.2 


106.0 
108.9 
109.4 
107.1 
105.6 
109.1 
101.8 
105.9 
107.3 
107.9 
100.1 


96.8 
105.6 
104.7 
103.2 
103.4 
104.2 
100.8 
106.1 
105.5 
104.6 
93.1 
91.6 


Year  and  Month 


January  — 
February.. . 

March 

April..  .... 

May 

June 

July 

August 

September- 
October — 
November. 
December  . 


January — 
February... 

March 

April 

May 

June 

July 

August 

September. 
October — 
November. 
December  . 


January — 
February... 

March 

April 

May 

June 

July... 

August 

September. 

October 

November. 
December. 


January — 
February. 

March 

April 

May 

June 

July 

August 

September- 
October.  . .. 
November. 
December  . 


January — 
February... 

March 

April 

May 

June 

July 

August 

September. 
October  — 
November . 
December. 


1932 


Employ- 
ment 


89.4 
92.2 
93.8 
94.0 
94.4 
94.4 
90.8 
97.9 
94.0 
94.3 
90.5 
83.6 


93.0 
96.8 
95.1 
94.1 
90.8 
89.4 
85.4 
89.9 
90.8 
93.2 
92.8 
88.1 


83.0 
85.4 
83.7 
82.2 
81.0 
75.2 
72.6 
74.6 

75.  2 
75.9 

76.  1 
74.6 


73.8 
72.8 
73.0 
70.2 
68.  1 
66.7 
65.3 
63.2 
62.8 
65.  7 
63.5 
59.5 


54.8 
56.0 
54.5 
49.1 
42.5 
42.6 
41.2 
42.1 
45.1 
47.5 
49.1 
43.7 


Pay 
Rolls 


86.3 
97.2 
97.3 
94.4 
99.0 
98.5 
92.7 
101.3 
95.3 
95.9 
90.7 
84.1 


91.3 
102.4 
99.8 
96.8 
93.2 
89.6 
83.5 
89.7 
92.1 
97.6 
90.5 
«2.  6 


75.8 
80.9 
78. 0„ 
76.7 
72.7 
66.  3 
62.2 
63.2 
62.8 
65.  6 
62.  6 
61.3 


57.  8 
57.  5 
54.  2 
50.9 
47.  5 
45.2 
43.4 
42.1 
38.6 
43.6 
38.9 
35.  6 


30.7 
32.  5 
30.1 
27.7 
24.3 
24.6 
22.6 
23.1 
25.1 
28.8 
27.6 
24.2 
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CONCENTRATION  OF  ECONOMIC  POWER 


Chart  on  Employment  and  Pay  Rolls  in  the  Steam  and  Hot-water  Heating  Apparatus, 
and  Steam  Fittings- — Continued 

[1923-25  =  100] 


Year  and  Month 

Employ- 
ment 

Pay 
Rolls 

Year  and  Month 

Employ- 
ment 

Pay 
Rolls 

1933 
January 

40.5 
45.0 
39.8 
44.2 
47.7 
51.8 
55.5 
fiO.O 
62.2 
57.7 
58.6 
56.7 

55.0 
57.3 
57.8 
68.1 
59.5 
61.2 
59.0 
58.9 
59.4 
60.7 
60.6 
59.1 

67.3 
59.3 
60.3 
60.1 
61.3 
61.0 
58.5 
62.9 
66.0 
68.9 
70.1 
67.7 

65.4 
68.3 

21.8 
23.8 
21.7 
24.1 
28.5 
32.2 
34.8 
38.2 
37.9 
35.0 
34.7 
34.8 

35.4 
37.4 
38.1 
39.4 
41.0 
42.2 
40.6 
38.6 
39.8 
41.9 
41.6 
39.4 

39.4 
41.2 
41.7 
42.1 
43.1 
42.3 
39.2 
45.0 
49.2 
55.1 
52.1 
60.8 

48.7 
61.4 

1936 

69.2 
71.2 
73.4 
74.3 
74.9 
78.5 
82.2 
83.1 
83.8 
83.1 

83.8 
88.0 
90.8 
93.1 
93.2 
91.0 
87.8 
87.2 
88.4 
83.8 
75.6 
70.6 

64.6 
63.7 
64.7 
63.6 
65.1 
64.9 
67.1 
69.0 
69.8 
71.3 
69.1 
67.9 

66.8 
68.2 
69.1 

63  3 

February 

64  8 

March _ 

58  2 

April __.. 

May _ 

July... 

June 

July _._ 

August -*. 

October .. 

71.6 

September 

71  8 

October 

November . 

1937 
January 

75.  S 

1934 

February 

82.0 

January 

86  2 

February... 

92  7 

March 

April 

83  9 

May 

July ^ 

June 

78  8 

July... : 

79  4 

September 

68  3 

October 

54  0 

November 

1938 
January 

December 

47.8 

1936 

February 

46.6 

January 

March 

February 

45  9 

March 

April 

51  0 

May 

July 

June 

July 

69  0 

September 

63  3 

56.4 

November.. 

1939 
January 

December 

63.8 

1936 

February 

67.1 

January 

March 

66.2 

February 
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Exhibit  No.  836 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4942] 
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Chart  on  Employment  and  Pay  Rolls  in  the  Plumbers'  Supplies  Industry  is  Based 
on  the  Following  Statistical  Data 

[1923-25=100] 


Year  and  Month 


1931 

January 

February 

March 

April 

May.. -- 

June 

July — 

August -•--- 

September 

October 

November 

December 

1932 

January 

February 

March 

April 

May.. ... 

June 

July 

August 

September 

October 

November 

December 

1933 

January 

February 

March_ 

April 

May.. 

June 

July 

August. 

September 

October. . 

Novem!.er . 

Decern  oer 

1934 

January ... 

February '.. 

Mjrch 

April 

May 

June 

July 

August 

September 

October.. 

November ,.. 

December 

1935 

January 

February 


Employ- 
ment 


70.4 
70.3 
69.3 
65.5 
64.8 
64.9 
65.9 
64.0 
62.2 
63.4 
61.5 
58.5 


58.9 
57.1 
53.9 
52.9 
52.1 
51.4 
49.3 
47.0 
39.2 
39.7 
43.1 
34.9 


32.9 
41.6 
45.0 
40.2 
51.2 
59.9 
63.8 
63.0 
68.6 
63.4 
52.4 
49.5 


40.1 
48.2 
49.0 
47.3 
46.7 
52.6 
43.2 
41.8 
44.4 
47.2 
46.1 
49.2 


52.4 
55.7 


Pay 
Rolls 


50.7 
52.7 
50.7 
47.5 
48.6 
48.4 
51.0 
50.6 
45.1 
47.9 
42.4 
40.5 


34.8 
34.2 
31.4 
30.0 
29.9 
29.7 
24.5 
27.2 
21.7 
22.5 
25.0 
16.3 


14.9 
20.0 
25.5 
21.2 
32.8 
40.8 
38.1 
38.2 
42.0 
36.5 
26.7 
26.4 


21.3 
26.3 
27.5 
27.4 
28.4 
33.8 
28.2 
27.7 
27.2 
33.4 
33.8 
37.2 


38.3 
41.1 


Year  and  Month 


1935 

March 

April 

May 

June 

July 

August 

September / 

October... 

November.. 

December 

1936 

January 

February 

March 

April... 

May 

June. 

July 

August 

September 

October 

November 

December 

1937 

January 

February 

March 

April 

May.. .' 

June 

July 

August 

September 

October 

November 

December 

1938 

January 

February 

March 

April.. 

May 

June 

July. .,. 

August 

September-. 

October 

November 

December 

1939 

January.. 

February 

March. 


Employ- 
ment 


56.2 
56.9 
60.6 
64.1 
71.4 
74.7 
76.9 
78.6 
76.5 
75.2 


73.6 
75.1 
75.9 
75.5 
76.1 
76.3 
76.4 
77.0 
74.8 
75.9 
76.2 
77.5 


80.5 
81.2 
84.9 
84.9 
86.1 
83.9 
83.4 
84.3 
85.1 
84.3 
80.7 
71.9 


70.6 
71.3 
70.6 
70.9 
71.8 
72.5 
72.5 
73.1 
73.2 
73.1 
73.0 
72.6 


72.0 
73.7 
74.0 


Pay 
Rolls 


42.2 
43.0 
45.0 
46.7 
50.2 
56.0 
59.2 
62.3 
57.3 
58.4 


53.1 
58.5 
61.3 
58.0 
62.0 
62.4 
55.5 
61.0 
58.4 
64.7 
61.3 
68.3 


67.4 
67.6 
79.1 
77.1 
77.9 
77.0 
72.4 
77.2 
73.0 
76.5 
63.7 
55.5 


53.3 
51.6 
52.5 
54.2 
58.9 
57.6 
55.  3 
57.3 
59.6 
62.0 
54.9 
61.1 


60.7 
64.8 
63.3 


Source:  U.  S.  Bureau  of  Labor  Statistics. 
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Exhibit  No.  837 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4944] 

Value  of  Construction,  1919  to  1988 
[In  millions  of  dollars] 


Year 

Total 

Residen- 
tial 

Private 
nonresi- 
dential 

Public 
Works 

Year 

Total 

Residen- 
tial 

Private 
nonresi- 
dential 

Public 
Works 

1919 
1920 
1921 
1922 
1023 
1924 
1925 
1926 
1927 
1928 

5,916 
6,336 
6,105 
8,383 
9,643 
10,490 
11,810 
11,593 
11, 787 
11,572 

1,732 
1,439 
2,241 
3,524 
4,422 
4,713 
5,202 
4,757 
4,524 
4,255 

2,762 
3,129 
2,186 
2,783 
3,300 
3,513 
4,062 
4,366 
4,477 
4,385 

1,422 
1,714 
1,678 
2.076 
1,921 
2,264 
2,546 
2,470 
2,786 
2,932 

1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 

10, 519 
8,628 
6,109 
3,496 
3,230 
4,364 
5,068 
7,065 
8,257 
8,054 

3,010 

1,805 

1,262 

444 

392 

458 

923 

1,658 

1,719 

1,846 

4,581 
3,800 
2,232 
1,097 
936 
1,180 
1,461 
2,138 
3,341 
2,503 

2,928 
3,023 
2,615 
1,955 
1,902 
2,726 
2,684 
3,269 
3,197 
3,705 

Source:  National  Bureau  of  Economic  Research,  1919  to  1935,  and  BLS,  1936  to  1938. 


Exhibit  No.  838 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4946] 

Volume  of  Construction  from  Government  funds,  1925  to  1938 
[In  millions  of  dollars] 


Source 

1925-31 
Average 

1932-35 
Average 

1936-38 
Average 

Total 

2,404 

1,881 

2,110 

Federal. . 

222 

95 

2,087 

453 

406 

1,022 

580 

629 

901 

Source:  Construction  Analysis  Section,  W.  P.  A. 
Note— WPA,  CWA,  and  FERA  are  not  included. 


Exhibit  No.  839 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4948] 

Residential  Units  Provided  for  in  New  Nonfarm  Construction,  by  Type 
[In  thousands  of  units] 


Year 

Total 

1-family 

2-family 

Apart- 
ments 

Year 

Total 

1-family 

2-family 

Apart- 
ments 

1920 

247 

202 

24 

21 

1930 

286 

185 

28 

73 

1921 

449 

316 

70 

63 

1931 

212 

147 

21 

44 

1922 

716 

437 

146 

133 

1932 

74 

61 

6 

7 

1923 

871 

513 

175 

183 

1933 

54 

39 

4 

11 

1924 

893 

534 

173 

186 

1934 

55 

42 

3 

10 

1925 

937 

572 

157 

208 

1935 

144 

110 

6 

28 

1926 

849 

491 

117 

241 

1936..... 

276 

203 

13 

60 

1927 

810 

454 

99 

257 

1937 

286 

219 

15 

52 

1928 

753 

436 

78 

239 

1938 

347 

260 

17 

70 

1929 

509 

316 

51 

142 

Source:  National  Bureau  of  Economic  Research,  1920  to  1935  and  BLS,  1936  to  1938. 
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Residential  United  Provided  for  in  New  Nonfarm  Construction,  by  Regions 
[In  thousands  of-units] 


Year 

North- 
east 

North 
Central 

South 

West 

Year 

North- 
east 

North 
Central 

South 

West 

1920 
1921 
1922 
1923 

1924 

1925 
1926 
1927 
1928 
1929 

55 
121 
224 
278 
302 
315 
300 
301 
263 
156 

70 
109 
186 
244 
244 
252 
231 
213 
196 
140 

78 
132 
178 
194 
207 
228 
196 
185 
188 
131 

44 
87 
128 
155 
140 
142 
122 
111 
106 
81 

1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 

99 
81 
24 
18 
22 
39 
81 
82 
107 

53 
34 

11 
7 
8 
26 
54 
55 
61 

78 
59 
24 
18 
17 
58 
91 
92 
109 

56 
38 
15 
11 
8 
21 
50 
57 
70 

Source:  National  Bureau  of  Economic  Research  1920  to  1935,  and  BLS,  1936  to  1938. 


Exhibit  No.  840 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4950] 

Urban  Non-relief  Families  by  Income 


Family  Income 

Percent  dis- 
tribution, 
1935-36 

Family  Income 

Percent  dis- 
tribution, 
1935-36 

Under  $500. ._ 

7.  16 
19.89 
24.02 
18.64 

2,000  to  3,000 

18.12 

500  to  1,000 

3,000  to  5,000 

8  07 

1,000  to  1,500 

5,000  and  over 

4  10 

1,500  to  2,000. 

Source:  U.  S.  Bureau  of  Labor  Statis 

tics. 

Exhibit  No.  841 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4952J 

Family  Income 


Percent  Distribution  by  Income  Size 

Under 
$500 

$500  to 
$1000 

$1000  to 
$1500 

$1500  to 
$2000 

$2000  to 
$3000 

$3000  to 
$5000 

$5000  And 
Over 

3.2 
3.8 
5.3 

2.8 

11.6 
14.2 
21.1 
17.3 

21.5 
24.6 
22.4 
32.7 

23.1 
23.8 
19.1 
21.7 

25.7 
22.6 
19.3 
17.1 

11.5 
8.7 
9.7 
7.2 

3  4 

2.4 

3  1 

Beaver  Falls  (Pa.) 

1.2 

Source:  Bureau  of  Labor  Statistics  Study  of  Consumer  Purchases.    Includes  native  white  non-relief 
families  of  two  or  more. 
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Exhibit- No.  842 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4954] 

Percentage  of  Family  Income  Spent  for  Housing 

[U.  S.  average,  all  families,  1935-36] 


Income  group 


Income  spent 

for  housing 

(percent) 


Under  $1,000 r 

$1,000-51,500 - 

$1,500-$2,500 - - - — 

$2,500-$5,000 - 

$5,000 and  over - 

Source:  National  Resources  Committee,  Consumer  Expenditures  and  Income 


22.5 
17.6 
16.2 
14.4 
10.6 


Exhibit  No.  843 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4956| 

Ratio  of  Rent  to  Income 


Percent  of  Total  Income  for  Renters  by  Income  Size 

Under 
$500 

$500  to 
$1,000 

$1,000  to 
$1,500 

$1,500  to 
$2,000 

$2,000  to 
$3,000 

$3,000  to 
$5,000 

$5,000 
and  over 

116.4 
64.0 
43.1 
63.2 

34.8 
24.3 
20.6 
23.0 

26.3 
18.0 
16.5 
17.7 

22.6 
15.9 
14.5 
15.8 

20.0 
14.1 
13.3 
13.4 

17.1 
12.1 
10.9 
11.5 

13.4 

9.7 

9.5 

Beaver  Falls  (Pa.) -. 

7.1 

Source:  Bureau  of  Labor  Statistics  Study  of  Consumer  Purchases.    Includes  native  white  non-relief 
families  of  two  or  more. 

SA. 
6-26-39. 


Exhibit  No.  844 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4957] 

Proportion  of  Families  Renting 


Chicago 

Portland 

Mobile _ 

Beaver  Falls  (Pa.). 


Percent  of  All  Families  by  Income  Size 


Under 
$500 


79.1 
45.9 
76  5 
43.9 


$500  to 
$1,000 


85.2 
61.6 
77.6 
66.8 


$1,000  to 
$1,500 


84.7 
58.3 
66.7 
67.9 


$1,500  to 
$2,000 


81.1 
52.9 
63.7 
55.0 


$2,000  to 
$3,000 


72.9 
37.7 
48.4 
47.9 


$3,000 
and  over 


64.4 
32.6 
12.8 
33.9 


Source:  Bureau  of  Labor  Statistics  Study  jf  Consumer  Purchases.    Includes  native  white  non-relief 
families  of  two  or  more. 

SA. 
6-26-39. 
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Exhibit  No.  845 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4059] 
Percentage  Lacking  Specified  Facilities 
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Percent  of  Renters  by  Income  Size 

Under 
$500 

$500  to 
$1,000 

$1,000  to 
$1,500 

$1,500  to 
$2,000 

$2,000  to 
$3,000 

$3,000  to 
$5,000 

$5,000 
and  over 

44 
15 

84 
60 

25 
13 
64 
47 

12 

8 

44 

20 

5 
4 

23 
16 

4 
2 
10 

0 

0 

4 

Beaver  Falls  (Pa.) 

8 

Source:  Bureau  of  Labor  Statistics  Study  of  Consumer  Purchases.    Includes  native  white  non-relief 
families  of  two  or  more. 

SA, 
6-26-39. 


Exhibit  No.  846 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4962] 

Houses  City  Families  Can  Afford  and  Houses  Built  in  1938  l 


Selling  price  (dollars) 

Percent  dis- 
tribution of 
city  families 
by  price  of 
house  they 
can  afford 

Percent  dis- 
tribution of 
houses  built 
for  city  fam- 
ilies in  1038 

Selling  price  (dollars) 

Percent  dis- 
tribution of 
city  families 
by  price  of 
house  they 
can  afford 

Percent  dis- 
tribution of 
houses  built 
for  cityfam- 
ilies  in  1038 

2,000  to  4,000    . 

48 
37 

20 
32 

6,000  to  8,000 

12 
03 

32 

4,000  to  6,000 

8,000  to  10,000 

16 

1  Preliminary  dala. 

Source:  U.  S.  Bureau  of  Labor  Statistics. 


Exhibit  No.  847 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4977 

Summary  of  Annual  Requirements  for  Non-Farm  Dwellings  in  the  United  Slates 
(Exclusive  of  Shortages)  for  1938  and  1939 


Annual  Re- 

quirements 

for  Non- 

Dwelling  Units 

Farm  Dwel-' 

Constructed  1038 

lings  1938- 

1030' 

Under  $10 

59,504 

$10  under  $20 ..   

136, 171 

20      "       30  ..               ,  .                                          

125,004 

12, 839  (  3.  7%) 

30      "       50.. .                                                                   .' 

114, 133 

134, 289  (38.  7%) 
199,525  (57.5%) 

50,672 

Source:  Annual  requirements  from  "The  Housing  Market,"  published  by  the  National  Housing  Com- 
mittee, Washington,  D.  C,  December  1937. 

Dwelling  units  constructed  from  Bureau  of  Labor  Statistics  estimates,  distributed  according  to  FHA 
loans  in~1038. 
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"Exhibit  No.  848",  appears  in  text  facing  p.  4980 


'•Exhibit  No.  849",  appears  in  text  facing  p.  4981 


'Exhibit  No.  850,"  appears  in  text  on  p.  4983 


Exhibit  No.  851 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  4986] 
Index  of  Proportion  of  National  Income  Spent  for  Homes  and  Automobiles 


Year 

Passenger 
Cars  $750 
and  under 

Passenger 

Cars  Over 

$750 

Private 
Residential 
Construc- 
tion 

Year 

Passenger 
Cars  $750 
and  under 

Passenger 

Cars  Over 

$750 

Private 
Resi- 
tial  Con- 
struction 

1S21 

70 
110 
170 
130 
100 
105 

75 
105 
130 

75 
90 
85 
110 
100 
95 
85 
85 
65 

48 
74 
86 
97 
100 
95 
88 
79 
65 

1930 

85 
75 
55 
85 
115 
165 
160 
160 

40 
25 

15 
10 
10 
15 
15 
20 

44 

1H22 

1931 

1932 

1933 

1934 

1935.. 

1936 

33 

1923 

20 

1924. _ 

1925 

11 
8 

1926.... _. 

15 

1927 

26 

1928 

1937 

30 

1929 

Source:  Passenger  cars:  U.  S.  Department  of  Commerce.  National  Income:  National  Bureau  of  Eco- 
nomic Research  and  Department  of  Commerce.  Private  Residential  Construction:  National  Resources 
Committee. 


"PJxhibit  No.  852,"  appears  in  text  on  p.  4987 


'Exhibit  No.  853,"  appears  in  text  on  p.  4993 


Exhibit  No.  854 

Smith  &  Dawson 

1  North  LaSalle  Street,  Chicago,  111. 

June  9,  1939. 
Breakdown  Costs  on  a  $4,800.00  House  Sale 

Architect  (Plans  &  Specifications) $50.  00 

Hand  excavating  and  rough  grading  back  fill  and  landscaping 52.  00 

Concrete  work  —footing  and  porch  material  and  labor 141.  00 

Masonry: 

1.  Material $294.60 

2.  Labor 219.40 

514.  00 

Lumber . 530.  00 

Steel — beams  and  lintels 30.  00 

Plaster  and  lathing . 310.  00 

Millwork:  Doors,  sash,  flooring,  frames 210.  00 

Glazing 43.  00 

Floor  sanding 10.  00 

Linoleum 25.  00 

Plumbing: 

Labor  and  material 445.  00 

Septic  tank,  cess  pool 90.  00 

Well  and  pump.. 174.00 
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Breakdown  Costs  on  a  $4,800.00  House  Sale — Continued 

Electrical  Work:  Wiring  and  fixtures $105.  00 

Heating:  Gas  with  air  conditioner  (includes  labor  and  installation) 265.  00 

Gutters  and  sheet  metal  work 61.  00 

Weather  stripping 10.00 

Carpenter  labor 370.  00 

Workmen's    compensation,    State    unemployment    tax,    and    Social 

Security  expense 80.  00 

Finished  hardware 35.  00 

Drain  tile  (for  gutter  drains) 25.  00 

Advertising  expense, 175.  00 

Total  cost $3,  750.  00 

Selling  cost  of  house $4,  100.  00 

Selling  cost  of  land 700.  00 

Total  selling  cost $4,  800.  00 

Selling  price  of  above  house $4,  100.  00 

Cost : 3,750.00 

Profit  on  house $350.  00 

Selling  price  of  lot $700.  00 

Cost  of  lot 350.  00 

Profit  on  lot 350.  00 

Combined  Profit $700.  00 

Smith  &  Dawson 

1  North  LaSalle  Street,  Chicago,  111. 

Financial  Statement  of  Basic  House 

Selling  Price  of  House  and  Lot $4,  800.00 

Purchaser  pays  $500  down  (plus  loan  expense  of  approximately 
$175.00  and  secures  an  F.  H.  A.  Insured  Loan  of  $4300.00) 

F.H.A.  25  year  payment  Plan  on  $4300.00  Loan: 

Payment  to  Principal  &  Interest $25.  15 

Mutual  Mortgage  Ins.  Premium .88 

Fire  &  Tornado  Insurance 1.  25 

Taxes  (Estimated) 3.  50 

$30.  78  per  month 
F.H.A.  20  year  Plan: 

Payment  to  Principal  &  Interest $28.  38 

Mutual  Mortgage  Insurance  Premium .  88 

Fire  &  Tornado  Insurance 1.  25 

Taxes  (Estimated) 3.  50 

$34.  01  per  month 
F.H.A.  financing  cost  based  on  a  $4300.00  Mortgage: 

Insurance $15.  00 

Commission 107.  50 

y4%  Mortgage  Insurance  Premium 1 14.  04 

1st  Month  Mortgage  Insurance .  88 

Abstract  Posting .. 10.  00 

Abstract  Examination 4.  98 

Application  Fee 12.  90 

Interest  during  construction 6.  20 

Taxes 3.  50 

$175.  00 
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[Charts  based  on  following  statistical  data,  "Exhibits  Nos.  855  and  856",  appear  in  text  on  pp.  5018  and  50281 
BUILDING  COSTS  PER  ROOM 


Philadel- 

phia 

York  fa. 

(1) 

Knicker- 
bocker 
Village 
(5235 
Rooms) 

(2) 

Hillside 
Housing 

(4948 
Rooms) 

(3) 

Carl 
Mackley 
Homes 

(1086 
Rooms) 

(4) 

Brentwood 

Village 

(1506 

Rooms) 

(5) 

Falkland 
Proper- 
ties (840 
Rooms) 

(6) 
Elm  Ter- 

race Apart- 
ments (159 
Rooms) 

Dol- 
lars 
621 
75 
386 
503 
227 

Per- 
cent 
34.3 
4.1 
21.3 
27.8 
12.5 

Dol- 
lars 
90 
59 
•355 
472 
120 

Per- 
cent 
8.3 
5.5 
32.5 
43.2 
10.5 

Dol- 
lars 
79 
70 
366 
470 
22 

Per- 
cent 
7.8 
7.0 
36.3 
46.7 
2.2 

Dol- 
lars 
153 
121 

I  1,120 

Per- 
cent 
11.0 
8.7 

80.3 

Dol- 
lars 
198 
89 

1,000 

Per- 
cent 
15.4 
6.9 

77.7 

Dol- 
lars 
94 
99 

935 

Per- 
cent 
8.3 

8  8 

82.9 

Total j 

1,812 

1,532 

280 

100.0 
84.6 
15.4 

1,096 
993 
103 

100.0 
90.6 
9.4 

1,007 
949 
58 

100.0 
94.2 
5.8 

1,394 

1,096 

298 

100.0 
78.6 
21.4 

1,287 

1,000 

287 

100.0 
77.7 
22.3 

1,128 
887 
241 

100.0 

78.6 

21.4 

HOUSING  COSTS  PER  ROOM  PER  MONTH 

4.87 

2.49 

4.54 

.87 

.08 

+2.42 

37.9 
19.4 
35.3 
6.8 
.6 
18.8 

3.34 
1.47 
4.36 
2.22 
.08 
+.33 

29.1 
12.8 
38.0 
19.4 
.7 
2.9 

3.06 
2.26 
4.13 
2.51 
.64 
-2.72 

24.5 
18.1 
33.0 
20.1 
4.3 
21.8 

4.51 
2.06 
2.85 
.76 
3.30 
+1.00 

33.5 
15.3 
21.1 

5.6 
24.5 

7.4 

4.12 
3.03 
4.76 
1.29 
.50 
+1.84 

30.1 
22.1 
34.7 
9.4 
3.7 
13.4 

3.69 
3.57 
5.94 
1.30 
2.40 
-1.57 

21.8 

Depreciation 

21.1 
35.2 

Taxes     

7.7 

Vacancy - 

Gain  or  Loss  (Pluf  or  minus) . . . 

14.2 
9.3 

Total  Incon  e_. 

Total  Income  excluding 

15.27 
12.85 

100.0 

11.80 
11.47 

100.0 

9.78 
12.60 

100.0 

14.48 
13.48 

100.0 

15.64 
13.70 

100.0 

15.  o3 
16.90 

100.0 

Year       

(1937) 

(1937) 
1 

(1937) 

(1938) 
1.371  . 

(1938) 
1.701 

(1938) 

.94] 

1 

1 

1 

'Exhibit  No.  856",  appears  in  text  on  p.  5028 


Exhibit  No.  857 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  6030] 

Hillside  Housing 

EFFECT  OF  A  20  PERCENT  REDUCTION  OF  BUILDING  COST  ON  HOUSING  COST  PER 

ROOM 


Building 
Costs 

Interest 
Charges 
Financial 

Taxes 

Operat- 
ing Cost 

Depreci- 
tion 

Net 
Gain 

Total 

$448, 169 

1,759,641 

2,340,079 

296,761 

576,  534 

$0.06 
.24 
.31 
.04 
.08 

$0.04 
.14 
.19 
.02 
.04 

$0. 10 

$0.10 
.14 
.02 
.03 

.48 

.64 

Fees,-  -. 

.08 

.15 

Total--. -. 

5, 421, 084 

.73 

.43 

.29 

1.45 

Number  of  Rooms.. 4948 

Total  cost  per  room $1,095.61 


Mortgage  per  room  8/31/37 -. 

Equity  per  room 

Rent  per  room  per  month 

Net  gain  per  annum  per  room. 
Interest  per  room  per  month. . 


992.  .7  (90%) 
102.84  (10%) 
11.80 

3.96  (3.72%) 

3.34 
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Hillside  Housing — Continued 
EFFECT  OF  20  PERCENT  REDUCTION 


Item 


Amount 
Reduced 


Amount 
Rent 


Cumulative 


Amount 
Reduced 


Amount 
Rent 


Land 

Fees. .- 

Overhead  and  Profit 

Labor... 

Materials 

Interest 

Taxes * 

Operating  Cost 


$11.70 
11.72 
11.65 
11.32 
11.16 


$0.10 
.18 
.33 
.81 
1.45 
1.98 
2.34 
3.24 


$11. 70 
11.62 
11.47 
10.99 
10.35 
9.82- 
9.46 
8.57 


EFFECT  OF  20  PERCENT  REDUCTION  IN  OPERATING  WITHOUT  REDUCTION  IN  ORIG- 
INAL COST 


Interest.. 

Taxes 

Operating  Cost 


$11.13 
10.69 
9.80 


Exhibit  No.  858 

Amount  of  Mortgages  on  Urban  One-to-four  Family  Homes  Held  by  Various  Lending 
Agencies,  and  Amount  and  Percentage  of  Such  Holdings  Insured  by  the  F.  H.  A., 
1935-1937 

[Amounts  in  Millions  of  Dollars] 


1935 

1936 

1937 

Agency 

Amount 
Holdings 

Amount 

Ins'd 
F.  H.  A. 

% 

Amount 
Holdings 

Amount 

Ins'd 
F.  H.  A. 

% 

.Amount 
Holdings 

Amount 

Ins'd 
F.  H.  A. 

% 

Commercial  Banks 

Life  Ins.  Cos 

Mutual  Sav.  Banks 

B.  &  L.  Ass'ns. 

HOLC 

1,189 
1,351 
2,850 
3,467 
2,897 
6,000 

66 
6 
5 

16 

5.6 
.4 
.2 
.5 

1,230 
1,305 
2,750 
3,361 
2,763 
6,000 

256 
27 

14 
66 

20.8 
2.1 
.5 
2.0 

1,400 
1,330 
2j700 
3,480 
2,398 
6,000 

488 
70 
28 

130 

34.9 
5.3 
1.0 
3.7 

Individuals  &  Others.:.. 

2 

(') 

39 

.6 

112 

1.9 

Total : 

17, 754 

95 

.5 

17,409 

402 

2.3 

17,308 

828 

4.8 

>  Less  than  .1%. 

Source:  An  unpublished  preliminary  report  of  the  Federal  Home  Loan  Bank  Board  on  Estimated 
Amounts  of  Outstanding  Mortgage  Loans  on  One-to-Four  Family  Non-Farm  Homes,  1925-1937,  dated 
February  28,  1938. 
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New  Mortgage  Loans  on  One-to-four  Family  Non-farm  Homes  Made  by  Various 
Lending  Agencies,  Amount  of  These  Loans  Insured  by  the  F.  H.  A.  and  Percentage 
of  Insured  Loans  to  Total  Loans,  1935-1938 

[Amounts  in  Millions  of  Dollars] 


Agency 


Commercial  Banks.. 

Life  Ins.  Cos 

Mut.  Sav.  Bks 

B.  &  L.  Assns 

H.  O.  L.  C 

Individuals  &  Others 

Total 


Amount 
Loans 
Made 


264 

77 
80 
504 

722 
443 


2,090 


Amount 
Insured 


%  Ins. 


25.0 
7.8 
6.2 
3.2 


.2 


Amount 
Loans 
Made 


430 
140 
100 
652 
154 
605 


2,081 


Amount 
Insured 


190 

21 
9 
50 


%  Ins. 


44.2 
15.0 
9.0 

7.7 


6.4 


14.8 


Agency 


Amount 
Loans 
Made 


Amount 
Insured 


%  Ins. 


Amount 
Loans 
Made 


Amount 
Insured 


%  Ins. 


Commercial  Banks. . 

Life  Ins.  Cos. 

Mut.  Sav.  Bks 

B.  &  L.  Assns 

H.  O.  L.  C 

Individuals  &  Others 

Total 


500 
232 
120 
804 
27 
723 


228 
48 
12 
61 


45.6 
20.7 
10.0 
7.6 


560 
237 
105 
705 


252 
39 
11 
49 


10.4 


2,406 


2,365 


45.0 
16.5 
10.5 
7.0 


18.2 
20.0 


'  Source:  An  unpublished  preliminary  report  of  the  Federal  Home  Loan  Bank  Board  on  Estimated 
Amounts  Loaned  Annually,  on  1-4  Family  Non-Farm  Homes,  by  Type  of  Lender,  1935-1938,  dated  April 
15,  1939. 


Exhibit  No.  860 


Absolute   and   Percentage   Distribution,    by   Lending   Agencies,    of  New   Mortgage 
Loans  on  One-to-four  Family  Non-farm  Homes,  1935-1938 

[Amounts  in  Millions  of  Dollars] 


.1935 

1936 

1937 

1938 

Amount 

% 

Amount 

% 

Amount 

% 

Amount 

% 

264 
77 
80 
504 
722 
443 

12.6 
3.7 
3.8 
24.  r 
34.6 
21.2 

430 
140 
100 
652 
154 
605 

20.7 
6.7 
4.8 

31.3 
7.4 

29.1 

500 
232 
120 
804 
27 
723 

20.8- 
9.7 
5.0 

33.4 
1.1 

30.0 

560 
237 
105 
705 
89 
669 

23.7 

10.0 

4.4 

29.8 

3.8 

28.3 

Total                 

2,090 

100.0 

2,081 

100.0 

.    2,406 

100.0 

2,365 

100.0 

Source:  An  unpublished  preliminary  report  of  the  Federal  Home  Loan  Bank  Board  entitled  Estimated 
Amounts  Loaned  Annually  on  1-4  Family  Non-Farm  Homes,  by  Type  of  Lender,  1935-1938,  dated  April 
15.  1939. 
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Estimated  Amounts  of  Mortgage  Loans  Made  During  Each  Year,  on  One  to  Four 
Family  Non-Farm  Homes,  and  Distribution  of  This  Total  Between  Loans  for 
Construction  and  for  Other  Purposes,  1925-1938 

[Millions  of  Dollars] 


Year 

Total,  All 
Lenders 

Con- 
struc- 
tion 

Other 
Pur- 
poses ' 

Percent- 
age of 
Construc- 
tion to 

.  Total 
Loans 

Year 

Total,  All 
Lenders 

Con- 
struc- 
tion 

Other 
Pur- 
poses ' 

Percent- 
age of 

Construc- 
tion to 
Total 
Loans 

1925 

1926 

1927 
1928 

1929 

1930 

1931 

4,727 
5,248 
5,  737 
5,784 
4,960 
3,444 
2,093 

2,458 
2,309 
2,066 
1,896 
1,191 
620 
354 

2,269 
2,939 
3,671 
3,888 
3,769 
2,824 
1,739 

52 
44 
36 
33 
24 
18 
17 

1933 

1934 
1935 

1936 

1937 
1938 

978 

663 
2.G94 
2,090 
2,081 
2,406 
2,365 

144 
101 
106 
315 
560 
700 
748 

834 
562 
2,588 
1,775 
1,  521 " 
1,706 
1.617 

15 
15 
4 
15 
27 
29 
32 

1  Includes  loans  for  refinancing,  home  purchases,  reconditioning,  and  other  purposes. 

Source:  Preliminary  report  of  Federal  Home  Loan  Bank  Board.    Estimates  for  later  years  are  in  process 
of  revision. 


Exhibit  No.  862 

Distribution  by  New  Homes  and  Existing  Homes  of  New  Mortgages  Accepted  for 
Insurance  by  the  F.  H.  A.  Through  December  31,  1938  i 


Number  of 
Mortgages 

Value  of  Mort- 
gages 

188,  219 
175,687 

$878, 163, 601 

650, 945, 582 

Total                       

363,906 

$1, 529, 109, 183 

Source:  Hearings  Before  H.  R.  Banking  and  Currency  Committee  on  Amendments  of  1939  to  National 
Housing  Act,  66th  Cong.,  1st  Sess.,  1939,  pp.  171-172. 


Exhibit  No.  863 

Effective  Interest  Rates  Charged  by  Savings  and  Loan  Associations  in  1931,  All 
Lenders  in  52  Cities  in  1934,  and  Federal  Savings  and  Loan  Associations  in  1936 


District l 

1931  ' 

1934' 

1936  * 

District ' 

1931  » 

1934' 

1336* 

1 

2    

'6.5 
6.6 
8.0 
8.1 
8.1 
7.4 

5.88 
5.94 
6.38 
6.87 
6.86 
6.46 

5.7 
5.7 
6.1 
6.4 
6.1 
6.3 

7.... 

8 

7.4 
8.7 
9.7 
9.4 
9.0 
8.8 

6.53 
6.65 
7.33 
7.12 
7.13 
7.41 

6.4 
6  3 

3_.._ 

9... 
10.. 
11.. 
12.. 

t 

6.9 

4 

7  0 

5 

6.4 

6 

6.7 

1  These  are  the  districts  used  by  the  Federal  Home  Loan  Bank  Board  reports.  District  No.  1:  Conn.; 
Me.;  Mass.;  N.  H.;  Vt.;  District  No.  2:  New  York;  District  No.  3:  Penna.,  W.  Va.;  District  No.  4:  Ala., 
Fla.,  Ga.,  Md..  N.  C,  S.  C,  Va.;  District  No.  5:  Ky.,  Ohio,  Tenn.;  District  No.  6:  Ind.,  Mich.;  District 
No.  7:  m..  Wis.c;  District  No.  8:  Iowa,  Minn.,  Mo.,  N.  D.,  S.  D.;  District  No.  9:  Ark.,  La.,  Miss., 
N.  Mei.,  Texas;  District  No.  10:  Colo.,  Kans.,  Nebr.,  Okla.;  District  No.  11:  Idaho,  Mont.,  Ore.,  Utah, 
Wash.,  Wyo.;  District  No.  12:  Ariz.,  Calif.,  Hawaii. 

1  Based  upon  special  reports  submitted  to  the  Finance  Committee- of  the  President's  Conference  on 
Home  Building  and  Home  Ownership,  as  contained  in  the  Federal  Home  Loan  Bank  Review,  December, 
1937. 

»  Compiled  from  data  in  Wickens,  Financial  Survey  of  Urban  Housing,  a  Civil  Works  Administration 
Project  based  on  a  survey  of  52  cities,  published  for  the  Bureau  of  Foreign  and  Domestic  Commerce,  1937, 
p.  XVIII.  This  series  represents  a  recombination  of  the  data  for  owner-occupied  residences  for  the^dis- 
tricts  used.  District  rates  are  unweighted  averages  of  city  rates.  Inclusion  of  rented  residences  would 
tend  generally  to  raise  the  totals. 

*  Based  upon  reports  to  the  Federal  Home  Loan  Bank  Board,  published  in  the  Federal  Home  Lo&ji  BanK 
Review,  December,  1937. 
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Exhibit  No.  864 

June  30,  1939. 
Honorable  Clyde  Williams, 

United  States  House  of  Representatives, 

Washington,  D.  C. 

Dear  Mr.  Williams:  I  have  observed  the  testimony  offered  on  the  afternoon 
of  June  28  before  the  Temporary  National  Economic  Committee  by  Mr.  L.  Seth 
Schnitman,  Consulting  Economist  of  New  York.  Mr.  Schnitman's  testimony, 
as  your  own  questions  in  respect  to  same  clearly  reveal,  creates  certain  misappre- 
hension in  relation  to  the  rental  housing  operations  of  the  Federal  Housing 
Administration,  which  you  may  wish  to  correct  in  the  record. 

In  his  testimony,  Mr.  Schnitman  exhibited  figures  which  indicated  that  Brent- 
wood Village,  a  rental  housing  project  financed  by  an  insured  mortgage  loan, 
carried  a  24.5%  vacancy.1  Mr.  Schnitman  later  stated  that  this  project  had 
been  in  operation  for  two  years,  leaving  the  implication  that  the  vacancy  referred 
to  applied  during  the  entire  operating  period.  This  implication  is  unfortunate 
in  view  of  the  facts. 

Figures  used  by  Mr.  Schnitman  were  apparently  taken  from  the  first  year's 
operating  statement  of  the  Brentwood  Corporation  and  actually  covered  an 
operating  period  of  eleven  months  running  from  February  1938  through  December 
1938.  Naturally,  at  the  beginning  of  this  period  there  was  no  occupancy,  inas- 
much as  the  building  had  just  been  completed.  By  May  of  1938  the  occupancy 
of  the  property  was  100%.  You  will  see,  therefore,  that  the  figure  used  by  Mr. 
Schnitman  was  actually  an  average  occupancy  during  the  year  in  which  the 
property  was  first  put  in  operation  and  being  rented.  I  wish  to  say  further 
that  since  May  1938  the  vacancy  in  the  building  has  never  fallen  above  five- 
tenths  of  one  percent. 

Mr.  Schnitman  also  stated  that  Elm  Terrace,  a  rental  housing  project  in  York 
Pennsylvania,  financed  by  an  insured  mortgage,  showed  an  operating  loss  of 
9.3  %.2  Again,  this  is  based  upon  the  statement  of  the  corporation  covering  the 
first  year  of  operation,  and  cannot  be  fairly  interpreted  as  typical  experience  as  a 
going  concern.  This  project  has  been  in  operation  for  a  period  of  only  V/i  years 
and  during  that  period  has  met  all  charges  for  interest,  amortization  and  mortgage 
insurance,  has  paid  all  operating  expenses,  and  has  set  aside  a  fund  in  reserve  for 
major  repairs  and  replacements.  It  has,  moreover,  now  reduced  vacancies  to 
6.9%  as  against  the  14.2%  figure  used  by  Mr.  Schnitman. 

I  may  say  further  that  none  of  the  FHA  projects  have  been  in  operation  over 
a  sufficiently  long  period  to  provide  records  of  operating  cost  which  would  be 
capable  of  the  type  of  comparisons  attempted  by  Mr.  Schnitman. 
Respectfully  yours, 

Miles  L.  Colean, 
Assistant  Administrator. 


Exhibit  No.  865 

Statement  of  Morton  Bodfish,  Executive  Vice  President,  United  States 
Building  and  Loan  League,  Before  Temporary  National  Economic 
Committee  Hearings  on  the  Construction  Industry 

Introduction. — Since  1831  the  savings  and  loan  associations  3  have  been  the 
only  financial  institutions  engaged  exclusively  in  accumulating  long-term  savings 
or  capital  for  financing,  buying,  building,  owning  and  modernizing  of  homes. 
Economic  concentration  and  control  are  not  a  problem  since  they  are  all  com- 
munity institutions  managed  by  citizens  of  the  community  serving  as  directors, 
and  owned  co-operatively  by  the  more  than  6,000,000  people  who  have  their 
money  in  them. 

'  See  supra  pp  5026-5027.    See  also  "Exhibit  No.  855",  supra  p.  5018,  and  appendix,  p.  5482. 

1  Ibid- 

3  The  associations  were  first  known  as  "building  societies"  in  England.  Their  American  offspring  simply 
changed  "society"  to  "association."  The  United  States  League ,(1892)  of  such  associations  qualified  its 
members  as  "local  building  and  loan  associations";  "local"  in  contradistinction  to  "national"  because  of 
the  discredit  brought  by  the  latter  type  upon  the  business;  "loan"  because  of  their  extension  of  credit  for  the 
purpose  of  building.  Massachusetts  stressed  the  cc-operative  idea  (1877) ,  and  to  this  day  calls  the  associations 
"co-orjerative  banks."  Louisiana  placed  the  emphasis  upon  the  home,  and  since  1873  associations  in  that 
State  have  been  known  as  "homestead  associations."  Even  in  the  early  days  of  the  League,  frequent  use 
was  made  of  the  term  "savings  and  loan  association",  especially  in  New  York  State.  The  latter  title  has 
been  retained  in  this  statement  because  of  its  wider  use  and  its  more  complete  description  of  the  services 
rendered  to  investors  and  borrowers. 
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The  savings  or  capital  in  this  business  is  all  at  work.  Its  $6,000,000,000  is 
practically  all  invested  with  not  more  than  5 -to  10  per  cent  cash  and  securities 
on  hand.  The  remaining  90%  is  actually  employed  in  the  financing  of  homes 
or  invested  in  loans  on  homes.  Depending  on  the  community  conditions  and 
individual  institutions,'  a  small  portion  (approximately  15%)  of  this  90%  is  in 
repossessed  real  estate  rising  out  of  former  loan  transactions.  The  savings  and 
loan  associations  did  not  retire  from  business  during  the  depression  but  con- 
tinued to  make  home  loans  of  several  hundred  million  dollars  in  the  worst  years. 
It  is  true  that  they  had  to  curtail  their  activities  because  of  demands  for  funds 
on  the  part  of  savers  who  needed  money,  but  they  are  today  almost  as  active  as 
they  were  in  1930. 

There  are  nearly  10,000  of  these  institutions  operating  under  the  corporate 
form,  chartered  and  supervised  by  the  State  and  Federal  Governments,  and  they 
are  found  in  practically  every  community  in  the  country.1  From  such  figures 
as  are  available  we  find  that  nearly  half  of  them  are  in  towns  or  cities  of  less 
than  25,000,  a  third  of  them  being  in  towns  of  less  than  10,000.  It  seems  appro- 
priate to  discuss  the  character  of  these  institutions,  their  facilities  for  providing 
credit  and  the  cost  of  their  loan  service  in  any  inquiry  attempting  to  explore  the 
problem  of  private  and  public  policy  in  connection  with  home  ownership,  housing, 
and  the  construction  industry. 

How  Savings  and  Loan  Associations  Operate. — Broadly  speaking,  these  associa- 
tions are  mutual  funds  of  money  built  up  by  the  savings  and  investments  of  local 
people,  and  loaned  for  the  financing  of  homes  and  for  a  small  amount  of  other 
real  estate  in  the  same  community.  The  associations  have  a  single  place  of  busi- 
ness and  lend  their  money  within  a  few  miles  of  their  offices.  They  have  ab-ilt 
two  employees  per  million  dollars  of  invested  savings.  If  an  association  pays  a 
3%  dividend,  it  can  loan  money  at  about  5%  or  5lA%  with  some  advances  als  low 
as  4J4%  and  as  high  as  6%,  depending  on  risk  and  security.  Their  loans  are 
exclusively  monthly  repayment  loans,  and  generally  the  payments  on  the  loans 
are  about  the  same  or  less  than  the  rental  value  of  the  property.  These  payments 
are  applied  first  to  interest  and  the  balance  to  principal  until  the  debt  is  paid.  For 
many  years  nearly  all  of  these  loans  were  made  to  be  paid  off  in  a  period  of  about 
twelve  years.  In  recent  years,  however,  many  associations  are  making  a  great 
many  fifteen  and  twenty-year  loans.  This  results,  of  course,  in  a  reduction  of 
the  monthly  payment. 

The  directors  of  these  associations  are  elected  by  the  members  and  are  local 
business  and  professional  men  interested  in  thrift  and  home  ownership.  Indi- 
vidually and  collectively  they  give  close  attention  to  the  business  and  take  a  real 
interest  in  the  promotion  of  thrift  and  home  ownership  in  the  community.  They 
have,  of  course,  a  natural  desire  to  pay  a  dividend  rate  sufficient  to  stimulate 
thrift  and  attract  investments,  but  they  are  equally  concerned  with  providing 
economic  home  ownership.  Upon  the  less  substantially  built  houses  they  are 
unwilling  to  make  loans  for  a  period  of  more  than  about  twelve  years.  Upon 
more  substantial  construction,  well  located,  and  to  borrowers  who  qualify  as  good 
risks,  they  may  and  do  make  loans  which  amortize  over  a  period  up  to  twenty 
years.  In  practically  all  small  communities  and  in  the  larger  cities  these  insti- 
tutions have  been  an  important  part  of  the  civic,  business  and  financial  structure 
and  have  been  regarded  as  outstanding  examples  of  co-operative  finance. 

Place  in  Business  Picture  of  '%0's  and  in  England. — These  institutions  have  pro- 
vided long-term  amortized  credit  to  millions  of  people  from  1831  to  the  present 
and  are  largely  responsible  for  the  fact  that  approximately  48  per  cent  of  our 
urban  families  own  their  own  homos.2  They  reached  down  much  further  in  the 
economic  scale  than  any  other  lending  institution  wished  or  dared  to  go.  How 
much  of  the  home-building  activity  of  the  '20's  would  have  been  possible  without 
the  provision  of  savings  and  loan  association  credit  is  indeed  a  question,  when  one 
realizes  that  the  mortgages  outstanding  on  homes  in  these  institutions  expanded 
from  approximately  $3,000,000,000  at  the  close  of  1922  to  $7,764,000,000  at  the 
close  of  1930.  Thus,  a  net  expansion  of  nearly  $5,000,000,000  in  the  home-mort- 
gage debt  of  the  country,  plus  the  turnover  in  the  use  of  these  funds,  means  that 
about  $10,000,000,000  of  home  building  was  carried  squarely  on  the  shoulders  of 
the  savings  and  loan  associations.  Many  new  institutions  of  this  type  were 
organized  in  1922,  '23  and  '24,  the  movement  being  sponsored  in  many  parts  of 
the  country  by  civic-minded  business  men  and  persons  interested  in  the  con- 
struction industry,  because  it  was  known  that  the  functioning  of  these  cooperative 
community  agencies  was  an  effective  way  to  finance  home  construction. 

1  See  Table  I  for  assets,  membership  and  number  of  institutions  by  States  Building  and  Loan  Annals, 
1938,  which  appears  at  the  end  of  this  exhibit  on  p.  5496. 
*  This  compares  with  a  home-ownership  record  of  approximately  20%  in  Great  Britain. 
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The  lending  by  savings  and  loan  associations  has  been  the  predominant  part  of 
the  home  financing  for  many  years  in  the  United  States.  In  the  '20's  the  volume 
of  loans  was  annually  about  a  billion  and  a  half  dollars  and  it  is  significant  that 
these  specialized  institutions  carried  on  during  the  depression  years  when  mortgage 
money  from  most  other  sources  was  not  available.  The  loans  of  savings  and  loan 
associations  per  annum  were  as  follows: 

Proportion  of  Total   Urban  Home-Mortgage  Loans   Made  by  Savings  and  Loan 
Associations,  Annually,  1925-38 

[All  amounts  in  millions  of  dollars] 


Year 

Total  loans 
made  by 
private  in- 
stitutional 
lenders ' 

Loans  by  all  savings  and 
loan  associations 

Year 

Total  loans 
made  by 
private  in- 
stitutional 
lenders  * 

Loans  by  all  savings  and 
loan  associations 

Amount 

Per  cent  of 
total 

Amount 

Per  cent  of 
total 

1925    

$3,327 
3,648 
4,037 
4,184 
3,560 
2,544 
1,593 

$1,584 
1,751 
1,899 
1,938 
1,665 
1,170 
810 

47.6 

48.0 
47.0 
46.3 
46.8 
46.0 
50.8 

1932 

$778 

460 

478 

925 

1.322 

1,656 

1,607 

$467 
296 
327 
504 
652 
896 
797 

60.0 

1926  .. 

1933 

64.3 

1927 .._ 

1934 

1935— 

68.4 

1928 

54.5 

1929. 

1936. 

1937.... 

49.3 

1930 

54.1 

1931.... 

1938.... 

49.6 

1  Excludes  all  loans  made  by  the  Home  Owners'  Loan  Corporation,  individuals,  mortgage  companies, 
and  miscellaneous  lenders.  Includes  loans  made  by  commercial  banks,  life  insurance  companies,  mutual 
savings  banks,  and  savings  and  loan  associations. 


Aside  from  the  important  volume  of  this  lending,  the  fact  is  that  during  these 
years  of  crisis  until  1935  or  1936  these  institutions  furnished  the  bulk  of  the  home- 
mortgage  credit  which  was  available. 

Counterpart  institutions  to  our  country's  savings  and  loan  associations  are  the 
building  societies  of  Great  Britain.  The  performance  of  the  British  institutions 
in  the  recent  home  building  revival  has  been  pointed  to  by  people  in  this  country 
so  frequently  that  it  hardly  needs  more  than  mention  here.  Suffice  it  to  say  that 
the  English  building  societies,  private  co-operative  corporations  identical  with 
our  American  savings,  building  and  loan  associations,  using  private  funds,  financed 
2,000,000  of  the  3,500,000  houses  built  in  England  and  Wales  since  the  War, 
increasing  the  available  living  quarters  by  nearly  50  per  cent.  Business  leaders 
in  Great  Britain  say  that  this  building  boom  exercised  decisive  leadership  in 
Britain's  emergence  from  the  depression  of  1931-32.  For  several  years  the 
annual  lending  activity  of  these  institutions  has  been  tnore  than  half  a  billion 
dollars,  and  this  in  a  country  with  only  a  little  more  than  a  fourth  of  our  own 
population. 

Rental  Housing. — The  savings  and  loan  associations  generally  do  not  finance 
rental  housing.  Furthermore,  we  think  the  Government  ought  to  confine  its 
sponsorship  and  encouragement  of  residential  construction  largely  to  dwellings 
for  owner  occupancy.  Most  of  the  medium  rent  apartments  vacant  today  are  in 
neither  insanitary  nor  unsafe  condition.  People  could  live,  in  them  without  de- 
generating morally  or  losing  their  health.  Such  being  the  case,  what  excuse  is  there 
for  the  Government's  taking  a  hand  in  providing  credit  or  implementing  credit  to  _ 
put  up  more  of  them?  When  new  apartments  are  needed,  rents  will  make  it 
profitable  for  private  enterprise  to  invest  in  them,  and  when  it  becomes  profitable 
there  will  be  no  trouble  getting  equity  money  flowing  in  this  direction.  After 
all,  we  are  among  the  world's  most  efficient  builders  of  apartments  or  multi- 
family  properties,  although  we  probably  haven't  attained  similar  integration  and 
efficiency  in  the  building  of  individual  detached  homes.  Many  of  us  are  sincerely 
alarmed  over  the  growing  governmental  emphasis  on  apartments  and  housing, 
as  contrasted  with  the  detached  house,  with  its  plot  of  ground,  its  individuality 
and  its  occupancy  by  the  owner. 

After  all,  there  is  no  good  reason  why  government  credit  or  government  guar- 
antees should  be  involved  in  large-scale  housing  which  is  no  different  from  any 
other  commercial' enterprise,  be  it  building  factories  or  tourist  camps.  To  slum 
clearance,  in  good  faith,  we  have  no  objection.  Government  participation  there 
is  justified  only  on  the  grounds  that  the  people  who  are  to  be  housed  in  public 
dwellings  cannot  obtain  decent  shelter  elsewhere,  and  are  entitled  to  relief  and 
philanthropic  assistance. 
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In  view  of  these  facts  I  shall  attempt  to  discuss  only  financing  and  construction 
of  homes  for  owner  occupancy,  which  we  feel  should  be  the  principal  objective 
and  it  is  further  the  field  in  which  our  institutions  can  be  most  helpful. 

Long  Term  Planning. — The  independent  and  practically  unrelated  character  of 
the  various  factors  in  the  building  industry,  together  with  the  peculiarly  local 
character  of  real  estate  development  and  values,  makes  it  impossible  to  change 
the  direction  of  home  building  or  home  financing  in  the  nation  over  night.  This 
is  a  fact  to  be  recognized  whenever  new  proposals,  experiments,  or  programs  are 
considered.  Since  1932  a  national  program  has  been  developing  which  would 
build  upon  existing  specialized  institutions  in  all  communities  and  permeate  the 
country  with  a  health)-  home-financing  and  home-building  movement.  The 
essence  of  the  program  has  been  the  modernizing  and  strengthening  of  the  thou- 
sands of  savings  and  loan  associations  which  are  the  specialized  community  home- 
financing  institutions  furnishing  long-term  mortgage  money. 

The  program  involved  the  creation  in  1932  of  the  twelve  Federal  Home  Loan 
Banks  to  act  as  a  reserve  system  or  credit  reservoirs  for  associations  in  thousands 
of  communities.  The  severity  of  the  depression  in  real  estate,  followed  by  the 
banking  crisis,  made  additional  proposals  appropriate.  There  followed  the  Home 
Owners'  Loan  Corporation  and  the  federal  chartering  of  savings  and  loan 
associations.  The  F.  D.  I.  C.  created  great  confidence  in  the  banks  and  an 
accompanying  drain  of  savings  away  from  these  community  institutions  and 
necessitated  similar  insurance  of  accounts  in  savings  and  loan  associations.  This 
was  accomplished  through  the  Federal  Savings  and  Loan  Insurance  Corporation 
which  was  created  at  the  same  time  as  the  FHA.  The  FHA  devised  to  guarantee 
or  insure  individual  high-percentage,  long-term  mortgages,  and  while  it  has 
been  used  somewhat  by  savings  and  loan  associations,  its  principal  function  has 
been  to  bring  the  short-term  capital  of  commercial  banks  and  the  funds  of  Govern- 
ment and  insurance  lenders  into  the  home-mortgage  field  in  competition  with 
savings  and  loan  associations.  The  whole  program  of  developing  community 
units  is  making  splendid  progress  and  savings  and  loan  associations  are  doing 
between  75  and  100  million  dollars  a  month  of  home  financing  at  the  present 
time. 

Again,  the  many  units  and  the  size  of  the  savings  and  loan  business  make  it 
impossible  for  it  to  shift  direction  rapidly.  Of  course,  business  recovery  is 
necessary  and  desirable,  but  building  construction  as  a  vehicle  of  recovery  should 
be  used  only  upon  safe  and  wise  policies  from  the  point  of  view  of  the  house 
purchaser,  the  saver,  investor,  the  community  and  the  public.  As  it  does  move 
forward,  however,  it  moves  in  the  small  communities  as  well  as  the  large,  and  it 
carries  a  tremendous  momentum  because  of  the  number  of  people  interested 
and  active  in  all  the  communities  in  which  these  co-operative  institutions  function. 
A  further  explanation  of  the  type  of  community  in  which  we  find  home  building 
and  savings  and  loan  financing  is  worthwhile.  In  the  first  place,  home  owner- 
ship is  most  prevalent  in  cities  of  25,000  or  less  and  in  these  cities  we  find  47% 
of  our  total  nonfarm  population.  In  1938,  166,000  out  of  262,000  single-family 
units  built  were  constructed  in  cities  of  less  than  25,000  population.  Relating 
this  to  the  existence  and  lending  activity  of  our  institutions,  we  can  see  their 
distribution  by  studying  the  nearly  3,800  institutions  which  belong  to  the  Federal 
Home  Loan  Bank  System.  More  than  one-third  of  these  institutions  are  located 
in  communities  of  less  than  10,000  population.  More  than  half  of  the  member- 
ship of  the  Home  Loan  Bank  System  is  found  in  cities  with  a  population  of  less 
than  25,000.  This  distribution  is  typical  of  the  additional  several  thousand 
institutions  which  have  not  affiliated  or  been  admitted  to  the  Bank  System. 
The  distribution  as  of  June  30,  1938,  is  as  follows: 


Population  No.  of  members 

100,000-250,000 245 

250,000-500,000 391 

Over  500,000 591 


Population  No.  of  members 

0-10,000 1,  374 

10,000-25,000 566 

25,000-50,000 325 

50,000-100,000 291 

The  average  size  of  all  member  institutions,  as  of  March  Si,  1938,  again  depend- 
ing upon  the  Home  Loan  Bank  System  for  statistics,  was  less  than  $1,000,0Q0 — 
actually  it  was  $983,944.  As  evidence  that  these  institutions  are  financing  the 
building,  buying,  and  owning  of  small  homes,  it  should  be  noted  that  in  1938  they 
made  365,000  loans,  the  average  size  of  which  was  $2,200.  This  means  that  these 
institutions  are  financing  homes  costing  from  $2,500  to  $4,500  predominantly. 
National  figures  unwittingly  distort  what  is  being  done  in  home  building  and 
home  owning  of  small  homes  in  the  smaller  communities  for  persons  of  compara- 
tively low  income. 
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Therefore,  in  these  institutions  we  have  a  picture  of  small  co-operative  institu- 
tions serving  the  smaller  communities  of  this  country  where  the  home  ownership 
ideal  still  predominates,  where  the  birth  rate  is  higher,  and  where  the  population 
is  increasing,  and  where  last  year  63%  of  the  single-family  units  were  constructed, 
if  we  consider  25,000  as  the  dividing  line  between  small  cities  and  communities 
and  the  large  cities.  We  therefore  believe  that  our  concept,  of  effective  credit 
expansion  in  the  long-term  field  through  savings  and  loan  associations  is  the  best 
means  of  touching  and  developing  the  smaller  communities  of  the  nation  and 
expanding  the  mass  market  for  small  homes. 

Financing  Costs. — I  have  been  asked  to  point  this  presentation  to  the  costs  of 
financing  and  the  costs  incidental  thereto.  This  is  particularly  agreeable,  because 
the  costs  of  financing  are  really  the  only  ones  which  have  shown  a  marked  tendency 
to  decrease.  Although  most  houses  that  were  mortgaged  in  1930  are  still  mort- 
gaged, the  obligations  have  been  reduced  and  the  reduced  debts  refinanced  on  a 
long-term  basis  and  upon  lower  rates.  Since  1930  when  the  record  level  of  home- 
mortgage  debt  of  $22,000,000,000  was  reached,  it  is  estimated  that  approximately 
$18,000,000,000  in  new  -  mortgages  has  been  written,  in  the  main  on  a  long- 
term  plan  of  amortization — a  plan  originated  by  the  savings  and  loan  associations 
of  this  country  more  than  100  years  ago.  The  widespread  growth  of  the  single- 
mortgage  system  has  virtually  eliminated  the  second  and  third  mortgage,  which 
in  the  past  often  burdened  the  borrower  with  excessively  high  interest  and  other 
financing  charges. 

Any  survey  of  the  entire  home  construction  picture  will,  show  that  financing 
is  the  one  factor  in  which  there  has  been  a  definite  reduction  in  cost  since  1930 
and  1931'.  Influence  of  both  the  i^HA  and  the  HOLC  has  been  toward  unifor- 
mity of  rates  in  the  various  parts  of  the  country.  In  my  opinion,  the  actual 
reduction  of  interest  costs  to  borrowers  has  been  mainly  the  result  of  a  super- 
abundance of  capital  seeking  employment  in  mortgage  loans.  Capital  normally 
used  for  other  purposes — and  this  means  capital  which  can  easily  be  weaned 
away  from  the  home-mortgage  field  if  more  profitable  channels  develop — has  been 
poured  into  the  mortgage  market.  The  result  is  that  there  is  intense  competi- 
tion for  all  mortgage  loans  which  come  within  the  average  lender's  definition  of 
good  risks.  Competition  between  savings  and  loan  associations  and  other 
lenders,  including  the  life  insurance  companies,  commercial  banks  makingloans 
because  the  FHA  guarantees  them  safety  and  a  profit,  mortgage  brokers  making 
FHA  loans  and  selling  them,  etc.,  is  intense  in  practically  every  sizable  community 
in  this  country.  It  is  possible  that  because  of  the  acuteness  of  this  competitive 
situation,  rates  may  fall  somewhat  further  in  some  areas.  However,  it  would 
seem  appropriate  to  concentrate  attention  on  some  of  the  other  units  of  cost, 
such  as  the  development  and  sale  of  land,  cost  of  merchandising  new  and  old 
houses,  and  efforts  to  assist  private  enterprise  becoming  more  efficient  and  inte- 
grated in  the  building  process  itself.  The  results  which  may  follow  any  further 
adjustments  in  the  cost  of  mortgage  money  are  not  nearly  so  important  as  econo- 
mies which  can  and  should  be  effected  in  the  production  and  sale  of  land  and 
homes. 

It  is  significant  that  although  there  is  not  such  intense  competition  for  loans  in 
smaller  communities  as  in  the  cities  the  general  leveling  down  of  interest  rates 
by  savings  and  loan  institutions  has  followed  the  trend  of  the  more  populous 
areas.  An  increasing  number  of  associations  is  offering  a  graduated  schedule 
of  interest  rates  depending  on  the  all  around  risk  involved  in  each  separate  loan. 
Some  comment  has  been  requested  as  to  the  factors  which  enter  into  the  cost 
of  mortgage  money.  There  are  three  major  components  of  the  interest  rate  ' 
and  each  is  a  cost  of  savings  and  loan  service  to  the  community. 

The  largest  factor  is  the  rate  paid  to  the  investor  and  the  saver  whereby  the 
association  is  enabled  to  accumulate  enough  money  to  make  credit  available  to 
home  borrowers.  The  rate  necessary  to  attract  enough  funds  varies  with  the 
different  communities.  In  the  less  settled  parts  of  our  country  capital  has  always 
been  more  costly  than  in  the  thickly  populated  areas.  The  differential  is  not  so 
marked  as  it  was  twenty  years  ago  and  may  be  said  to  be  gradually  disappearing. 
Because  of  the  extremely  low  rates  on  all  money  today  savings  and  loan  associa- 
tions are  having  to  pay  less  to  get  money  from  the  public  than  they  would  have 
thought  possible  fifteen  years  ago.  Rates  of  3  and  V/i  predominate,  with  some 
institutions  paying  as  little  as  2}i%  and  some  as  high  as  4%. 

Practically,  the  Government  has  fixed  a  minimum  or  floor  on  rates  to  the  type 
of  savers-investors  who  supply  the  funds  to  savings  and  loan  associations.  This 
is  the  United  States  savings  bond  long-term  rate  of  2.9%. 
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The  second  component  of  an  interest  rate  is  the  cost  of  operating  an  institution. 
Office  quarters,  officers  and  personnel,  insurance  of  accounts  and  supervision,  and 
the  many  other  costs  of  conducting  a  financial  institution  must  all  be  covered  in 
the  usual  1 J4  to  2  percent  of  assets  which  represents  the  overhead  cost  of  operating 
the  institution  in  the  course  of  a  year. 

The  third  component  part  of  the  interest  cost  is  the  smallest  but  by  no  means 
the  least  important.  It  is  the  cost  of  reserves  in  the  institution.  Reserves  are 
necessary  to  absorb  losses  and  to  cover  the  risks  in  lending  money  for  long  terms. 
Conservative  policy  and  statutory  requirements  necessitate  roughly  one-half  of  1 
percent  per  annum.  There  are  risks  which  cannot  in  the  nature  of  things  be  elim- 
inated. There  are  about  four  of  them  against  which  there  can  be  no  guarantee 
as  far  as  lending  on  real  estate  is  concerned. 

1.  The  real  estate  lender  has  a  major  risk  to  face  in  the  prospect  of  shifting  real 
estate  values.  While  the  real  estate  cycle  is  generally  longer  than  the  business 
cycle  its  swing  is  more  violent.  A  recent  study  by  the  United  States  Building  and 
Loan  League's  Committee  on  Trends  indicated  that  there  was  a  decline  of  30  to  40 
percent  in  real  estate  prices  from  1928  to  1933. 

2.  The  lending  institution  has  no  control  over  the  industrial  or  commercial  fate 
of  the  particular  city  in  which  it  is  lending.  This  is  a  risk  which  must  also  be  taken 
into  consideration.  Sometimes  factories  move  and  industries  decline  or  fail.  It 
does  not  haopen  frequently  but  few  people  can  tell  where  the  lighning  will  strike 
so  it  is  a  risk  that  must  *>e  covered. 

3.  The  depreciation  of  a  community  within  a  city  is  not  subject  to  any  control 
by  the  lending  institution.  It  constitutes  a  third  risk  factor  which  is  unavoidable. 
As  one  prominent  official  has  said  the  community  often  depreciates  more  rapidly 
than  many  of  the  houses  in  it. 

4.  The  individual  borrower  whose  personal  qualifications  may  be  up  to  the  high- 
est standards  of  the  association  is  also  subject  to  the  uncertainties  of  life  and 
fortune.  Any  breakup  or  death  in  the  family  is  an  important  cause  of  loan  diffi- 
culties in  many  cases.  This  is  a  risk  which  has  to  be  considered  as  far  as  every 
individual  borrower  is  con         3d. 

No  lending  institution  can  stay  in  business  and  disregard  the  three  component 
parts  of  the  interest  rate,  the  cost  of  the  money  it  uses,  the  cost  of  running  the 
institution  and  the  cost  of  safeguarding  the  investors'  funds  through  reserves. 

Mortgage  lending  costs  cannot  economically  be  forced  down  below  a  figure 
which  takes  care  of  these  elements. 

Building  and  loan  associations  almost  universally  are  engaged  in  making  con- 
struction loans  on  one-,  two-  and  three-family  homes.  Loans  to  the  builder  as  well 
as  to  the  future  owner-occupant  figure  prominently  in  this  activity.  Such  loans, 
however,  do  not  involve  any  unusual  cost  to  the  builder.  Under  the  building  and 
loan  plan  operative  builders  are  not  penalized  because  they  have  to  borrow  their 
working  oapital,  but  are  able  to  finance  at  as  low  rates  as  the  individual  home 
buyer  or  builder. 

Th'e  Position  Today. — Todajr  there  is  hardly  any  scarcity  of  mortgage  funds  at 
reasonable  rates  in  any  established  /community.  One  result  of  the  abundance  of 
credit  at  the  disposal  of  home  builders  is  that  we  seem  to  be  heading  into  another 
"financing  boom."  It  looks  as  if  we  are  going  as  far  and  possibly  further  than 
prudence  would  dictate. 

During  the  past  12  to  18  months  people  have  begun  to  invest  in  savings  and 
loan  institutions  in  increasing  volume.  For  the  past  two  years  associations  have 
been  offering  $1,250,000,000  a  year  to  home  builders,  buyers  and  modernizers  on 
long-term,  monthly-repayment  plans  at  rates  of  4J4,  5,  5}i,  and  6  percent  in  terms 
of  total  cost  to  the  borrower.  The  loan  terms  are  from  eight  to  twenty  years. 
The  average  percentage  of  loan  is  from  65  to  75  percent  and  many  are  80  percent 
loans.  These  funds  have  been  derived  from  the  increasing  private  oapital  invest- 
ments in  these  institutions  and  from  advances  made  by  the  Federal  Horr^  T  : 
Bank  System  which  has  access  to  the  private  capital  markets  through  the  saie  oi 
non-government  guaranteed  debentures.  In  the  period  in  which  federal  funds 
were  being  used  to  bolster  the  commercial  banks,  there  was  some  investment  of 
federal  funds  in  both  federally  and  state-chartered  savings  and  loan  institutions, 
but  the  program  was  discontinued  in  the  fall  of  1937.  The  Government  has 
received  3}6%  on  the  funds  invested  by  the  Treasury  and  the  HOLC  in  these  local 
institutions. 

Specialized  Institution  for  Home  Financing. — The  greatest  advantage  of  the 
savings  and  loan  association  or  the  building  society  is  that  it  is  a  specialized  insti- 
tution, dispensing  credit  for  home  building,  home  buying  and  home  modernizing 
and  nothing  else.     Their  experience  is  greater  and  broader  than  that  which  any 
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other  type  of  financial  institution  can  possibly  achieve  in  a  short  time.  They  are 
entirely  local  in  character.  They  have  local  connections.  They  are  the  natural 
ally  of  a  local  building  program,  with  their  ability  to  co-ordinate  and  collaborate 
with  other  interests  in  the  community  active  in  home  building.  Nothing  could 
do  more  to  straighten  out  the  confusion  in  home-owner  credit  today  than  a  clear 
concept  on  the  part  of  the  Government  that  it  is  going  to  work  out  its  policies  for 
widespread  home  ownership  through  specialized  institutions  of  a  private  business 
character.  We  have  a  confused  picture  today  of  (1)  direct  government  credit; 
(2)  government  guarantees  of  private  debts  incurred  on  real  estate;  and  (3)  insti- 
tutions which  stand  on  their  own,  such  as  the  specialized  savings  and  loan  asso- 
ciations. 

The  people  of  this  country  have  a  choice  to  make  as  to  the  kind  of  mortgage 
lending  public  policy  will  sponsor.  Nothing  is  gained  by  drifting  along  indefinitely 
with  government  credit  being  disbursed  or  made  available  through  guarantees 
on  the  one  hand  and  private  business  being  blamed  for  not  doing  enough  on  the 
other  hand.  The  tradition  of  this  country  has  been  for  credit  to  flow  through 
private  business  using  a  corporate  form  created  and  supervised  by  the  State  or 
Federal  Governments.  A  cornerstone  in  a  proper  financial  system  is  to  have  an 
investor  group  counterbalancing  a  borrower  group  with  an  honest  contract 
between  the  two.  This  is  the  essence  of  a  sound  and  successful  private  credit 
institution.  Such  private  business  institutions  have  been  responsible  for  the 
expansion  of  this  country's  material  wealth.  These  two  groups  acting  co-opera- 
tively in  a  business  sense  comprise  the  ideal  private  credit  institution.  The 
constant  reconciling  of  the  investor  and  borrower  interest  through  competent 
management  results  in  the  best  service  to  the  community. 

Under  this  form  of  lending  and  mortgage  credit  the  lines  are  laid  out  for  efficient 
economic  disbursement  of  loans  and  collection  of  payments.  Any  mortgage 
lending  system  has  to  do  these  investment  and  lending  jobs  efficiently  and  soundly. 
It  has  yet  to  be  demonstrated  that  public  lending,  stripped  of  subsidy  and  the 
general  government  credit,  can  compete  successfully  against  private  credit 
institutions  in  terms  of  cost  to  the  borrower. 

The  past  thirty  years  have  seen  the  wisdom  of  specialization  by  private  credit 
instituitions  in  certain  lending  fields.  We  cannot  consider  the  problem  of  financ- 
ing homes  and  home  building  without  coming  to  the  major  necessity  for  special- 
ized home-financing  institutions.  Homes  are  long-term  consumption  goods.  To 
buy  or  build  a  home  a  man  has  to  employ  a  loan  which  is  a  capital  loan  because 
of  the  length  of  its  duration.  This  means  he  must  get  a  long-term  credit. 
Common  sense  and  logic  dictate  that  long-term  credits  such  as  these  should  be 
derived  from  long-term  money  whether  it  be  from  the  saver's  $10  each  month 
put  into  the  savings  and  loan  association  or  from  the  larger  investor  in  the  same 
institution  who  has  several  hundred  or  a  thousand  dollars.  It  is  axiomatic 
that  short-term  money  should  be  invested  in  institutions  which  use  it  for  short- 
term  loans.  I  should  like  to  point  out  here  that  there  is  no  way  to  make  a  long- 
term  home  loan  liquid  in  the  final  analysis,  either  by  placing  the  credit  of  the 
Government  behind  the  borrower  as  a  co-signer  on  his  note  or  by  discount  arrange- 
ments of  any  sort.  The  fact  still  remains  that  the  man  who  borrowed  the  money 
has  borrowed  it  for  12,  15,  or  20  years  and  although  a  portion  of  this  is  repayable 
each  month,  such  loans  are  not  an  appropriate  activity  for  the  institution  which 
has  taken  a  depositor's  funds  on  a  demand  contract  basis. 

In  terms  of  public  confidence  and  public  attitudes  all  bank  deposits  are  demand 
deposits.  In  a  single  institution  there  is  no  such  thing  as  a  segregation  of 
demand  and  time  deposits.  So  what  we  are  doing  essentially  when  we  encourage 
the  investment  of  commercial  bank  funds  in  home  mortgages  is  to  go  against  all 
of  our  financial  experience  in  this  country  as  well  as  the  logic  of  finance  that 
only  long-term  money  should  be  put  into  long-term  loans.  Savings  and  loan 
institutions  accept  funds  from  the  public  with  a  distinct  understanding  that 
there  is  no  contractual  demand  liability.  The  by-laws  and  other  official  docu- 
ments establishing  the  relationship  between  the  account  holder  and  the  associa- 
tion bring  out  distinctly  the  difference  between  this  type  of  investment  and  a 
demand  account  in  a  bank.  If  we  were  trying  to  describe  exactly  the  nature  of 
a  savings  and  loan  account  I  suppose  it  would  be  most  appropriate  to  say  that 
it  is  half  way  between  the  commercial  banks'  contracts  to  return  money  on 
demand  and  the  commercial  corporations'  obligations  to  return  money  which  is 
lent  to  it  through  bonds  or  debentures. 

Thus,  on  the  question  of  whether  demand  money  or  savings  put  away  in  a 
liquid  institution  should  be  the  basis  of  our  home-mortgage  credit,  we  feel  strongly 
that  home  mortgages  are  no  place  for  short-time  money. 
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Investment  banking  has  been  divorced  from  commercial  banking,  and  prob- 
ably savings  or  thrift  banking  should  be  likewise  divorced  -  from  commercial 
banking  and  a  specialized  mortgage  structure  created.  We  believe  it  can  be 
done  by  appropriate  government  provision  of  corporate  vehicles  rather  than 
expansion  of  direct  government  credit  or  the  use  of  government  guarantees. 

Moreover,  the  specialized  inslitution  today  is  doing  far  more  than  advancing 
money.  It  is  supervising  construction,  advising  the  home  purchaser  on  count- 
less details  of  building  and  finance,  and  providing  a  personal  and  local  service 
that  is  helping  to  make  home  ownership  a  one-package  operation,  instead  of  a 
multiplicity  of  individual  and  bewildering  contacts.  The  savings  and  loan  asso- 
ciation, as  a  specialist  in  the  field,  is  undertaking  to  co-ordinate  the  different 
factors  involved  in  home  building.  Consequently  a  borrower  does  not  pay 
money  simply  for  the  use  of  money. 

Consumer's  Dilemma. — Savings  and  loan  associations  have  probably  had  a 
better  chance  to  observe  the  tenor  of  prospective  home  builders'  and  buyers' 
minds  than  any  other  agency  in  the  field.  Operators  of  these  associations  have 
long  experience.  Many  of  them  remember  how  people  came  flocking  to  the 
doors  of  the  associations  asking  for  loans  to  build  houses  in  the  early  part  of 
the  century  as  well  as  in  the  boom  of  the  '20's.  Out  of  this  background  of 
experience  T  think  we  can  give  some  helpful  information  regarding  +he  con- 
sumer's dilemma. 

Your  committee  wants  to  know  why  the  10  percent  or  20  or  25  percent  down 
payment  which  somebody  must  put  up  before  mortgage  money  is  put  to  work 
is  not  being  invested  more  frequently  and  more  rapidly.  It  is  a  question  of 
why  more  purchasers  do  not  want  to  invest  their  savings  in  real  estate  either  by 
occupancy  themselves  or  with  the  hope  of  profit  therefrom. 

The  most  important  drawback  today  is  the  fact  that  it  is  still  cheaper  to  ren\  a 
decent  place  to  live  or  to  buy  an  existing  house  than  it  is  either  to  build  or  to  buy 
a  new  one.  In  other  words,  current  rents  and  building  costs  are  still  out  of  balance. 
The  shortage  of  places  to  live  has  not  become  acute  enough  in  most  communities 
to  drive  up  rents.  Building  costs  have  not  gone  down  very  much.  In  spite  of  the 
mathematical  deductions  and  theoretical  measurements  of  the  shortage  of  houses 
which  should  face  our  country  today,  we  should  be  realistic  and  face  the  fact  that 
there  are  vacancies  in  many  cities  and  that  the  usual  economic  signs  of  a  housing 
shortage,  namely,  higher  rents,  are  not  prevalent  in  most  cities  today.  There  are 
lots  of  places  where  building  is  needed.  There  are  lots  of  places  where  it  can  be 
stimulated  and  consumer  interest  can  be  awakened  but  there  are  hard,  cold  facts 
in  the  form  of  existing  vacant  places  to  live  in  which  seem  to  indicate  that  we  are 
not  in  line  for  a  building  boom  as  yet  although  we  can  possibly  work  together 
to  add  a  billion  dollars  or  so  to  the  expenditures  for  home  construction  per  year. 

The  fact  that  a  family  can  buy  an  existing  house  cheaper  than  it  can  buy  or 
build  a  newly  .built  one  comes  right  to  the  fore  in  our  consideration  of  the  residen- 
tial seal  e-itate  owned  by  all  types  of  institutions  worth  probably  $2,000,000,000 
to  $3,000,000,000.  v  Public  absorption  of  this  volume  of  undigested  property  would 
seem  to  be  a  necessary  forerunner  of  any  substantial  amount  of  new  building  in 
many  areas.  People  will  not  build  f6r  their  own  consumption  so  long  as  they  can 
get  as  much  house  for  25  percent  less  already  built.  And  people  will  not  invest  in 
new  housing  either  for  sale  or  for  rent  when  common  sense  and  business  consider- 
ations to  not  press  them  in  that  direction.  Of  course  if  everybody  goes  out  and 
works  at  selling  and  building  new  homes,  we  will  increase  the  volume.  Of  course, 
if  economic  conditions  are  not  right  for  the  absorption  of  tens  of  thousands  of 
new  homes,-  then  the  ultimate  effect  will  be  over-building  and  a  decrease  in  the 
value  of  all  real  estate  in  the  communities  where  such  houses  are^not  absorbed. 
The  ultimate  as  well  as  the  immediate  effects  in  the  construction  of  all  types  of 
housing  should  be  considered. 

In  .many  areas  real  estate  taxes  are  a  true  damper  on  home  ownership.  Every- 
body generally  agrees  that  homes  are  bearing  a  disproportionate  share  of  a  very 
heavy  tax  burden.  This  condition  was  probably  most  effectively  and  dramatically 
portrayed  in  one  of  our  eastern  cities  upon  the  occasion  of  the  recent  failure  of  one 
of  the  largest  banks  in  that  city.  Excessive  real  estate  taxation  was  credited  with 
beiag  the  chief  factor  in  its  closing.  In  some  States  homestead  tax  exemptions 
have  been  effective  in  stimulating  home  building  and  it  may  well  be  that  the 
United  States  can  make  studies  of  this  question  looking  to  an  equalization  of  taxa- 
tion upon  homes  with  a  resultant  encouragement  to  buyers  and  builders  alike. 

Another  deterrent  to  home  building  today  is  the  con  inual  agitation  about  public 
housing  and  the  impression  being  given  that  this  public  housing  will  be  made 
available  for  ordinary  wprking  people  who  normally  build  and  own  their  own 
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homes.  Of  course,  the  working  man  is  not  going  to  buy  a  new  cottage  and  pay 
$25.00  a  month  on  the  purchase  of  it  for  ten  to  twenty  years  if  he  thinks  he  can 
get  into  a  government  apartment  providing  twice  as  expensive  accommodations 
and  rent  it  for  $20.00  a  month.  We  do  not  question  the  advisability  of  relieving 
slum  conditions.  We  do  seriously  question  the  wisdom  of  building  expensive 
apartments  with  public  funds  for  the  middle  income  people  who  otherwise  would 
be  buying  and  building  homes. 

Suggestions. — There  are  some  things  that  the  government  can  do  to  facilitate 
private  home  financing.  It  can  encourage  the  group  of  savings  and  loan  associa- 
tions that  are  financing  the  bulk  of  loans  on  homes  today.  It  can  co-operate  in 
legislation  needed  to  implement  and  perfect  this  savings  and  loan  program  and  not 
permit  such  legislation  to  be  obstructed  by  the  commercial  bankers  with  their  idle 
capital  or  by  the  great  government  departments  working  in  co-operation  with  banks. 
Distinctly  I  would  like  to  make  it  clear  that  we  think  the  agencies  already  exist 
whereby  an  abundance  of  home  financing  can  be  provided  and  whereby  all  the 
home  building  needed  at  this  time  can  be  financed. 

Comment  has  been  requested  on  certain  government  agencies  touching  the 
home-financing  and  construction  field.  The  RFC  Mortgage  Company  and  the 
Federal  National  Mortgage  Association,  both  operating  within  the  general  juris- 
diction of  the  R.  F.  C,  have  bought  quite  a  number  of  Federal  Housing  Administra- 
tion mortgages  on  single  family  homes  from  the  original  mortgagees.  Our  institu- 
tions, with  few  exceptions,  hold  in  their  own  portfolio  the  mortgages  they  make. 
While  the  purchase  of  mortgages  by  these  government  agencies  has  not  yet  as- 
sumed alarming  proportions,  it  is  tantamount  to  direct  government  financing  of 
homes.  We  believe  that  tapering  off  of  this  activity  will  strengthen  the  volume 
and  earnings  of  the  community  institutions. 

The  government  guarantees  on  F.  H.  A.  loans  were  adopted  as  an  emergency 
measure  for  a  limited  period,  and  although  the  period  of  the  emergency  has  been 
extended  twice  by  statute,  we  think  it  entirely  fitting  that  the  limits  have  been 
retained  as  far  as  the  insurance  of  existing  mortgages  is  concerned.  It  is  not,  in 
our  opinion,  beneficial  for  the  government  to  guarantee  to  endorse  $18,000,000,000 
or  more  of  private  real  estate  debt  under  a  plan  which  the  legislators  enacting  it 
originally  intended  to  insure  $2,000,000,000  at  the  outside. 

The  Federal  Home  Loan  Bank  System,  the  federal  savings  and  loan  system, 
and  the  Federal  Savings  and  Loan  Insurance  Corporation  are  all  permanent 
institutions  by  statute.  They  are  comparable  to  the  Federal  Reserve  System,  the 
national  bank  system  and  the  Federal  Deposit  Insurance  Corporation,  and  in  our 
opinion  should  be  continued  on  a  permanent  basis.  They  operate  with  a  nominal 
use  of  government  credit,  are  100%  self-supporting,  and  provide  machinery  which 
has  proved  extremely  useful.  The  underlying  institutions  in  this  system  are  local 
mutual  associations  privately  owned  and  managed  and  rendering  a  constructive 
service. 

One  factor  affecting  the  flow  of  credit  for  the  financing  of  homes  about  which 
the  Government  can  do  something  is  the  legal  machinery  surrounding  the  business 
today.  It  would  be  most  helpful  if  the  government  agencies  would  co-operate  in 
securing  improved  legislation  throughout  the  country,  making  it  more  economical 
to  deal  with  real  estate  titles. 

It  would  be  even  more  helpful  and  would  be  likely  to  lower  the  cost  of  money  by 
diminishing  the  risk  if  government  agencies  would  co-operate  in  securing  legisla- 
tion in  the  States  to  modernize  laws  for  realization  upon  real  estate  security  when 
necessary.  In  some  of  the  States  the  laws  on  this  subject  are  utterly  hopeless  and 
an  improvement  of  them  would  look  toward  higher-percentage,  longer-term  and 
lower  lending  cost.  One  factor  of  tremendous  importance  in  the  British  home- 
building  program  has  been  the  ease  and  economy  with  which  a  lender  can  realize 
on  his  security  under  English  law. 

It  has  been  suggested  that  savings  and  loan  associations  invest  a  portion  of 
their  funds  by  participating  in  the  equities  of  large-scale  rental  projects.  It  is 
doubtful  whether  the  institutions,  even  under  the  supervision  of  the  Federal 
Home  Loan  Bank  Board,  are  qualified  to  select  and  make  such  investments  and 
whether  any  of  their  funds  and  activities  should  be  pointed  toward  the  crea- 
tion of  large-scale  rental  housing.  However,  with  the  high-percentage  loan 
policies  which  are  being  urged  upon  the  public  and  forced  upon' financial  institu- 
tions, it  is  possible  that  these  associations  should  participate  in'the  development 
of  neighborhoods  or  communities  and  possibly  through  the  building  of  small 
homes  for  owner  occupancy.  If  the  funds  of  savings  members  are  to  be  invested 
in  loans  approaching  the  total  cost  of  land  and  improvements,  it  is  possible  that 
the  institution  itself  should  engage  in  subdivision  development  and  construction 
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activities  so  that  the  home  owner  may  share  in  the  economies  of  integrated 
financing  and  construction,  plus  the  assurance  that  the  house  is  well  constructed, 
of  excellent  materials  and  is  a  part  of  a  logical  community  development. 

Finally,  in  a  study  of  what  the  Government  can  do  about  home  building  in  the 
United  States,  we  are  brought  face  to  face  with  certain  issues  which  are  most 
fundamental  to  American  life  and  to  American  business.  For  more  than  150 
years  homes  have  been  privately  built  and  owned.  Public  sentiment  has  favored 
home  ownership.  Tenement  dwellers  and  renters  look  forward  to  debt-free  home 
ownership.  Home  ownership  promotes  good  citizenship.  The  Government  can 
encourage  thrift  and  home  ownership  in  many  directions.  It  can  discontinue  its 
competition  with  the  investment  program  of  savings  and  loan  associations  by 
discontinuing  postal  savings  or  by  investing  postal  savings  in  home-financing 
institutions  instead  of  depositing  them  in  banks  to  create  more  idle  money.  It 
can  discontinue  its  lavish  advertising  program  for  the  sale  of  baby  bonds  to  our 
savers  promising  a  return  of  2.9%  and  cash  on  demand.  The  Government  can 
con$fie  its  public  housing  activities  to  legitimate  slum  clearance  and  to  provision 
of  housing  for  families  of  no  income  or  families  of  extremely  low  income  and 
families  of  too  uncertain  income  to  undertake  home  purchase. 

We  believe  that  we  have  an  adequate  number  of  institutions  performing  an 
effective  service  in  the  field  of  financing  homes  today.  We  hope  that  the  Govern- 
ment will  not  establish  arrangements  or  new  institutions  supported  by  subsidy 
or  the  general  government  credit.  Any  attempts  to  extend  further  the  length  of 
loans  move  us  toward  permanent  debt  during  the  entire  productive  period  of  the 
head  of  the  family.  The  initiative  of  private  individuals  and  the  resourcefulness 
of  financial  institutions  have  been  amply  implemented  as  far  as  home-mortgage 
credits  and  loan  plans  are  concerned  in  our  judgment. 

Our  associations  today  are  lending  about  $75,000,000  to  $100,000,000  each 
month  and  have  been  doing  so  for  two  or  three  years.  Our  volume  of  credit 
gradually  but  surely  increases.  We  have  reasonable  prospect  that  as  soon  as  the 
consumer  demand  is  available,  our  institutions  can  again  be  lending  as  substantially 
as  they  did  in  the  '20's. 

Builders,  little  and  large,  should  take  more  responsibility  for  the  character  of 
their  product  and  for  creating  a  community  of  satisfied  owner  occupants.  English 
experience  suggests  that  the  builders'  pool  which  is  in  reality  a  joint  guarantee  of 
repayment  in  connection  with  excess  financing  has  been  a  stabilizing  influence  as 
to  the  character  of  people  who  were  sold  homes  on  extremely  low  down  payments 
as  well  as  to  the  character  of  the  house  accommodations  in  community  or  estate 
developments.  If  homes  are  to  be  sold  on  terms  equivalent  or  lower  than  rent 
with  5  or  10%  down  payments,  surely  those  who  profit  in  a  substantial  way  from 
the  building  transaction  should  leave  a  portion  of  their  profits  in  the  transaction 
until  the  home  owner  has  developed  a  substantial  equity,  rather  than  throw  this 
entire  risk  on  the  government  guarantee,  as  in  the  case  of  the  FHA,  or  upon  the 
financial  institutions  which  of  necessity  must  not  accept  such  risks  alone  unless 
there  is  some  joint  responsibility. 

Certainly  the  country  needs  a  whole  revival  of  the  city  planning  movement 
with  appropriate  control  of  subdivision  development,  prohibition  against  the 
renting  of  unsafe  or  insanitary  quarters,  demolition  of  insanitary  and  dangerous 
housing,  and  like  matters  which  can  only  be  accomplished  by  local  government 
probably  under  the  stimulus  and  guidance  of  national  leadership. 

Conclusion. — We  have  given  too  exclusive  attention  to  the  credit  problem  with 
regard  to  home  ownership  and  construction  and  too  little  attention  to  creating 
local  conditions  under  which  the  customer  would  desire  to  purchase  and  be  assured 
of  a  first-class  product  in  proper  community  surroundings.  We  have  paid  too 
little  attention  to  all  of  the  costs  of  ownership,  be  they  taxes,  merchandising, 
materials,  construction,  and  the  like,  as  contrasted  to  credit  costs.  We  should 
not  forget  that  too  much  credit  is  almost  as  dangerous  to  the  individual  as  too 
little. 
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"Exhibit  No.  866",  introduced  on  p.  5148,  is  on  file  with  the  Committee 


'Exhibit  No.  867",  introduced  on  p.  5148,  is  on  file  with  the  Committee 


Exhibit  No.  868 

Department  of  Justice, 

May  18,  1938. 
Attorney  General  Cummings  today  made  tlje  following  announcement: 
The  Department  of  Justice  recently  announced  a  policy  under  which  there  would 
be  issued  a  series  of  public  statements  throwing  light  on  the  prosecution  policy 
with  respect  to  antitrust  laws.  The, necessity  for  making  such  public  statements 
with  respect  to  antitrust  prosecutions  arises  from  the  fact  that  they  present  a 
problem  different  from  the  enforcement  of  other  crui.inal  statutes.  In  antitrust 
cases  the  rule  of  reason  necessarily  requires  the  exercise  of  judgment  on  the  part 
of  the  prosecuting  arm  in  order  to  give  the  general  principles  of  the  antitrust  laws 
an 'equitable  and  economic  application  to  unlike  cases  and  dissimilar  industrial 
situations.  A  guide  to  businessmen  as  to  prosecution  policy  should  be  furnished 
by  the  Department  wherever  possible. 

There  is  set  forth  below  an  outline  of  the  general  form  which  future  statements 
of  this  character  will  take: 

1 .  Form  of  Statements. — The  statements  will  be  issued  in  the  form  of  announce- 
ments signed  by  the  Assistant  Attorney  General  in  charge  of  the  Antitrust  Divi- 
sion, and  approved  by  the  Attorney  General. 

2.  Purpose  of  Statement. — The  aim  of  these  statements  in  connection  with  any 
particular  proceeding  or  investigation  is  to  serve  (1)  as  a  guide  to  businessmen 
who  seek  information  on  the  probable  action  of  this-  Department  in  similar  cir- 
cumstances; (2)  to  aid  the  Department  itself  in  formulating  a  consistent  policy  of 
antitrust  law  enforcement;  (3)  to  serve  as  a  warning  to  those  engaged  in  similar 
illegal  practices;  and  (4)  to  call  the  attention  of  the  Congress  to  the  interpreta- 
tion and  application  of  antitrust  laws  by  the  Attorney  General,  as  they  may  have 
a  bearing  upon  contemplated  legislation. 

3.  Contents  of  Statements. — These  statements  on  prosecution  policy  will  not 
discuss  the  guilt  or  innocence  of  particular  defendants;  they  will  not  interfere 
with  the  presumption  of  innocence  which  defendants  have  in  a  criminal  case  or 
the  advantage  of  the  burden  of  proof  which  they  enjoy  in  a  civil  case.  They  will 
be  confined  to  the  reasons  for  departmental  action.  It  may  be  assumed  as  a 
matter  of  course  that  the  Department  would  not  take  action  unless  it  had  in  its 
possession  evidence  which  in  its  judgment  warranted  it  in  proceeding.  Under 
sucn  circumstances,  the  Department  is  under  a  public  duty  to  present  such  evi- 
dence to  an  impartial  judicial  tribunal. 

In  general,  the  statements  will  cover  (1)  the  conditions  which  the  Department 
believes  to  exist  in  the  particular  industry  which  create  monopolistic  control  or 
restraint  of  trade;  (2)  the  reason  why  the  particular  procedure  was  followed, 
whether  a  civil  suit,  consent  decree,  criminal  prosecution,  acceptance  of  pleas  of 
nolo  contendere,  or  dismissal  of  the  proceeding;  and  (3)  the  economic  results 
which  are  to  be  expected  from  its  action  in  the  particular  case.    ' 

Department  of  Justice, 

May  18,  1938. 

The  following  announcement,  and  statement  of  policy,  concerning  the  Auto- 
mobile Finance  investigation  was  issued  today  by  the  Department  of  Justice: 

The  Department  of  Justice  proposes  to  present  evidence  before  a  grand  jury  in 
South  Bend,  Indiana,  with  reference  to  violations  of  the  antitrust  laws  by  Ford 
Motor  Company,  Chrysler  Corporation  and  General  Motors  Company  and  three 
finance  companies  associated  with  them.  The  evidence  which  it  is  proposed  to 
present  will  be  substantially  the  same  as  that  presented  to  a  grand  jury  in 
Milwaukee,  Wisconsin,  prior  to  its  discharge  by  Judge  Geiger  last  winter. 

At/the  time  of  the  original  presentation,  the  Department  was  of  the  opinion,  and 
is  now  of  the  opinion,  that  its  investigation  has  disclosed  evidence  of  certain  viola- 
tions of  the  criminal  provisions  of  the  antitrust  law  by  these  automobile  manu- 
facturers and  their  associated  finance  companies  which  warranted  submission  to  a 
grand  jury. 
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It  ia  the  announced  policy  of  the  Department  of  Justice  to  issue  public  state- 
ments in  order  to  clarify  its  prosecution  policy  with  respect  to  antitrust  laws. 
Such  statements  will  be  made  in  connection  with  particular  cases,  to  the  ends  that 
it  shall  be  a  guide  to  businessmen  and  the  public  in  similar  situations.  In  this 
case  the  only  policy  which  needs  statement  and  clarification  concerns  the  concur- 
rent use  of  civil  and  criminal  remedies  granted  by  the  antitrust  laws.  Such 
clarification  is  important  here  because  this  policy  was  questioned  by  the  court  in 
the  original  grand  jury  presentation  at  Milwaukee,  Wisconsin.  As  a  result  of 
this,  there  has  been  some  misunderstanding  of  the  policy  in  spite  of  the  fact  that 
it  was  publicly  stated  before  committees  of  both  the  Senate  and  the  House. 
Therefore,  in  order  to  clear  up  this  misunderstanding  with  respect  to  the  con- 
current use  of  civil  and  criminal  procedures,  it  is  thought  advisable  to  restate 
publicly  the  course  which  the  Department  intends  to  pursue  in  this  and  future 
cases. 

Our  policy  which  has  been  stated  to  the  representatives  of  the  companies 
involved  in  this  case  may  be  summarized  as  follows: 

1.  The  Department  will  not  compromise  a  criminal  case  upon  an  agreement  by 
the  defendants  to  refrain  in  the  future  from  the  violations  with  which  they  are 
charged.  We  cannot  accept  the  responsibility  of  condoning  violations  of  the 
antitrust  laws  because  of  a  promise  to  reform. 

2.  The  commencement  of  a  grand  jury  proceeding  or  a  criminal  prosecution 
does  not  do  away  with  the  presumption  of  innocence  which  surrounds  any  defend- 
ant. It  only  means  that  this  Department  is  in  possession  of  evidence  of  violation 
of  law  which  it  deems  so  compelling  that  it  cannot  accept  the  responsibility  of 
ignoring  it  and  must  therefore  present  it  to  an  impartial  judicial  tribunal.  While 
the  Department  must  exercise  a  preliminary  judgment  as  to  the  weight  of  the 
evidence,  the  ultimate  responsibility  for  the  weighing  of  that  evidence  is  neces- 
sarily on  the  grand  jury  and  petit  jury  and  the  court. 

3.  In  using  civil  and  criminal  proceedings  concurrently,  (a  practice  which  has 
been  approved  by  the  Supreme  Court  in  the  case  of  Standard  Sanitary  Manufac- 
turing Co.  v.  United  States,  226  U.  S.  20)  it  is  not  the  purpose  of  the  Department 
to  coerce  or  compel  the  prospective  defendants  to  consent  to  a  civil  settlement  on 
threat  of  criminal  prosecution.  The  sole  purpose  of  the  criminal  proceeding  is 
to  present  to  an  impartial  tribunal  evidence  which  leads  the  Department  to  believe 
that  the  antitrust  laws  have  been  violated.  At  the  same  time  it  has  never  been 
the  policy  of  the  Department  to  bar  its  doors  at  any  stage  of  the  proceeding 
against  businessmen  who  may  de,sire  to  propose  a  practical  solution  which  is  of 
major  and  immediate  benefit  to  the  industry,  to  competitors  and  to  the  public 
and  which  goes  beyond  any  results  which  may  be  expected  in  a  criminal  proceeding. 

Such  a  solution  must  be  voluntary.  While  we  do  not  invite  the  submission  of 
such  proposals.,  it  will  be  our  policy  in  all  cases  to  examine  and  consider  any  which 
may  be  made.  They  must  offer  in  addition  to  a  prohibition  of  the  violations  of 
the  antitrust  laws  with  which  the  prospective  defendants  are  charged,  substantial 
public  benefits  connected  with  the  policy  of  maintaining  free  competition  in  an 
orderly  market  which  could  not  be  obtained  by  the  criminal  prosecution. 

If  proposals  of  this  character  are  submitted  to  the  Department,  it  conceives 
that  its  duty  is  to  present  them  to  the  court  before  whom  the  proceeding  is  pending 
in  order  that  he  may  determine  whether  a  nolle  prosse  is  justified  in  the  public 
interest. 

Where  the  proceeding  is  still  pending  before  a  grand  jury  which  has  not  yet 
returned  indictments,  this  method  is  not  strictly  a  nolle  .prosse.  However,  the 
analogy  of  recommendation  for  nolle  prosse  will  be  followed  in  cases  where  consent 
decrees  have  been  submitted  to  the  Department  before  indictment.  The  judge 
in  such  cases  will  be  informed  of  the  submission  of  proposals  which  the  Depart- 
ment believes  to  be  in  the  public  interest  in  order  that,  if  he  deems  that  course 
desirable,  they  may  be  presented  to  the  grand  jury  for  consideration  in  connection 
with  the  evidence. 

ThtjrhJan  Arnold, 
Assistant  Attorney  General. 

Approved: 

Homer  Ctjmmings, 

Attorney  General. 
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Exhibit  No.  871 

Chronological  Record  of  Contacts  Made  by  Home  Owner  and  General 
Contractor  During  Construction  of  House 

description  of  house 

The  house  under  consideration  is  a  two-story  Cape  Cod  style  brick  dwelling 
located  in  Arlington,  Virginia.  It  contains  a  living  room,  dining  room  and  kitchen 
on  the  first  floor.  A  garage  is  attached.  On  the  second  floor  there  are  two  bed- 
rooms, a  bath,  and  a  study  located  over  the  garage.     There  is  a  full-sized  basement. 

The  lot  on  which  the  house  is  located  required  no  filling  or  grading,  except 
that  it  was  necessary  to  level  and  distribute  the  earth  excavated  from  the  base- 
ment. Sidewalks  and  sewers  had  been  placed  when  the  lot  was  purchased. 
However,  city  water  and  gas  were  not  available.  The  approximate  value  of  the 
finished  house,  including  lot,  is  between  $8,000  and  $9,000. 

Since  the  house,  was  not  financed  in  the  usual  channels,  no  consideration  is 
given  in  this  record  to  the  contacts  made  in  financing. 

Specific  Contacts  Made  by  Owner  or  General  Contractor  During 
Approximate  Date  of  Contact  Construction  of  House 

1934 Lot  purchased  outright  by  owner  from  real  estate  cor- 
poration. 

1934 Title  searched  by  lawyer  employed  by  owner.     Title 

cleared. 
1938 

February Owner  decided  to  build. 

March Owner  made  arrangements  with  general  contractor  to 

handle  all  details  regarding  construction  of  house. 
However,  owner  was  to  be  consulted  during  construc- 
tion regarding  types  and  costs  of  materials,  changes 
in  plans,  etc. 

March Letters  were  written  by  owner  and  general  contractor 

to  county  water  department  and  to  gas  company 
regarding  the  possibility  of  obtaining  service.  Replies 
received  indicated  the  cost  was  too  high.  Other  plans 
were  decided  upon. 

March  23 Owner  purchased  stock  plans. 

April  4-16 '--  General  contractor  obtained  bids  from  four  lumber  com- 

'  panies  to  supply  all  necessary  rough  and  finished 
lumber  called  for  by  plans.  This  involved  two  or 
more  contacts  with  each  company.  Entered  into 
contract  with  one  company. 

April  4-16 General  contractor  obtained  bids  from  two  contractors 

for  the  brick  and  masonry  work.  Entered  into  con- 
tract with  one. 

April  4-16 General  contractor  obtained  bids  from  three  carpenters. 

Entered  into  contract  with  one,  who  was  ordinarily 
an  employee  of  another  contractor. 

April  12 Owner    had    stock    company's    architect    make    small 

revision  and  addition  to  plans. 

April  14 General    contractor    obtained    building    permit    from 

county. 

April  16 Surveyor  marked  off  house  on  lot  according  to  plans. 

April  20 County  inspector  condemned  surveyor's  work ;  claimed 

house  was  "too  close  to  building  line. 

April  23: Surveyor  marked  off  house  according  to  new  regulations. 

April  30./ General  contractor  sub-contracted  excavation  of  base- 
ment. 

April  30 County  inspector,  after  having  been  called  by  phone 

three  times,  finally  inspected  and  approved  surveyor's 
work. 

May  2 Basement  excavated  by  sub-contractor. 

May  2 Laborer  employed  to  dig  out  foundation  footings. 

May  2 Lumber   company    notified   to    deliver   rough    lumber. 

Contractor  for  brick  work  notified  to  begin  shortly. 
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Specific  Contacts  Made  by  Owner  or  General  Contractor  owing 
Approximate  Date  of  Contact  Construction  of  House 

May  4 General  contractor  contacted   concrete   company   and 

concrete  footings  were  poured. 
May  2-7 General  contractor  obtained  bids  from  three  companies 

for    steel    work.     Contract    entered    into    with    one 

company. 

May  5 County  inspector  was  notified,  and  inspected  footings. 

May  7 .. Drain  tile  and  gravel  were  purchased  by  general  con- 
tractor, and  laborer  was  engaged  to  place  tile  around 

footings  and  foundation. 

May  10 Bricklayer  began  laying  foundation  after  being  delayed 

several  days  by  rain. 
May  11 General  contractor  purchased  from  hardware  store  three 

kegs  of  nails  for  rough  lumber  work,  one  shovel  for 

laborer,  one  quart  of  linseed  oil  and  one  gallon  of  paint 

the  latter  to  be  used  for  priming  window  frames,  etc. 
May  12&  13 Carpenter  placed  steel  beams  and  first  floor  j"oists  and 

began  setting  window  frames  for  first  floor. 
May  12 Laborer  employed  for  leveling  earth  excavated  from 

basement  and  for  priming,  window  frames  with  paint. 
May  16-21 General  contractor  negotiated  with  and  obtained  per- 
mission from  real  estate  corporation  to  use  well  on 

adjoining  lot. 
"May  19 General  contractor  purchased  one  gallon  of  turpentine 

from  hardware  store. 
May  20 General  contractor  engaged  three  laborers  to  clean  out 

well  on  adjoining  lot. 

May  24-28_ Construction  work  delayed  by  rain. 

May  24 General  contractor  purchased  wood  laths  and  roofing 

felt  from  two  different  dealers. 

May  25 General  contractor  purchased  one  gallon. of  paint. 

May  24-28 General  contractor  obtained  bids  from  three  plumbers. 

Entered  into  contract  with  one. 
May  28 , General  contractor  purchased  20  pounds  of  finishing 

nails,  20  pounds  of  galvanized  nails,  and  one  roll  of 

tar  paper  from  hardware  store. 
June  1 Generaf  contractor  purchased  50  pounds  of  roofing  nails 

from  hardware  store. 
June  6-8 Carpenter  was  delayed  while  waiting  for  bricklayer  to 

return  to  job  to  finish  up. 
June  6 ' General  contractor  purchased  one  keg  of  cut  nails  from 

hardware  store. 
June  7 General  contractor  purchased  from  dealer  one  ventilator 

for  roof. 

June  7-11 a Plumber  began  laying  out  work  and  roughing  in  pipes. 

June  13-17 General  contractor  purchased  insulating  material  from 

dealer.     General  contractor  purchased  electrical  fix- 
tures and  engaged  own  man  to  do  electrical  work. 
June  14 ^_*. —  General   contractor   hired  laborer   to   place   insulating 

material. 
June  15 General  contractor  purchased  caulking  compound  for 

window  and  door  frames  and  walls. 
June  16 General  contractor  engaged  laborer  to  place  caulking 

compound. 

June  17 General  contractor  obtained  insurance  policy  for  house. 

June  20-25 General  contractor  obtained  bids  from  three  tile  setters 

to  put  tile  in  bathroom.     Entered  into  contract  with 

one   who   had   to,  be   called  back   twice   because   of 

unsatisfactory  work. 
June  20-25 General  contractor  obtained  bids  from  two  plasterers. 

Let  contract  to  one. 
June  23 General  contractor  contracted  with  concrete  company 

and  laborer  for  placing  of  concrete  basement. 
June  24 General  contractor  purchased  electric  pump  and  pressure 

tank,  which  were  installed  by  plumber. 
June  23-25 General  contractor  engaged  contractar=to=attaclt  guji^tf 

and  spouts  on  roof. 
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Specific  Contacts  Made  by  Owner  or  General  Contractor  During 
Approximate  Date  of  Contact  Construction  of  House 

June  27 Second  coat  of  plaster  finished.     Carpenters  delayed 

several  days  while  plaster  was  drying. 

June  29 General  contractor  purchased  drain  tile  and  cement  from 

material  dealer  for  drain  from  roof  spouts  to  street. 

June  30 General  contractor  selected  and  purchased  hardware  for 

doors,  windows,  etc.,  from  hardware  store. 

July  1 General    contractor    contacted    several    companies    in 

regard  to  door  for  garage.  Finally  selected  a  special 
overhead  door  which  was  installed  by  the  company. 

July  1 Carpenter  was  paid  extra  for  flashing  of  roof  which  had 

not  been  included  in  his  contract. 

July  1 Bricklayer  was  called  back  to  touch  up  work  and  clean 

off  bricks. 

July  2,  4,  6 General  contractor  engaged  two  laborers  to  complete 

grading  the  yard  about  house. 

July  6-9 General  contractor  obtained  bids  from  two  painters  for 

interior  and  exterior  painting. 

July  13 General    contractor    contacted    four    dealers    handling 

electric  refrigerators,  and  purchased  one  for  delivery 
a  few  weeks  later. 

July  14 General  contractor  entered  into  contract  with  an  indi- 
vidual to  furnish  sod  for  part  of  the  yard. 

July  18-23 General  contractor  instructed  lumber  company  to  pick 

up  extra  rough  lumber  and  to  supply  additional  floor- 
ing which  was  short  of  quantity  agreed  upon. 

July  20 General    contractor    requested    concrete    company    to 

deliver  concrete  for  front  stoop  and  steps. 

July  21-23 General  contractor  entered  into  contract  with  paper 

hanger. 

July  21-23 General  contractor  contacted  three  companies  handling 

oil  burners.  Entered  into  contract  with  one  to  install 
oil  burner. 

July  21-23 General  contractor  secured  bids  from  two  floor  finishers 

and  let  contract  to  one. 

July  21-23 General  contractor  contracted  with  company  to  furnish 

built-in  kitchen  cabinet  and  linoleum  for  kitchen 
floor. 

July  25-27 General  contractor  entered  into  contract  with  company 

to  furnish  and  install  gas  stove  and  gas  tank. 

July  25-29 '__  Paper  hanger  refused  to  work  while  floor  finishers  were 

working.  Floor  finishers  had  to  wait  day  for  paper 
hanger  to  finish.  Painter  couldn't  put  on  final  coat 
of  paint  in  some  rooms  until  floor  finishers  were 
through.  Plumber  was  interfering  with  floor  fin- 
ishers because  of  the  necessity  of  fixing  leaks  in 
radiators  in  room  where  floor  finishers  were  working. 

Aug.  3 Painter  finished  last  part  of  his  work.     This  completed 

all  work  on  house  by  general  contractor,  sub-contrac- 
tors and  laborers.  However,  much  miscellaneous 
work,  including  the  making  of  screens,  remained  for 
the  owner  and  occupant. 

Aug.  8-13 Owner  returned  unused  material  furnished  by  iron  works 

company  and  received  credit  after  several  negotiations. 


'Exhibit  No.  872"  appears  in  text  on  p.  5178 
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Contract    Construction    Industry — Number    of   Establishments;    Work    Performed; 
and  Number  of  Employees;  by  Kind  of  Business,  1935 


Kind  of  Business 


All  reporting 
establish- 
ments- 
No.  of 
establish- 
ments 


Establishments  reporting  on  work  per- 
formed and  on  employees 


No.  of 
establish- 
ments 


Value  of 
work  per- 
formed 
(thousands) 


No.  of 
employees 
(average  for 

year) 


Total 

General  contractors. 


Building'.... 

Highway 

Heavy  construction . . 

Special  trade  contractors. 


Carpentering.— 

Concreting.. 

Electrical 

Elevator  installation 

Excavating  and/or  foundation. 
Glass  and  glazing . 


Heating  and  plumbing  group. 


Heating  and  piping 

Heating  and  piping  with  sheet  metal 

Heating,  piping,  plumbing 

Heating,  piping,  plumbing  with  sheet 

metal 

Plumbing 

Plumbing  with  sheet  metal... 


Roofing  and  sheet  metal  group. 


Roofing 

Sheet  metal 

Roofing  and  sheet  metal. 


Masonry 

Ornamental  iron 

Painting,  paper  hanging  and  decorating. 

Plastering 

Steel  erection 

Stone  setting 

Tile  and  mantel 

Wrecking  and  demolition 

Other 


75,047 


11,491 


8,337 
2,116 
1,038 


63,  556 


7,853 
981 

8,473 
404 
375 
141 


23,856 


1,809 
1,790 
8,441 

1,339 

9,984 

493 


5,927 


1,931 
2,526 
1,470 


1,288 
158 
11,078 
899 
118 
76 
891 
129 
909 


$1, 457, 710 


9,883 


7,241 

1,723 

919 


59,  055 


7,633 
946 

7,457 
361 
364 
140 


22,947 


1,607 
1,733 
8,181 

1,329 

9,612 

485 


1,813 
2,376 
1,402 


1,031 
152 
10,  633 
888 
105 
63 
727 
128 
799 


834,  391 


356,  612 
240,  949 
236, 930 


623, 319 


30,123 
10,884 
93,229 
21, 394 
11,913 
2,425 


269,  031 


62,423 
26,284 
107,  413 

24,020 
56, 162 
2,729 


63,385 


28,311 
13, 612 
21,  462 


10,  722 
1,385 

52,456 
9,878 
6,384 
1,109 

14,136 
2,644 

22,221 


409,137 


258,  344 


106,  366 
87,  242 
64,  736 


150,  793 


6,974 
3,736 
21,  014 
4,182 
4,005 
509 


58,249 


10, 181 
6,513 
23,228 

5,754 

11, 960 

613 


16,094 


7,301 
3,196 
5,597 


3,167 
320 

16,229 
3,278 
1,498 
338 
3,908 
1,025 
6,267 


1  Includes  operative  builders. 

Source:  Census  of  Business:  1935—  Construction  Industry,  Vol.  I,  p.  1. 
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Exhibit  No.  874 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5180] 

Number  of  Employers  and  Employees,  Contract  Construction  Industry,  1938 


Kind  of  Business 


Number  of 

employers 

(Jan. — Mar. 

1038) 


Number  of 
employees 
(Mar.  1938) 


Total 

General  contractors,  building 

General  contractors,  other 

Special  trade  contractors 

Other  contractors,  not  classified  by  type 


96, 773 


826,227 


>  Construction  concerns  having  more  than  one  establishment  and  engaged  in  more  than  one  tjpe  of 
construction. 

Source:  Social  Security  Board  (preliminary  data). 


Exhibit  No.  875 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5182] 

Distribution  of  Employers  and  Employees,  by  Size  of  Business  Concern,  Contract 
Construction  Industry,  March  1938 


Size  of  Concern 
(Number  of  employees1) 

Employers 

percent  of 

total 

Employees  ■ 

percent  of 

total 

Size  of  Concern 
(Number  of  employees1) 

Employers 

percent  of 

total 

Employees1 

percent  of 

total 

Total 

100.00 

100.00 

50-59 

.51 
.35 
.26 
.18 
.16 
.65 
.17 
.08 
.03 
.03 
.02 
.01 
.01 
.00 
.02 

3.11 

60-69 

2  53 

1 

21.77 

18.11 

13.48 

9.39 

6.85 

4.91 

3.90 

2.57 

2.08 

9.31 

2.98 

1.39 

.78 

2.44 
4.05 
4.54 
4.21 
3.83 
3.30 
3.06 
2.30 
2.09 
13.95 
7.94 
5.25 
3.87 

70-79 

2.17 

2 

80-89 

1.71 

3  .. 

90-99 

1.65 

4... 

100-199 

9.85 

5. 

200-299 

4.77 

6  .. 

300-399 

3.16 

7... 

400-499 

1.65 

8... 

500-599 

1.86 

9     . 

600-699.. 

1.27 

10-19  .. 

700-799 

.83 

20-29... 

800-899 

.67 

30-39... 

900-999 

.35 

40-49  ..                          

1000  and  over: 

3.59 

1  Number  of  employees  employed  during  the  last  pay-period  in  March  1938. 
Source:  Social  Security  Board  (preliminary  data). 


Exhibit  No.  876 
Distribution  of  Construction  Corporations  by  Total  Assets,  1936 


Total  assets  (thousand  dollars) 


5,000-10,000... 
10,000-50,000- 
50,000-100,000. 


Number  of 
corporations 

20 

10 

1 


Total  assets  (thousand  dollars)  Number  of 

corporation'* 

Under  50 9,  941 

50-100 1,975 

100-250 1,  561 

250-500 578 

500-1,000 300 

1,000-5,000 188 

1  Includes  about  200  corporations  engaged  primarily  in  shipbuilding  and  ship  repairing;  these  corporations 
are  larger,  on  the  average,  than  those  engaged  in  construction.  Includes  only  corporations  submitting 
balance  sheets  with  their  income  tax  returns;  excludes  2,071  active  corporations  not  submitting  such  balance 
sheets.    Total  assets  are  as  of  December  31, 1936  or  close  of  fiscal  year  nearest  thereto. 

Source:  Statistics  of  Income  for  1936,  Part  2,  pp.  114-115. 


Total 14,574 
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Exhibit  No.  877 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5185] 

Average  Inventory  Value  of  Equipment  Per  Employee  in  the  Contract  Construction 

Industry,  1929  *  I       ,         ■ 

"'  *  Value  of 

equipment 
BUILDING    CONTRACTORS  per  employee 

,   .     (Dollar)) 

Operative  builders . 68 

General  Contractors: 

Non-specialized L 229 

Commercial  only 211 

Manufacturing  only x 115 

Residential  only  .  _  . 175 

Subcontractors: 

Carpentering  and  wood  flooring ; ' 341 

Concreting | 358 

Electrical : : 209 

Elevator  construction 285 

Heating  and  plumbing 254 

Masonry 169 

Painting  and  decorating 161 

Glass  and  glazing 509 

Plastering  and  lathing 126 

Roofing  and  sheet  metal  work 347 

Steel  erection 788 

Stonework .' 861 

Marble  and  tiling 315 

Wrecking 579 

Excavating .- 1,491 

Ornamental  iron j:. 722 

HIGHWAY    CONTRACTORS 

General  contractors: 

Highway . 1,091 

Bridge  and  culvert 750 

Grading 1,473 

Street  paving 1,  005 

Subcontractors : 

Highway 1,098 

Bridge  and  culvert 747 

Grading , '_ 1,263 

Street  paving. ■- i 742 

HEAVY  CONSTRUCTION  CONTRACTORS 

General  contractors: 

Sewer,  gas,  water  conduit 807 

Dam,  reservoir  and  waterworks -. . 862 

Dredging,  river,  harbor 1 2,  655 

Levee 3,263 

Railroad 621 

Foundation 729 

Power  plant 191 

Air  transport  work 790 

Oil  and  natural  gas  pipe  line . 321 

Subway 464 

Miscellaneous 765 

Subcontractors: 

Dam,  reservoir  and  waterworks 1,  029 

Dredging,  river,  harbor 1,  569 

Foundation : £1 431 

Miscellaneous 454 

1  Computed  by  dividing  the  inventory  value  of  equipment  as  of  January  1,  1930  (as  reported  for  26,718 
establishments)  by  the  estimated  average  number  of  wage  earners  employed  during  the  year  by  the  same 
establishments. 

Source:  Census  of  Construction,  1930. 
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Exhibit  No.  878 
(Chart  based  on  following  statistical  data  appears  in  text  on  p.  5187] 

Percent  of  Value  of  Work  Performed  in  Home  City,  in  Home  State  Outside  of  Home 
City,  and  Outside  Home  State,  Contract  Construction  Industry,  1935 


Kind  of  Business 


Total 


Percent  of  value  of  work  performed 


In  home 
city 


In  home 
State  out- 
side home 
city 


Outside 
home  State 


General  Contractors: 

Building 

Heavy  construction 

Highway 

Special  Trade  Contractors: 

Carpentering __ 

Painting,  paperhanging  and  "decorating. 

Roofing  and  sheet  metal 

Heating  and  plumbing 

Masonry 

Plastering... 

Concreting „ 

Electrical 

Tile  and  mantel 

Stone  setting 

Steel  erection - 

Excavating  and/or  foundation 

All  other 


100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100. 0 
100.0 
100.0 
100.0 
100.0 


66.1 
36.1 
21.9 

90.2 
90.0 
84.0 
83.1 
81.5 
81.2 
79.1 
75.0 
74.2 
68.8 
67.3 
60.6 
44.8 


21.4 
28.5 
58.8 

8.3 

6.5 
13.8 
13.1 

8.3' 
12.9 
15.6 
15.1 
18.6 

3.6 
12.8 
32.8 
46.5 


12.5 
35.4 
19.3 

1.5 
3.5 
2.2 
3.8 
10.2 
5.9 
5.3 
9.9 
7.2 
27.6 
19.9 
6.6 
8.7 


Source:  Census  of  Business,  1935— Construction  Industry,  Vol.  Ill,  p.  106. 


Exhibit  No.  879 

Retail  Dealers  in  Lumber,  Building  Materials  and  Hardware— Number  of  Stores, 
Amount  of  Sales,  and  Number  of  Stores  by  Size  of  Store,  by  Kind  of  Business,  19S5 


Kind  of  business 


(1) 


All  stores 


% 

(2) 


(3) 


Number  of  stores  with  annual  sales  of  P 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(ID 


Total  for  all  lumber  building 
material  and  hardware  deal- 
ers  


73, 186 


$1,864 


9,332 


8,765 


16, 076 


12, 464 


17, 710 


Lumber  and  bldg.  material  dealers.. 

Hardware  stores 

Hardware  &  farm  implement  dealers 
Heating    &    plumbing    equipment 

dealers^ 

Paint,  glass,  wallpaper  stores ., 

Electrical  supply  stores 


21, 149 
26,996 
9,637 

5,025 
8,910 
1,469 


867 
407 
292 


1,603 
393 
419 

94 
109 
36 


3,261 
1,041 
1,073 

217 
336 
58 


4,096 
2,462 
1,584 


3,205 
2,786 
1,422 

551 
702 
99 


4,100 
6,873 
2,181 

928 

1,738 

256 


2,111 
5,867 
1,378 

1,154 

1,698 

266 


2,615 
7,685 
1,551 

1,635 

3,654 

670 


1  Includes  storbs  operated  by  chains,  as  follows:  Lumber  and  building-material,  5,757  stores  (op- 
erated by  478  chains);  Hardware,  443  stores  ^(operated  by  55  chains);  Hardware  and  farm  Implements, 
183  stores  (operated  by  13  chains);  Heating  and  plumbing  equipment,  434  stores  (operated  by  10  chains); 
Paint,  glass,  and  wellpaper,  829  stores  (operated  by  65  chains):  Electrical  supply,  12  stores  (number  of  chains 
not  available). 

I  The  total  of  the  figured  in  columns  (4)  to  (11)  exceeds  the  corresponding  figure  in  column  (2).  For  all 
lumber,  building  material  and  hardware  dealers,  the  difference  is  76  stores.  This  difference  is  the  result 
of  counting  some  stores  twice  in  the  figures  on  number  of  stores  by  size,  a  procedure  necessary  to  avoid  dis- 
closure of  confidential  information. 

Source:  Cersus  of  Business:  1935—  Eetail  Distribution;  Vol.  I.  p.  2-04  and  Vol.  VI,  pp.  155  and  157,  and 
Retail  Chaiils,.p.  36. 
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Wholesale  Distributors  of  Construction  Materials — Number  of  Establishments  and 
Amount  of  Sales  by  Type  of  Operation,  for  Selected  Kinds  of  Business,  19S5 


Type  of  Operation— Kind  of  Business 


Number  of 
establish- 
ments 


Amount  of 

sales 
(millions) 


Full-Service  and  Limited-Function  Wholesalers: 

Total  for  all  kinds  of  business  shown.- 

Paints  and  varnishes 

Electrical  construction  materials  > 

Hardware - 

Builders'  supplies  (full  line) ' 

Lumber  and  millwork 

Other  construction  materials  * 

Structural  iron  and  steel 

Sheet  metal  products 

Wall  paper..." 

Plumbing  and  heating  equipment  and  supplies 

Wholesale  Merchants  and  Industrial  Distributors  Combined: 
Total  for  all  kinds  of  business  shown   

Paints  and  varnishes 

Electrical  construction  materials ' 

Hardware 

Builders'  supplies  (full  line).. 

Lumber  and  millwork 

Other  construction  materials ' 

Structural  iron  and  steel 

Sheet  metal  products. : 

Wall  paper 

Plumbing  and  heating  equipment  and  supplies 

Other  Full- Service  and  Limited-Function  Wholesalers: 
Total  for  all  kinds  of  business  shown. 

Paints  and  varnishes 

Electrical  construction  materials ' 

Hardware 

Builders'  supplies  (full  line) 

Lumber  and  millwork 

Other  construction  materials  ' 

Structural  iron  and  steel .. 

Sheet  metal  products. 

Wall  paper 

Plumbing  and  heating  equipment  and  supplies 

Manufacturers'  Sales  Branches  (with  stocks): 

Total  for  all  kinds  of  business  shown.. 

Paints  and  varnishes 

Hardware 

Builders'  supplies  (full  line) 

Lumber  and  millwork. 

Other  construction  materials  • ;„ 

Structural  iron  and  steel 

Sheet  metal  products... 

Plumbing  and  heating  equipment  and  supplies 

Manufacturers'  Sales  Offices  (without  stocks): 

Total  for  all  kinds  of  business  shown 

Hardware 

■  Lumber  and  construction  materials 

Plumbing  and  heating  equipment  and  supplies 

Agents  and  Brokers: 

Total  for  all  kinds  of  business  shown 

Paint3  and  varnishes _ 

Electrical  construction  materials  ' 

Hardware 

Builders' supplies  (full  line) 

Lumber  and  millwork 

Other  construction  materials  > -... 

Structural  iron  and  steel. 

Sheet  metal  products 

Wall  paper 

Plumbing  and  heating  equipment  and  supplies 


70 
240 
288 
197 
377 
220 
43 
27 
S 
427 


$1,566 


772 

66 

1,153 

261 

1,129 

428 

504 

76 

1,597 

339 

716 

77 

93 

19 

179 

40 

262 

17 

1,743 

243 

7.508 

1,393 

766 

65 

1,144 

259 

1,099 

417 

603 

74 

1,082 

190 

678 

74 

92 

10 

177 

39 

255 

16 

1,712 

240 

640 

173 

6 

1 

9 

2 

30 

11 

1 

2 

615 

149 

38 

3 

1 

(») 

2 

1 

7 

1 

31 

3 

1,021 

442 

265 

168 

62 

18 

45 

33 

38 

13 

178 

67 

43 

22 

23 

10 

367 

102 

486 

202 

31 

10 

277 

169 

178 

23 

1,893 

234 

22 
32 

9 
100 
30 

6 


(') 


'  Electrical  merchandise,  (full  line)  plug  wiring  supplies  and  construction  materials. 
>  Brick,  tile  and  terra  cotta  pint  cement,  lime  and  plaster,  plus  glass,  pirn  sand,  gravel,  and  crushed  stone, 
plu*  all  other. 
*  Less  than  .5  million. 

Source:  Census  of  Business;  1935— Wl    lesale  Distribution,  Vol.  I,  Tables  4  and  7. 
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Wholesale  Merchants  and  Industrial  Distributors  of  Construction  Materials — Num- 
ber of  Establishments;  Amount  of  Sales;  and  Number  of  Establishments  by  Size, 
for  Selected  Kinds  of  Business,  1935 


Kind  of  business 


Total  for  all  wholesale  merchants 
and  industrial  distributors 
combined - 

Paints  and  Varnishes. 

Electrical  Construction  Ma- 
terials i 

Hardware 

Builders'  Supplies  (full  line) . 

Lumber  and  M  illwork 

Other    construction    Mate- 
rials » - 

Structural  Iron  and  Steel — 

Sheet  Metal  Products 

Wallpaper 

Plumbing      and      heating 
Equipment  and  Supplies.. 


All  establish- 
ments 


a-0 


766 

1,144 

1,099 

503 

1,082 

678 
92 
177 
255 

1,712 


$1,  393 


65 

259 
417 
74 
190 

74 
19 
39 
16 

240 


Number  of  establishments  with  annual  sales  of— 


132 


1,379 


212 
166 
107 
242 

112 
17 
31 
32 

352 


1,451 


211 
162 
113 
213 

144 
11 
33 


301 


2.244 


285 
243 
152 
288 

252 
25 
40 

125 

485 


73 
74 
26 
75 

90 

3 
13 

27 

154 


i  Electrical  merchandise  (full  line)  plus  wiring  supplies  and  construction  materials. 
•  Brick,  tile  and  terra  cotta  plus  cement,  lime,  and  plaster,  plus  glass,  plus  sand,  gravel,  and  crushed  stone, 
plus  all  other. 

Source:  Census  of  Business,  1935:  Wholesale  Distribution,  Vol.  VI,  Table  4. 


Exhibit  No.  882 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5191] 

Sales  Distribution  of  Full  Service  and  Limited- Fundi  on   Wholesalers  in  Selected 

Kinds  of  Business,  1985 


Number  of 
establish- 
ments 

Amount  of 

sales 
(millions) 

Percent  of  sales  to- 

Kind  of  business 

All  cus- 
tomers 

Contractors 
and  industrial 
and  household 

consumers 

Retailers 

Wholesal- 
ers and  for 
export 

93 
179 

1,153 
504 
772 

1, 597 

1,743 
262 

1,129 
716 

$19 
40 

261 
76 
66 

339 

243 

17 
428 

77 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 

85.5 
52.5 
46.3 
44.6 
38.6 
36.1 

34.7 
32.0 
25.4 
60.2 

7.5 
25.7 
49.5 
50.1 
49.2 
50.7 

56.9 
65.2 
71.2 
32.9 

7.0 

21.8 

Electrical  construction  materials-1 . 
"Builders'  supplies  (full  line) 

4.2 
5.3 
12.2 

Lumber  and  millwork ... 

Plumbing  and  heating  equipment 
3nd  supplies 

13.2 

8.4 
2.8 

Hardware 

Other  construction  materials » 

3.4 
6.9 

1  Electrical  merchandise  (full  line)  plus  wiring  supplies  and  construction  materials. 

5  Brick,  tile,  and  terra  cotta,  plus  cement,  lime,  and  plaster,  plus  glass,  plus  sand,  gravel,  and  crushed  stone, 
plus  all  other. 

Source:  Census  of  Business,  1935:  Wholesale  Distribution,  Vol.  I,  table  7,  pp.  104-118. 
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[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5192] 
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Sales   Distribution  of  Manufacturers'    Wholesale   Branches   in  Selected   Kinds  of 

Business,  1935 


Kind  of  business 


MANUFACTURERS'  SALES  BRANCHES 
(WITH  STOCKS) 

Structural  iron  and  steel 

Paints  and  varnishes 

Plumbing  and  heating  equipment 

and  supplies 

Sheet  metal  products 

Lumber  and  millwork.. 

Builders'  supplies  (full  line) 

Hardware 

Other  construction  materials  • 

MANUFACTURERS'    SALES    OFFICES 
(WITHOUT  STOCKS) 

Plumbing  and  beating  equipment 
and  supplies 

Hardware 

Lumber  and  construction  mater- 
ials  


Number 

of 
establish- 
ments 


Amount 

of  sales 

(millions) 


43 

$22 

100.0 

265 

168 

100.0 

367 

102 

100.0 

23 

19 

100.0 

38 

13 

100.0 

45 

33 

1O0.0 

62 

18 

100.0 

178 

67 

100.0 

teg 


Percent  of  sales  to — 


All 

customers 


100.0 
100.0 


Contractors, 

and 
industrial 

and 
household 
consumers 


53.4 
24.1 


Retailers 


90.8 

4.2 

5.0 

52.6 

33.2 

14.2 

35.0 

33.4 

3i.  a 

33.4 

37.1 

29.5 

18.4 

72.6 

9.0 

12.3 

28.2 

•      59.5 

7.9 

30.2 

61.9 

39.7 

52.5 

7.8 

9.5 
42.3 


68.0 


Whole- 
salers 
and  for 
export 


37.1 
33.6 


•  Brick,  tile,  and  terra  cotta,  plus  cement,  lime  and  plaster,  plus  glass,  plus  sand,  gravel,  and  crushed  stone, 
plus  all  other. 

Source:  Census  of  Business,  1935:  Wholesale  Distribution,  Vol.  I,  table  7,  pp.  104-118. 


Exhibit  No.  884 
(Chart  based  on  following  statistical  data  appears  in  text  on  p.  5194] 

Sales  distribution  of  manufacturers  in  selected  industries — 1935  1 


Industry 


Total  dis- 
tributed 

sales 
(millions) 


Percent  of  sales  to- 


All  cus- 
tomers 


Contractors 
and  industrial 
and  house- 
hold con- 

Retailers 

sumers 

82.8 
76.4 

1.9 
10.3 

57.0 
51.8 
51.1 
36.6 
34.1 
25.5 

11.0 
17.2 
21.6 
13.2 
18.2 
25.7 

24.6 
15.1 

5.1 
48.5 

12.  3 
9.2 

8.4 

7.4 

33.6 

Own 

whole- 
sale 
branches 


Whole- 
salers 
and 
jobbers 


Structural  and  ornamental  metal 
work 

Concrete  products 

Clay  products  (other  than  pot- 
tery) and  nonclay  refractories 

Sheet  metal  work 

Planing  mill  products 

Lumber  and  timber  products 

Paints,  pigments,  varnishes 

Cement 

Steam  and  hot  water  heating  ap- 
paratus  

Stoves,  ranges,  and  furnaces 

Plumbers'  supplies,  including 
plumbing  fixtures' 

Roofing 

Wallpaper 


$173 
47 

102 
114 
205 
485 
393 
115 

111 

177 


100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 


12.1 
2.6 

9.4 
11.5 
3.9 

8.5 
35.0 
23.9 

34.6 
11.8 

14.6 
50.0 


3.2 
10.7 

22.6 
19.5 
23.4 
41.7 
12.7 
24.9 

35.7 
24.6 

64.9 
33.4 
66.4 


'  Excludes  interplant  transfers  and  direct  export  sales;  also  excludes  sales  not  reported  by  type  of  customer. 
1  Excludes  pipe. 

Source:  Census  of  Business,  1935:  Distribution  of  Manufacturers'  Sales. 
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Estimates  of  Freight  Revenue  and  Value  of  Commodities  Transported  Class  I  Steam 
Railways,  1936.     Carload  Traffic 

[Interstate  Commerce  Commission  Statement  No.  3747,  October  1937] 


Commodity  Group  or  Class 


Revenue 
freight  origi' 
nated  (Thous- 
ands of  tons) 


Percent 
freight  rev- 
enue of  value 
at  destination 


Oravel  and  sand  (other  than  glass  or  welding) 

Lumber,  shingles  and  lath 

Cast  iron  pipe  and  fittings 

Iron  &  steel  pipe  and  fittings  N.  O.  S... 

Iron  &  steel;  Nails  and  wire,  not  woven 

Cement,  natural  or  Portland 

Brick,  common - 

Brick,  N.  O.  S.  and  building  tile 

Lime,  common  (quick  or  slaked) 

Plaster  (stucco  or  wall)  and  dry  kalsomine 

Paints  in  oil  and  varnishes 

Building  paper  and  prepared  roofing  materials 
Olass,  flat,  other  than  plate . 

Grand  Total,  all  commodities 


40,  213 

19, 999 

842 

3,815 

1,683 

17,236 

2,106 

4,978 

2,169 

955 

295 

1,965 

476 


942, 538 


56.73 
21.08 
13.30 

7.65 
10.56 
23.96 
28.49 
16.67 
27.73 
33.37 

4.19 
10.81 

8.16 


8.47 


"Exhibit  No.  886",  appears  in  text  on  p.  5197 


"Exhibit  No.  887",  appears  in  text  on  p.  5198 


"Exhibit  No.  888",  appears  in  text  on  p.  5199 


"Exhibit  No.  889",  appears  in  text  on  p.  5200 


"Exhibit  No.  890",  appears  ia  text  on  p.  5201 


"Exhibit  No.  891",  appears  in  text  on  p.  5202 


'Exhibit  No.  892",  appears  in  text  on  p.  5205 


"Exhibit  No.  893",  appears  in  text  on  p.  5206 
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Exhibit  No.  894 

[Charts  based  on  following  statistical  data,  "Exhibits  Nos.  802  and  893",  appear  in  text  on  pp.  5205  and  5206, 

Selected  industries  producing  construction  materials,  1937 

[Data  are  for  industries  as  classified  by  the  Bureau  of  the  Census  except  when  two  or  more  products  have  been 
selected  within  an  industry  where  the  remaining  products  were  not  used  primarily  by  the  Construction 
industry] 


Building  material  group  and  Census  industry 


Value  of  product  in 
thousands  of  dollars 


1937 


Percent  of 
total  value 
of  product 
contributed 
by  four  lead- 
ing com- 
panies, 1935 


Lumber  and  millwork: 

Lumber  ' 

Planing  mill - 

Steel: 

Structural  and  ornamental  metalwork 

Steel  works  and  rolling  mill  products: 

Structural  shapes  heavy  and  light 

Sheet  metal . 

Rails  and  Joints 

Heating,  cooling  and  cooking  apparatus: 

Heating  and  cooking  equipment: 

Other  than  electric 3 

Electric4... 

Air  conditioning 

Fans... — 

Stokers . . 

Paints  and  varnishes 

Plumbing: 

Plumbers' supplies 

Wrought  pipe 

Cast  iron  pipe 

Cement,  tile  and  brick: 

Cement 

Clay 

Concrete 

Lime - 

Sand  Lime  Brick 

Electrical  equipment: 

Lighting  equipment  • - 

Electric  wire  cable8 

Plaster,  wallboard,  etc.: 

Gypsum... t 

Wallboard 

Building  paper 

Roofing 

Glass,  flat 

Marble,  granite,  slate 

Asbestos. -. 

Builders'  hardware 

Metal  doors  and  shutters 

Window  shades.. 

Window  screens - 

Asphalted  felt  base  floor  covering  and  linoleum 
Elevators 


610,000 
312, 552 

292,  756 

148, 630 
159,096 
78, 722 


182, 153 
270, 431 

60,548 
2,770 

21. 624 
538, 461 

113, 920 
113,769 
61,118 

183,  201 
163,  261 
76, 174 
35, 022 
1,618 

35, 678 
131,627 

42, 616 
41, 049 
32,630 
102, 562 
100, 938 
79, 00", 
63,794 
53,067 
49, 914 
23,574 
14, 748 
33,  548 
21,235 


(») 
196, 272 

160,  762 

67. 308 
109, 333 
39, 112 


122, 836 
174, 393 
PJ 
W 

9,  155 
417,000 

75, 631 
73.849 
37,870 

120,417 
111,  197 
44,967 
23, 322 
654 

(2) 
(2) 

26,300 
23,848 
19, 450 
16, 172 
68,266 
56, 477 
62, 421 
28,848 
22, 740 
20,324 

8,668 
52,398 

9,110 


4.5 
4.6 


49.3 
49.3 
49.3 


38.0 
38.0 
46.1 
46.1 
6.9 
32.2 

34.3 

47.0 
37.6 

29.2 
19.2 
8.1 
21.6 
63.1 

22.7 
44.4 

75.3 
54.0 
13.8 
42.8 
44.9 
7.1 
63.1 
36.3 
29.5 
24.0 
22.6 
81.6 
'44.4 


1  Estimate  based  on  study  of  the  National  Lumber  Manufacturers'  Association,  "Lumber  Industry 
Facts,  1939,  Table  50,  p.  36." 
»  Data  comparable  to  those  for  1937  are  not  available. 
'  Excludes  equipment  designed  for  industrial  purposes. 
'  Includes  water  heaters,  storage  water  heaters,  household  and  hotel  ranges,  and  refrigerators. 

•  Excludes  desk  lamps,  automobile  and  locomotive  lights  and  similar  apparatus. 

•  Includes  conduits,  headed  wire  and  wiring  lines. 
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Building  materials  mined,  19S5  and  19S7 


Value  of  Pro- 

duct sold  or 

Production  of 

Relative  Pro- 

used by  pro- 

all companies 

duction  of 

ducers  in 

in  U.  S.» 

four  leading  > 

U.  S.i 

(Thousands 

companies  • 

(Thousands 

of  dollars) 

(Percent) 

of  dollars) 

1935 

1936 

1937 

90,902 
97, 473 

« 55, 544 
•53,701 

11 

Sand  and  Gravel 

10 

36,543 

18,860 

80 

20,193 
7,616 
5,456 
3,019 

«  13, 491 

i  4, 365 

•  2, 169 

2,149 

18 

33 

84 

63 

i  Minerals  Year  Book. 

•  Special  tabulations,  Bureau  of  Mines. 

>  The  four  leading  companies  have  been  selected  on  the  basis  of  value  of  product. 

<  Minerals  Year  Book  figure,  $60,669,000. 

«  Minerals  Year  Book  figure,  $61,977,000. 

«  Minerals  Year  Book  figure,  $13,507,000. 

'  Minerals  Year  Book  figure,  $4,568,000. 

»  Minerals  Year  Book  figure,  $3,416,000. 


Exhibit  No.  896  • 
GENERAL  EXPLANATIONS 

The  following  tables  present  data  from-  the  Census  of  Manufactures  for  the 
year  1937,  on  individual  products  in  the  most  important  building  material  indus- 
tries. The  figures  cover  (1)  the  total  value  of  each  listed  product  manufactured 
by  all  companies  in  the  United  States  engaged  in  making  that  specific  product; 
(2)  the  proportion  (percent)  which  the  total  value  of  the  specific  product  repre- 
sents of  the  total  value  of  all  products  for  the  industry  in  which  the  specific 
product  is  classified;  (3)  the  total  value  of  each  specific  product  manufactured  by 
the  four  leading  companies;  (4)  the  proportion  (percent)  of  the  total  value  of  each 
specific  product  manufactured  by  the  four  leading  producers  of  that  product; 
(5)  total  number  of  companies  manufacturing  that  specific  product.  While  the 
industries  analyzed  are  outstanding  in  the  manufacture  of  materials  used  in  the 
Construction  industry,  it  should  be  noted  that  in  many  cases  the  product  is  used 
for  both  a  building  material  and  other  purposes.  "Estimates  based  on  Census 
data  of  the  proportions  sold  for  other  purposes  are  not  available. 

The  Census  of  Manufactures  for  1937  was  the  ninth  of  a  series  taken  at  two-year 
intervals  beginning  at  1921,  under  authority  contained  in  section  32  of  the  Four- 
teenth Census  Act,  and  later  in  section  17  of  the  Fifteenth  Census  Act.  The 
Census  of  Manufactures  was  taken  decennially  to  and  including  the  census  of 
1899  and  quinquennially  from  1904  to  1919  inclusive. 

There  follow  explanations  of  terms  and  classifications  used  by  the  Bureau  of 
the  Census. 

1.  Area  and  period  covered. — The  canvass  covered  the  48  States  and  the  Dis- 
trict of  Columbia.  The  returns  represent  a  year's  operations,  except  for  estab- 
lishments that  began  or  discontinued  business  within  the  year.  In  general,  they 
relate  to  the  calendar  year  1937,  but  in  some  cases  they  cover  fiscal  years  differing 
from  the  calendar  year. 

2.  The  canvass. — The  questionnaires  were  mailed  to  manufacturers  and  printers 
and  publishers  late  in  January  1938.  The  respondents  were  requested  to  fill  out 
the  questionnaires  and  to  mail  them  to  the  Bureau  of  the  Census  as  soon  as 
possible.  A  small  field  force  was  employed  from  March  until  July  1938,  to  assist 
in  obtaining  schedules  from  respondents. 

3.  Establishments  covered — Type. — The  Census  is  confined,  in  general,  to  manufac- 
turing industries  proper.  Data  are  collected  for  a  few  industries,  however,  whose 
activities  are  not  manufacturing  in  the  sense  in  which  the  term  is  generally  under- 
stood, the  most  important  example  being  printing  and  publishing.  The  following 
classes  of  establishments  are  omitted:  (a)  Those  that  were  idle  throughout  the 
year  or  reported  products  valued  at  less  than  $5,000  (see  sec.  4,  below) ;  (b)  those 
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engaged  principally  in  the  performance  of  work  for  individual  customers,  such  as 
repair  shops,  custom  tailor  shops,  and  dressmaking  and  millinery  shops  (but  this 
does  not  apply  to  large  establishments  manufacturing  to  fill  special  orders);  (c) 
those  engaged  in  the  construction  industries;  (d)  those  engaged  in  the  so-called 
neighborhood  industries  and  hand  trades,  in  which  little  or  no  power  machinery 
is  used,  such  as  carpentry,  blacksmithing,  harness-making,  tinsmith  in  r,  etc.;  (e) 
cotton  ginneries;  (f)  small  grain  mills  (grist-mills)  engaged  exclusively  in  custom 
grinding;  (g)  wholesale  and  retail  stores  that  incidentally  manufacture  on  a  small 
scale;  (h)  educational,  eleemosynary,  and  penal  institutions  engaged  in  manu- 
facturing. (Data  for  the  production  of  binder  twine  in  penal  institutions  and  of 
brooms  in  institutions  for  the  blind  are,  however,  collected.)  In  addition, 
establishments  engaged  in  the  manufacturing  of  gas  and  railroad  repair  shops 
were  not  covered  in  1937,  although  they  were  covered  in  prior  censuses. 

4.  Establishments  covered — Minimum  size  limit. — No  data  are  collected  from 
establishments  or  plants  with  products  valued  at  less  than  $6,000.  The  exclu- 
sion of  data  for  these  very  small  establishments  reduces  considerably  the  number 
to  be  canvassed,  but  does  not  materially  impair  the  accuracy  of  the  statistics 
except  for  the  single  item  "Number  of  establishments."  (At  the  census  for  1919, 
at  which  the  minimum  limit  was  $500,  99.5  percent  of  the  total  wage  earners 
and  99.7  percent  of  the  total  value  of  products  were  reported  by  establishments 
whose  production  was  valued  at  $5,000  or  more.) 

5.  Definition  of  establishment. — As  a  rule,  the  term  "establishment"  signifies 
a  single  plant  or  factory.  In  previous  censuses  one  report  was  counted  as  one 
establishment,  but  in  1937  one  report  might  be  counted  as  one,  two,  or  more 
establishments,  depending  on  the  answer  given  by  the  respondent  to  the  question 
"How  many  plants  does  this  report  cover?"  The  respondent's  answer  to  this 
question  was  taken  as  the  number  of  establishments.  The  number  of  establish- 
ments for  all  industries  for  the  United  States  was  increased  approximately  2,000 
by  this  change  in  definition  of  establishments.  The  change  does  not  materially 
affect  the  number  of  establishments  in  any  particular  industry. 

6.  Definition  of  company. — The  reports  of  all  establishments  under  a  common 
ownership  were  combined  and  treated  as  those  of  a  single  company.  This  pro- 
cedure differs  from  that  used  by  the  Bureau  of  the  Census  in  its  published  reports, 
which  are  on  the  basis  of  individual  establishments  regardless  of  ownership 
rather  than  companies. 

7.  Classification  by  industries. — Each  report  for  an  establishment  or  plant  -as 
a  whole  (a  single  report  being  counted  as  two  or  more  establishments  in  a  few 
cases,  as  explained  in  paragraph  five)  is  assigned  on  the  basis  of  its  product  or 
group  of  products  of  chief  value,  to  some  one  industry  classification. 

8.  Value  of  products. — The  amounts  under  this  heading  are  the  selling  values 
at  the  factory  or  plant,  of  all  commodities  produced  (or,  for  some  industries, 
receipts  for  work  done)  during  the  census  year,  whether  sold,  transferred  to  other 
plants,  or  in  stock,  and  consequently,  under  normal  conditions,  the  total  value  of 
products  covers  the  cost  of  production  (including  overhead  expenses)  and  profits. 
It  also  covers  selling  expenses  except  in  cases  where  separate  sales  departments 
are  operated,  in  which  cases  the  values  at  which  the  products  are  turned  over  to 
sales  departments  are  reported. 

Tne  products  made  by  the  establishments  in  a  given  industry,  on  the  one  hand, 
usually  include  minor  products  different  from  those  covered  by  the  industry 
designation,-  and,  on  the  other  hand,  may  not  include  th$  entire  output  of  products 
normally  belonging  to  the  industry,,  because  some  of  this  class  of  commodities 
may  be  made  as  secondary  products  by  establishments  classified  ja  other  indus- 
tries. In  the  case  of  each  industry*  the  value  of  the  minor  or  secorrdary  products 
not  normally  belonging  to  it  is  offset  to  a  greater  or  lesser  extent  by  that  of  .com- 
modities normally  belonging  to  it  but  made  as  secondary  products  by  establish- 
ments engaged  primarily  in  other  lines  of  manufacture.  In  most  cases,  therefore, 
the  total  value  of  the  products  of  an  industry  as"  reported,  does  not  differ  greatly 
from  the  value  of  the  total  output,  in  all  industries,  of  the  classes  of  products 
covered  by  the  industry  designation. 

The  value  of  products  is  not  a  satisfactory  measure  of  the  importance  of  a  given 
industry,  because  only  a  part  of  this  value  is  actually  created  within  the  industry, 
another,  and  often  much  larger,  part  being  contributed  by  the  value  of  the  ma- 
terials used.  For  some  purposes  the  most  satisfactory  measure  is  the  "value 
added  by  manufacture" — that  is,  the  increment  in  value,  as  measured  by  the 
prices  of  goods  produced  and  of  materials  processed.  This  measures  the  net 
addition  to  the  value  of  commodit''es,  and  is- almost  free  from  the  duplication  that 
is  a  factor  in  the  total  V^lUC  of  flCrfucte  it  ,s  calculated^™  the  oases  of  all 
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industries,  by  subtracting  the  cost  of  materials,  supplies,  containers,  fuel,  pur- 
chased electric  energy,  and  cost  of  contract  work  from  the  value  of  products. 

The  amounts  paid  as  internal-revenue  taxes  on  the  products  made  in  certain 
industries  are,  in  most  cases,  included  in  the  values  of  products  as  reported  to 
the  Bureau  of  the  Census,  and  therefore  these  have  been  added  to  the  cost  of 
materials  in  order  to  permit  the  calculation  of  the  value  added  by  manufacture. 

9.  Disclosure  of  data  for  individual  companies  or  establishments. — The  Bureau 
of  the  Census  is  prohibited  by  law  from  publishing  any  statistics  that  might  dis- 
close data  reported  by  individual  establishments.  For  this  reason  it  is  necessary 
in  a  few  cases  to  omit  entirely  certain  statistics  in  the  tables  presented  in  this 
pamphlet. 

Plumbers'  Supplies,  1937 

Description  of  the  industry. — This  industry  embraces  establishments  whose 
principal  products  are  enameled-iron  (porcelain-enameled)  sanitary  ware  (bath- 
tubs, sinks,  lavatories,  laundry  tubs,  etc.),  plumbers'  brass  goods  (faucets,  spigots, 
valves,  fittings,  etc.)  range  boilers  (galvanized-iron  and  nonferrous),  and  miscel- 
laneous bathroom  and  other  fixtures  used  in  plumbers'  work.  Manufacturers 
of  vitreous-china  and  eemivitreous  or  porcelain  (all-clay)  sanitary  ware  are  classi- 
fied in  the  Pottery  industry,  and  manufacturers  of  concrete  laundry  trays  in  the 
Concrete  Products  industry,  but  production  figures  for  these  classes  of  sanitary 
ware  are  included  in  this  table  because  of  the  close  relation  between  them  and 
the  specific  products  of  the  Plumbers'  Supplies  industry.  Faucets,  spigots,  valves, 
fittings,  etc.,  are  made  to  a  considerable  extent  by  establishments  classified  in 
five  other  industries;  namely,  (1)  Nonferrous-Metal  Alloys;  Nonferrous- Metal 
Products,  Except  Aluminum,  Not  Elsewhere  Classified;  (2)  Cast-Iron  Pipe  and 
Fittings;  (3)  Machine-shop  Products;  (4)  Machinery  Not  Elsewhere  Classified; 
(5)  Heating  and  Cooking  Apparatus,  Except  Electric.  This  table,  however, 
presents  production  data  on  faucets,  spigots,  etc.  for  only  those  establishments 
included  in  the  Plumbers'  Supplies  industry.  The  four  leading  companies  have 
been  selected  on  the  basis  of  value  of  product. 

Table  1.- — P  oducts  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  Stales:  1937 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

number 
of  com- 
panies 

Enameled  iron  sanitary  ware: 
Bathtubs: 

712,  '34 
$15,731,811 

943,  840 
$6, 065, 179 

55, 371 

$467, 182 

148,  320 
$2,  597,  412 

1, 057,  647 
$9,  564,  563 

21,  236 
$173,  500 

509,205 
$11,543,162 

652,  370 
$4, 210  633 

45, 093 
$375,  885 

119,416 
$2, 086, 884 

662,  461 
$6,076,127 

18,991 
$158,  574 

3,712 
$70, 696 

66,  766 

$882, 018 

406, 653 
$2,  468,  336 

23,720 
$644, 268 

71.5 
73.4 

69.1 
69.4 

81.4 

80.5 

80.5 
80.3 

62.6 
63.5 

89.4 
91.4 

12.1 

13 

Lavatories: 

4.7 
.4 

15 

Laundry  tubs: 

13 

Sink  and  laundry  tray  combina- 
tions: 

2.0 

10 

Sinks: 

7.4 

13 

Flush  tanks: 

Value -_ 

Drinking  fountains: 

(') 

8 

$77, 412 

162,  426 
$1,  590, 2S7 

928, 637 
$5,  952,  728 

39,  586 
$1,113,319 

(') 

91.3 

41.1 
55.5 

43.8 
41.5 

59.9 
57.9 

7 

T-  iks  and  shells  for  water  heaters: 

Value _ -. 

Range  boilers: 

Galvanized  iron,  18-192  gal.: 

Number 

Value 

Copper  and  non-ferrous  alloy, 
25-180  gal.: 

Number 

Value 

1.2 

7 

4.6 

12 

.9 

14 

footnotes  at  end  of  tf " 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Vitreous-China  plumbing  fixtures: 
Bathroom  &  toilet  fixtures: 
Closet  bowls: 
Siphon  jets: 

136,  580 
$1,111,601 

9  40,  628 
$3,  747, 142 

310, 995 
$1, 861, 894 

1, 182,  489 
$5,  259,  228 

269,384 
$3, 128, 462 

31,346 
$890, 070 

104,466 
$894,  505 

542,284 
$2,  368,  811 

248,189 
$1,481,605 

684,097 
$3, 226, 356 

222,614 
$2,  756, 391 

27.000 
$769, 840 

916, 952 
$2, 160, 832 

278, 973 
$726, 801 

427,697 

$558, 191 

$2, 809, 045 

$13,861,185 

(') 

710, 022 
$1, 374, 406 

(2) 
(3) 
O) 

(') 
(3) 

10, 923 
$261, 841 

76.5 
80.5 

57.7 
63.2 

79.8 
79.6 

57.9 
61.3 

82.6 
88.1 

86.1 
86.5 

0.9 

17 

Washdowns: 

2.9 

19 

Reverse  traps: 

1.4 

14 

Flush  tanks: 
Lowdown: 

4.0 

19 

Lavatories: 

2.4 

17 

Stalls: 

• ' 

10 

Other    bathroom    and    toilet 
fixtures: 

$3, 049, 307 

2!3 

70.9 

21 

Other  vitreous-China  fixtures: 

$902,651 

7 

80.5 

11 

Semi-vitreous  or  porcelain  plumbing 
fixtures: 

$675,011 
$8, 949, 687 
$40, 182, 498 
$9, 210, 300 

1,  758, 420 
$2, 990,  377 

966,  315 

$2,  727,  573 

$866,  556 

36,112 

$348,251 

29,314 
$682,  731 

.5 
6.9 
30.0 
7.1 

2.3 

82.7 
31.4 
34.5 

40.4 
46.0 

(3> 
(3) 
(2) 

0) 
(3) 

37.3 

38.4 

8 

41 

Other  plumbers  brass  goods:  Value. .. 

Other  plumbers' supplies:  Value 

Toilet  seats: 
Wood: 

123 

Value 

Other: 

21 

2.1 
.7 

Drinking   fountains    other    than 
enameled-iron  and  vitreous  china: 

.3 

Concrete  laundry  trays: 

Number 

Value 

.5 

32 

TJ.  S.  total 

*  $129, 916,  732 

1  Less  than  .05  percent. 

J  Not  analyzed  because  of  diversity  of  products.  . 

3  Withheld  to  avoid  approximite  disclosure  of  individual  operations. 

*  Includes  plumbers'  supplies  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Source:  Census  of  Manufactures,  1937. 


.124491— 40— pt.  11- 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  total 


Under  10  percent.., 
10.0  to  19.9  percent. 
20.0  to  29.9  percent. 
30.0  to  39.9  percent. 
40.0  to  49.9  percent. 
50.0  to  59.9  percent 


Total... 

Products  not  analyzed . 


U.  S.  total. 


Number  of 
products 


27 


Value  of 
products 


$59, 871, 340 

16, 479, 654 

33, 814, 538 

6, 598,  500 

(') 


$116, 7H  052 
13, 152, 680 


»  $129, 916, 732 


Percent,  of 
total 


0) 


51.3 
14.1 
28.9 
5.7 


i  Included  in  40.0  to  49.9  percent  group  to  aveid  disclosing  operations  of  individual  companies. 
1  Includes  plumbers'  supplies  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census 
in  other  industries. 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Plumbers'  Supplies,  1937 


Number 

of  appear- 

ancos 

Number 
of  com- 
panies 

Number 
of  appear- 
ances 

Number 
of  com- 
panies 

1 
2 
3 

28 
4 
2 

4 
14 
18 

1 
2 
1 

Roofing,  Built-up  and  Roll;  Asphalt  Shingles,  Etc.  1937 

Description  of  the  industry. — This  industry  embraces  establishments  engaged 
wholly  or  chiefly  in  the  manufacture  of  asphalt  and  other  saturated  felts,  in  rolls 
or  in  shingle  form,  either  smooth  or  faced  with  grit,  for  roofing  purposes,  and  of 
roofing  cements  and  coatings  (except  paint).  Asphalt  brick  siding  is  also  made 
by  some  of  the  establishments.  This  industry  does  not  include  the  production 
of  asbestos  shingles  and  flexible  roofing,  which  are  classified  by  the  Bureau  of  the 
Census  in  the  Asbestos  Products  industry.  The  four  leading  companies  have 
been  chosen  on  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/ or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 

Name  of  product 

Amount 

%  of  U.S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

number 
of  com- 
panies 

Asphalt  smooth-roll  roofing: 

17,378,058 
$17, 495, 534 

8,176,525 
$11,800,692 

7,454,467 
$28,569,887 

1,639,180 
$6, 420, 432 

333, 866 
$9,671,765 

5,838,799 
$5,833,705 

3,146,925 
$4,239,064 

2, 798, 454 
$11,889,573 

714, 505 
$2,997,235 

100, 155 
$4,691,266 

33.6 
33.3 

38.6 
35.9 

37.5 
41.6 

43.6 
46.6 

30.0 
47.4 

16.0 

30 

Asphalt  grit-roll  roofing: 

10.8 

26 

Asphalt  strip  shingles — hexagon,  etc., 
including  patented: 

26.2 

25 

Asphalt      individual— shingles      (all 
kinds): 

5.9 

23 

Asphalt-saturated  felt: 

8.9 

27 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies' 

Tar-saturated  felt: 

Tons      

71, 721 

$2,880,220 

$483,573 

133, 101 
$2, 237, 140 

128,580 
$1,651,445 

55,790,089 
$1,728,092 

8,128,315 
$2,346,821 

8,169,849 
$2, 200, 695 
$1,933,369 
$19,652,453 

36,046 

$1,884,635 

$332,113 

117,710 
$1,869,804 

(') 
(') 

•  29,239,460 
$827, 752 

2,148,850 
$712, 799 

4,514,744 
$1, 471, 710 
$1,108,985 
(') 

50.2 
65.4 
68.7 

88.4 
83.5. 

2.6 
.4 

20" 

11 

Asphalt  roof  cement  (solid): 

Tons    -. 

Value 

Coal-tar  roofing  pitcb 

Tons         

2.1 

19 

1.6 

Fibroin  plastic  roof  cement: 

52.4 
47.8 

26.4 
30.3 

65.3 
66.8 
57.3 
(') 

1.6 

49 

Fibrous  liquid  roof  coating: 

Gallon             - ... 

2.2 

68 

Nonflbrous  liquid  roof  coating: 

Gallon u - 

Value - 

2.0 
1.8 
18.0 

51 

15 

Other  roofing  products:  Value ' 

U.  S.  industry  total ' - 

109,071,118 

100.0 

i  Withheld  to  avoid  approximate  disclosure  of  individual  operations. 
>  Not  analyzed  because  of  diversity  of  products. 

•  Includes  roofing  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Source:  Census  of  Manufactures,  1937. 

Table  2. — Distribution  of  Total%  Value  of  Products  Classified  According  to  the 
Proportion  of  the  Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  total 


Number  of 
products 


Value  of  prod- 
ucts 


Percent  of 
total 


Under  10  percent. 

ft.Oto  19.9  percent - •  . 

20.0  to  29.9  percent....-.- A. 

30.0  to  39.9  percent - ...*.. 

40.0  to  49.9  percent ^ i.. 


(') 
'$80,449,166 


'$8,969,500 


Total... 

Products  not  analyzed,  value 


U.  8.  Industry  Total 4. 


$89,418,665 
$20,662,463 


8.3 
100.0 


$109,081,118 


1  Combined  to  avoid  disclosing  exactly  or  approximately  the  operations  of  individual  establishments. 

•  Includes  value  of  products  of  one  company  classified  in  "Under  10  percent"  group. 

» Includes  value  of  products  of  one  company  classified  in  "30.0  to  39.9  percent"  group  and  one  company 
in  the  "80.0  to  89.9  percent"  group. 

*  Includes  roofing  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 


Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  the  Leading  Four 
Producers  in  Roofing,  Built-up  and  Roll;  Asphalt  Shingles,  etc.,  Products,  1937 


Number 
of  com- 
panies 


Number 
of  appear- 
ances 


Number 
of  com- 
panies 


Number 
of  appear- 
ances 
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Asphalted-Felt-Base  Floor  Covering 


Description  of  the  industry. — This  industry  embraces  establishments  engaged 
primarily  in  the  manufacture  of  a  product  that  resembles  linoleum,  made  by 
printing  or  painting  on  the  surface  of  a  foundation  of  asphalted  felt.  The  four 
leading  companies  have  been  chosen  on  the  basis  of  value  of  product. 

Table   1. — Products  by  Kind,   Quantity,   and   Value  in  the   United  States:  1937 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  Of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Asphalted  felt  base  floor  covering: 
Piece  goods: 

12/4  and  wider: 

27, 486, 619 
$5, 924, 199 

46, 548, 979 
$10, 148,  730 

5, 197, 483 
$1, 073, 140 

76, 847. 442 
$18,  334, 654 

17.6 
16.7 

29.8 
28.6 

3.3 
3.0 

49.3 
51.7 

17,461,119 
$3, 939, 521 

33, 108.  423 
$7, 022, 075 

4, 204, 199 
$849, 371 

54, 128, 085 
$13, 466, 843 

63.5 
66.6 

71.1 
69.2 

80.9 
79.1 

70.4 
73.5 

11 

8/4: 

10 

Narrower  than  8/4: 

8 

Rugs: 

9 

Total  asphalted  felt  base  floor 
covering: 

156, 080, 523 
$35, 480,  723 

100.0 
100.0 

Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  Total 

Number  of 
products 

Value  of 
products 

Percent  of 
total 

1 
3 

30.0  to  39.9  pero-nt... 

>  $35, 480, 723 

100.0 

Total  - 

4 
0 

$35, 480, 723 
0 

100.0 

0 

TJ.  3.  Total 

4 

$35, 480, 723 

100.0 

i  Combined  with  30.0  to  39.9  percent  group. 

'  Includes  value  of  product  classified  in  20.0  to  29.9  percent  group. 

Table  3. — Frequency  of  Appearance  of  same  Companies  Among  Leading  Four 
Producers  in  Asphalted  Felt  Base  Floor  Covering  Products,  1937 


Number 
of  appear- 
ances 

Number 
of  compa- 
nies 

Number 
of  appear- 
ances 

Number 
of  compa- 
nies 

1 
2 

1 
2 

3 
4 

1 

2 
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Gypsum   Products;    Wallboabd  and   Plaster   (Except   Gypsum)    Building 
Insulation,  and  Floor  Composition,  1937 

Description  of  the  industry. — This  report  covers  two  industries,  namely,  (1) 
Gypsum  Products,  and  (2)  Wallboard  and  Plaster  (Except  Gypsum),  Building 
Insulation,  and  Floor  Composition.  The  first  named  industry  embraces  estab- 
lishments engaged  primarily  in  the  manufacture  of  products  composed  wholly  or 
chiefly  of  gypsum.  The  principal  products  of  the  second  are  (a)  wall  and  in- 
sulating boards  other  than  gypsum,  (b)  mineral  wool  and  other  nonrigid  thermal 
insulation,  and  (c)  floor  composition.  Establishments  engaged  in  mixing  lime 
and  other  materials  for  sale  as  premixed  plaster  are  classified  in  the  second  in- 
dustry, but  the  classification  does  not  cover  lime  kilns  producing  lime  for  sale  as 
such.  Establishments  manufacturing  wallboard  or  insulating  board  on  paper 
machines  without  further  processing  it  are  classified  in  the  Paper  industry,  but 
production  data  for  these  products  are  included  here.  Some  of  the  material 
designated  as  "wallboard"  is  used  for  purposes  other  than  as  a  substitute  for 
lath  and  plaster.  The  four  leading  companies  have  been  chosen  on  the  basis  of 
value  of  product. 

Table  1 . — Products  by  Kind,  Quantity,  and/ or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four 
leading  companies 

•     Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  Of  U.  8. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Gypsum  plasters: 

Calcined  plaster  (retarded  and  un- 
retarded): 
Tons 

269,389 
$2, 516, 781 

166,223 
$1, 179, 089 

1,191,827 
$10,  759, 967 

123, 716 
$1, 604, 563 

32, 339 

$614,  441 

120, 142 
$1, 313, 191 

165, 485 
$1,824,171 

118,478 
$818, 055 

993, 776 
$9,111,724 

113,231 
$1, 479, 975 

26,425 
$527, 150 

106,289 
$1, 212, 842 

61.4 
72.4 

71.3 

69.4 

83.4 
84.7 

91.6 
92.2 

81.8 
85.7 

88.5 
92.3 

3.1 

15 

Sanded  plasters: 

Tons 

1.6 

23 

Neat   plaster   (flbered   and  unfi- 
bered): 
Tons    

13.4 

23 

Molding  and  gauging  plaster: 
Tons 

2.0 

.8 

19 

Prepared  finish  plaster: 

Tons    - 

18 

Industrial  (terra-cotta,  plate-glass, 
pottery,  casting,  dental,  etc.): 
Tons -. 

1.6 

10 

Other  gypsum  plaster: 

Tons    

$667, 495 

20,349 
$322, 439 

.8 

$470, 510 

6,248 
$154,898 

70.6 

30.7 
48.0 

13 

Plasters  other  than  gypsum: 

Magnesite  stucco   and   Portland 
cement  stucco: 
Tons 

.4 

31 

Other  non-gypsum  plasters: 
Tons 

$1, 167, 767 

462,389 
$1, 158, 161 

36,714 
$172, 779 
$292,199 

105, 370 
$833,482 

(') 
(«) 

1.6 

$654,317 

375, 291 

*943,366 

31,008 
$148,309 
(') 

87, 353 
$706, 768 

(') 
(') 

66.1 

81.2 
81.5 

84.5 
86.8 

45 

Gypsum  rock: 

For  Portland  cement: 

Tons    .                     

1.4 

12 

Agricultural  gypsum: 
Tons  ...     . 

.2 
.4 

13 

8 

Gypsum  block  and  tile: 
Partition  and  wall  tile: 
Tons     . 

82.9 

84.7 

1.0 

13 

Roof  tile  and  other  gypsum  block 
and  tile: 
Tons . 

Value 1 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  Staies:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Keenes  cement: 

36,080 
$546, 606 

261,260 
392,  598,  286 
$8, 362,  128 

491, 143 
738, 856, 180 
$9, 321, 809 

269, 067,  064 
$7, 862, 974 

733, 969, 968 
$20,  235, 601 

253, 179, 120 
$4,989,117 

108, 141,  446 

$2,  474,  295 

$815,962 

5,378 
$409, 852 
$99,589 

(') 
(') 

242, 631 

362,075,968 

$7, 809, 601 

449, 143 
673, 837, 934 
$8,  457,  073 

(') 
(') 

642,  502,  222 
$17,611,067 

196, 977, 256 
$3, 659, 867 

96,030,428 
$2,  261, 991 

0.7 

5 

Gypsum  board: 
Wall  board: 

92.8 
92.2 
93.4 

91.4 
91.2 
90.7 

10.4 

9 

Plaster  board  and  lath: 

11.6 

8 

Wall  and  insulating  board  and  ma- 
terials other  than  gypsum: 
Wallboard  (fiber  board  made  of 
wood  or  other  vegetable  pulp; 
laminated  lumber  with  paper 
liners) : 
Sq.  ft                    

9.7 

6 

Insulation: 

Board  or  rigid  form  of  fiber 
composition  cellular  fiber: 
Sq.  ft     

87.5 
87.0 

77.8 
73.3 

88.8 
91.6 

24.9 

Rock  wool: 

6.0 

23 

Slag  wool: 

3.0 

1.7 

8 

Floor  composition: 
Magnesite: 

3,516 
$310, 377 

65.4 
75.7 

.5 

13 

Other  floor  compositions,  value 

Asphalt  floor  tile: 

$3,  313, 848 

4.0 

(') 

6 

$81,034,135 

'  Withheld  to  avoid  disclosure  of  individual  operations. 

» Includes  gypsum  products,  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Production,  1937 


%  of  U.S.  total 


Number  of 
products 


Percent 
of  total 


(') 


$9, 577, 271 
30,770,075 
30,  303, 701 
10, 383, 088 


Total  Products. 


$81, 034, 135 


(<) 


11.8 
38.0 
37.4 
12.8 


100.0 


1  Included  in  3CJ.0  to  39.9  percent  group. 
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Table   3. — Frequency  of  Appearance  of  Same  Company  Among  Leading  Four 

Producers,  19S7 


Number 

Number 

of  appear- 

of appear- 

ances 

Number 

ances 

Number 

among 

of  com- 

among 

of  com- 

leading 

panies 

leading 

panies 

four  com- 

four com- 

panies 

panies 

1 

26 

5 

2 

2 

7 

8 

1 

3 

1 

15 

1 

Clay  Products 

Description  of  the  industry. — Two  industries  are  included  in  this  grouping, 
namely,  "Clay  Products  (other  than  Pottery)"  and  "Non-Clay  Refractories" 
and  "Pottery,  including  Porcelain  Ware."  The  first  embraces  establishments 
engaged  primarily  in  the  manufacture  of  such  commodities  as  brick  and  tile. 
The  second  covers  the  production  of  china,  stoneware,  and  earthenware,  and  of 
porcelain  electrical  supplies  and  vitreous-china  and  porcelain  plumbing  fixtures. 
The  four  leading  companies  have  been  chosen  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1987 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Common  brick: 

3,  252,  633 
$34, 009, 775 

937, 599 
$14,357,181 

5,327 
$49,  839 

51,015 
$1, 171, 693 

31,615 
$1,  229, 066 

28, 747 
$2, 914,  801 

.,    186,919 
$2,  210,  055 

1,  353,  073 
$7,  662,  279 

19,110 
$269,  961 

94,  530 
$625, 049 

228,335 

183,246 
$2, 395, 843 

128, 353 
$2, 284, 639 

3,766 

$28, 677 

41,  662 
$923, 198 

5.o 
7.0 

13.7 
15.9 

70.7 
57.5 

81.7 

78.8 

13.3 

Face  brick: 

5.6 

325 

Hollow  brick: 

(') 

20 

Salt-glazed  brick: 

.4 

12 

Other  Glazed  brick: 

.5 

(2)       ' 

17,975 
$1,891,001 

85, 119 
$1,  581, 257 

304,  432 
$1,904,296 

15,378 
$249, 383 

43,880 
$281, 589 

126,204 
$1,507,304 

11 

Terra  cotta: 

62.5 
64.9 

45.5 
71.5 

22.5 
24.9 

80.5 
92.4 

46.4 
45.0 

55.3 
73.4 

1.1 

15 

Hollow  building  tile: 

Partition,    load-bearing,    furring, 
book  tile: 
Glazed: 

.9 

41 

Unglazed: 

3.0 

241 

Conduit: 

.1 

12 

Floor  prch,  silo,  and  corn  crib  tile; 
radial  chimney  blocks;  fire-proofing 
tile: 

.2 

30 

Tile  (other  than  hollow  and  drain): 
Roofing  tile: 

Squares  (100  sq.  ft.) 

Value 

$2,053,863  | 

.8 

38 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Floor  tile  (plain,  vitreous,  encaustic, 
quarry,  etc.): 
Square  feet 

13, 246, 345 
$1, 754, 391 

11,733,877 
$2, 365, 614 

27, 549, 357 
$8, 470, 479 

1, 632,  523 
$595, 108 

10,052,452 
$2, 689, 227 

84.678 
$2, 048, 765 

5,507 
$78, 489 

211,950 
$1, 737, 445 

231, 552 
$1,851,836 

973, 142 
$13, 718, 240 

12, 177 
$310, 350 

146, 033 
$2,032,005 

11,727 

$248, 796 

21,019 
$294,260 

6,214 
$59, 832 

700/947 
$32, 806, 495 

27,459 
$2, 133, 675 

184,212 
$4, 750, 779 

44,011 
$1,281,753 

67,401 
$1, 565, 134 

39, 392 
$3, 310, 077 

5, 266, 460 
$1, 095, 240 

6,  549. 309 
$1, 343,  483 

13, 618, 992 
$4, 083, 874 

1, 469,  296 
$448;  833 

5, 672, 354 
$1,446,711 

30, 956 
$909,  307 

39.8 
62.5 

55.8 
56.8 

49.4 
48.2 

90.0 
75.4 

56.4 
53.8 

36.6 
44.4 

Value 

0  7 

48 

Ceramic  mosaic  (vitreous,  and  semi- 
vitreous,  unglazed) : 
Square  feet 

.9 

Enameled  tile  (bright,  dull,  matt,  and 
semi-matt     finishes)     and     glazed 
ceramic  mosaic: 
Square  feet 

3.3 

19 

Faience  tile  (inc.  hand-decorated  tile): 
Square  feet _ 

.2 

23 

Wall  tile  (white  and  bright  glazed), 
including  trim: 
Square  feet 

Value... 

1.0 

23 

Vitrified  brick  and  plates: 
For  paving: 

Thousands... 

Value 

.8 

44 

Sewer  liners: 

Short  tons 

(•) 

(J) 

116,675 
$953,  720 

56,726 
$459,  807 

327,  255 
$5, 128,  739 

8,763 
$205, 4,04 

41,473 
$670,  814 

7,027 
$170,423 

9,833 
$148, 438 
» 

6 

Drain  tile: 

Vitrified  (underdrain) : 

Short  tons__ 

55.0 
54.9 

24.5 
24.8 

33.6 
37.4 

72.0 
66.2 

28.4 
33.0 

59.9 
68.5 

46.8 
50.4 

Value _  

.7 

63 

Unverified: 

Short  tons. 

.7 

155 

Sewer  pipe: 

Short  tons 

Value 

5.4 

63 

Stove  lining: 

Short  tons. 

Value 

.1 

17 

Flue  lining: 

Short  tons 

Value 

.8 

66 

Chimney  pipe  and  tops: 

Short  tons 

Value 

.1 

29 

Wall  coping: 

Short  tons 

.1 

44 

Segment  blocks: 

Value 

(') 

(') 

278, 171 
$14,305,058 

11,445 
$1,  429, 955 

95,764 
$2, 442, 270 

36, 482 
$1, 083,  £33 

56, 774 
$1, 264, 414 

28,589 
$2, 619, 960 

3 

Fire-clay  products: 

Brick,  block,  or  tile,  except  high- 
alumina  (9-inch  equivalent): 
Thousands 

39.7 
43.6 

41.7 

67.0 

52.0 
51.4 

82.9 
84.6 

84.2 
80.8 

72. 
79.1  1 

Value 

12.8 

119 

High-alumina  brick  (over  40  per- 
cent AhOj): 
Thousands 

Value 

.8 

25 

Special  shapes: 

Short  tons 

Value 

1.9 

43 

Plastic  Are  brick: 

Short  tons 

Value 

.6 

32 

Ladle  brick: 

Thousands 

Value 

.6 

10 

Glass-house  tank  blocks,  melting  pots, 
stoppers,  floaters,  and  rings: 
Short  tons.. 

1.3 

14 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1987 — Continued 


Name  of  product 


Refractory  cement  (clay) : 

Short  tons 

Value 

Clay  sold,  raw  or  prepared,  including 
fire-clay  dust: 

Short  tons 

Value ..- 

Other  clay  products,  except  pottery: 

Value - 

Vitreous-china     plumbing     fixtures: 

Value 

Pyrometric  cones:  Value 

Red  earthenware  (flower  pots,  etc.): 

Value -_ 

Stoneware  (except  chemical)  and  yel- 
low and  Rockingham  ware:  Value... 

Chemican  stoneware:  Value 

White  ware,  including  cream  color, 
white  granite,  semiporcelain  and 
semivitreous  porcelain  ware:  Value. . 

Hotel  china:  Value 

Porcelain  electrical  supplies: 
Insulators: 
Pin  type: 

Below  7,500  volts:  Value... 
7,500  volts  to,  but  not  in- 
cluding     17,000     volts: 

Value L-. 

17,000  volts   to,   but   not 
including    45,000    volts: 

Value.. 

45,000    volts    and    over: 

Value _. 

Suspension  type:  Value 

Knobs,  tubes,  and  cleats:  Value... 
Other  electrical  supplies:    Value... 

Garden  pottery:  Value -.. 

Art  pottery:  Value 

Qas  Radiants  and  back  walls  for  use 

in  portable  ovens:  Value 

Sagger^  (of  own  make) :  Value 

Other  pottery  products:  Value 

Industry- total » 


Production  of  all 
companies 


57, 927 
$2, 467,  771 


394,084 
$1, 681, 571 


$4, 203, 042 


$20, 625, 366 
$106, 285 


$1,959,880 


$1, 889, 049 
$876, 636 


$25,711,410 
$10,017,811 


$1,087,477 


$579, 475 


$666, 917 

$776, 391 
$3,329,023 
$1,097,893 
$17, 299, 555 

$230, 445 
$3, 512, 281 

$906,350 

$586, 788 

$6, 106, 248 


$256, 374, 176 


%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 


(') 


1.6 

8.1 


10.0 
3.9 


.3 
1.3 

.4 
6.7 

.1 
1.4 

.4 
.2 
2.4 


Production  of  four  lead- 
ing companies 


21,258 
$1, 085,  765 


182, 148 
$751,997 


m 


$709, 401 


$958, 283 
(3) 


$10, 844, 703 
$5, 733, 447 


$823, 161 


$421, 590 


$485, 916 

$643, 438 
$2, 505, 757 

m 

$3, 351, 392 

$171,  959 

$1, 463,  657 

CO 

$370, 436 

CO 


%  of  total 

for  all 
companies 


36.7 
44.0 


46.2 
44.7 


36.2 
50.7 


42.2 
57.2 


P2.9 
75.3 


19.4 
76.4 
41.7 


63.1 


Total 
number 
of  com- 
panies 


127 


1  Less  than  1/10  of  1  percent. 

1  Not  shown  to  avoid  disclosure  of  individual  operations  (seven  items). 

•  Analyzed,  other  products  not  analyzed. 

*  In  "Plumbers'  Supplies"  industry  table. 

» Includes  clay  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Source:  Census  of  Manufactures,  1937. 
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Table  2. 


-Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  total 


Number  of 
products 


Value  of  prod- 
ucts 


Percent  of 
total 


Under  10  percent _ 

10.0  to  19.9  percent 

20.0  to  29.9  percent... 

30.0  to  39.9  percent 

40.0  to  49.9  percent. 

50.0  to  59.9  percent 

60.0  to  69.9  percent . 

Total 

Products  not  analyzed:  Value ..J 

Included  in  "Plumbers'  Supplies" 

U.  S.  Total ' 


$50, 218, 792 
96, 835, 389 
57, 777, 348 
11,099,147 
4, 808, 848 
4, 533, 879 
166, 117 


22.3 
43.0 
25.6 
4.9 
2.1 
2.0 
.1 


$225,  439,  520 
$10,  309,  290 
$20,  625.  366 


100.0 


$256,  374,  176 


1  Includes  Clay  Products  and  Pottery. 
Source:  Census  of  Manufactures,  1937. 

Table  3. — Frequency  of  Appearances  of  Same  Companies  Among  Leading  Four 
Producers  in  "Clay  Products  and  Other  Refractories"  Products,  1937 


Number 
of  appear- 
ances 

Number 
of  com- 
panies 

Number 
of  appear- 
ances 

Number 
of  com- 
panies 

1 
2 
3 

96 
10 
8 

4 

5 
6 

5 
2 
1 

Source:  Census  of  Manufactures,  1937. 
Lumber  Cut,  1937 

Description  of  the  industry. — Lumber  cut  in  logging  camps,  merchant  sawmills, 
combined  sawmills  and  planing  mills,  including  those  engaged  in  the  manufacture 
of  boxes,  veneer  mills,  and  cooperage-slide  mills  is  classified  in  this  industry. 
The  figures  do  not  include  lumber  cut  in  planing  mills  and  box  factories  not 
operated  in  conjunction  with  sawmills.  The  four  leading  companies  have  been 
chosen  on  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  all  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Douglas  fir:  M.  ft.  b.  m 

Ponderosa  pine:  M.  ft.  b.  m._ 

Southern  pine:  M.  ft.  b.  m 

Other  kinds:  M.  ft.  b.  m 

i  6, 491, 838 
>  3,  260,  254 
3  7, 004,  362 

7,  827,  903 

26.41 
13.26 
28.49 
31.84 

1,466,111 
508, 506 
489, 140 
(*) 

22.58 
15.59 
6.98 
(<) 

841 

452 

2,872 

U  S  Total 

»  24,  584, 357 

100.00 

1  This  does  not  include  62,943  M.  ft.  reported  by  many  small  establishments  whose  products  or  receipts 
for  work  done  amounted  to  less  than  $5,000. 

»  This  does  not  include  47,401  M.  ft.  reported  by  many  small  establishments  whose  products  or  receipts 
for  work  done  amounted  to  less  than  $5,000. 

s  This  does  not  include  687,114  M.  ft.  reported  by  hundreds  of  small  establishments  whose  products  or 
receipts  for  work  done  amounted  to  less  than  $5,000. 

*  Not  analyzed  because  of  diversity  of  products. 

i  Does  not  include  1,412,500  M.  ft.  by  6,810  (small)  mills  with  products  valued  at  less  than  $5,000. 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  Total 


Number  of 
products 


Value  of  prod- 
ucts 


Percent  of 
total 


Under  10  percent. . 
10.0  to  19.9  percent. 
20.0  to  29.9  percent. 
30.0  to  39.9  percent 
40.0  to  49.9  percent. 
50.0  to  59.9  percent. 


$16,756,454 
0) 


100.0 


i  Included  in  total  for  under  10  percent  group  to  avoid  disclosing  output  of  individual  establishments. 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Lumber  Cut,  19S7 


Number  of 
appearances 

Number  of 
companies 

1 
2 

10 
1 

Structural  and  Ornamental  Metal  Work,   1937 

Description  of  industry. — The  establishments  classified  in  this  industry  are 
engaged  primarily  in  fabricating  metal  for  structural  and  ornamental  purposes. 
Some  of  the  chief  products  are  structural  steel  for  buildings  and  bridges,  orna- 
mental iron  and  steel  work,  balconies,  bank  fixtures,  coal  chutes,  elevator  in- 
closures,  iron  fences,  fire  escapes,  and  gratings.  Some1  fabrication  work,  such  as 
cutting  and  punching  beams  and  plates,  is  done  by  establishments  whose  principal 
business  is  construction  work  or  the  buying  and  selling  of  steel  and  other  metal, 
but  the  Census  figures  relate  to  shop  fabrication  only.  Production  data  cover 
structural  and  ornamental  work  made  only  in  plants  not  operated  in  connection 
with  rolling  mills,  that  is,  plants  operated  entirely  independently  of  rolling  mills, 
although  in  some  cases  under  the  same  ownership.  The  four  leading  companies 
have  been  chosen  on  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Name  of  product 


Production  of  all 
companies 


%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four 
leading  companies 


Amount 


%  of  total 

for  all 
companies 


Total 
number 
of  com- 
panies 


Structural  steel,  fabricated: 

For  buildings,  value. 

For  bridges,  value 

Other    than    for    buildings    and 

bridges,  value 

Structural  -steel  not  reported  by 

use,  value 

Stairs  and  staircases,  value 

Steel    grating,    treads,    and    flooring, 

value 

Fire  escapes,  value 

Bars  and  rods  for  reinforcing  concrete, 

value 

Expanded  metal  lath,  value. 

Iron  fences  and  gates  other  than  wire, 

value. -. 

Grilles  and  railing,  value 

Ornamental  iron  and  steel,  value 

Ornamental  bronze  work,  value 

Other  nonferrous  ornamental  work  for 

buildings,  value 

Structural  and  ornamental  work  not 

reported  by  kind,  value 

Other    structural     and     ornamental 
metal  products,  value.. 


$121,454,458 
$35, 854,  489 

$35,108,971 

$11,212,899 
$6, 397, 007 

$5, 612,  683 
$2, 009, 155 

$15,  837,  212 
$11,812,835 

$1, 673,  546 
$4, 149, 929 
$12,  851,  846 
$4,  570, 168 

$1, 997,  379 

$5, 157, 890 

$1, 474, 887 


44.1 
13.0 


1.3 
.7 

5.8 

4.;i 

.6 

1.5 

4.7 


$30, 236, 394 
$19,713,736 

V) 

(2) 
$779, 705 

$1, 137, 770 
$342,  258 

$7, 012,  293 
$7,  579,  531 

$399, 109 
$1,  468,  420 
$1,  650, 745 
(') 

P)  ^ 

C) 
(?) 


24.9 
55.0 


31.5 
17.0 

44.3 
64.2 

23.8 
35.4 
12.8 


634 
176 


87 
396 

215 
354 

166 
31 

257 
393 
508 
186 

106 

82 

47 


i  Not  shown  to  avoid  disclosure  of  individual  operations. 
'  Not  analyzed  because  of  diversity  of  products. 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Production 


Percent  of  U.  S.  total 


Number  of 
products 


Total  U.  S. 
value 


Percent  of 
total 


Under  10  percent 

10  to  19.9  percent.. 

20  to  29.9  percent 

30  to  39.9  percent 

Total 

Items  not  included  in  table 

Total,  U.  S. 


$24, 870, 691 
$127, 277, 913 
$68, 674, 704 


11.3 
57.8 
30.9 


$220, 223,  308 
$34, 952, 026 


100.0 


$275, 175, 334 


i  Included  in  20  to  29.9  percent  group. 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Structural  and  Ornamental  Metal  Products,  1937 


Number  of 
Companies 

Number  of 
appearances 

27 
6 

1 

1 
2 
3 

Cement,  1937 

Description  of  the  industry. — This  industry  consists  in  the  manufacture  of 
hydraulic  cement  from  rock  usually  quarried  by  the  manufacturing  establish- 
ments. The  principal  product  is  Portland  cement,  but  small  quantities  of  natural, 
puzzolan,  and  masonry  cements  are  also  manufactured.  No  detailed  statistics 
for  the  quantities  and  the  values  of  the  several  kinds  of  cement  are  compiled  by 
the  Bureau  of  the  Census,  as  such  statistics  are  published  annually  by  the  Bureau 
of  Mines,  Department  of  the  Interior.  The  four  leading  companies  have  been 
chosen  on  the  basis  of  value  of  product. 

Table   1. — Products  by  Kind,  Quantity,   and/or  Value  of  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  Product 

Amount 

%  Of  U.  8. 
total  for 
all  prod- 
ucts In 
industry 

Amount 

%  of  total 

for  all 
companies 

Portland  cement: 

116,208,639 
$176,616,487 

3, 567, 894 
$4,  570, 418 

97.2 
97.6 

2.8 
2.5 

33, 293, 589 
$53, 108, 440 

1,620,511 
$2, 128, 608 

28.6 
30.0 

45.4 
46.6 

Value.. 

79 

Natural,  puzzolan,  and  masonry  ce- 
ment: 

40 

U.  8.  Value 

$181, 185, 905 

100.0 

1 

Table  2. 


-Products  Classified  by  Proportion  of  Total  Value  Contributed  by  Leading 
Companies,  1937 


Proportion  of  total  value  of  commodities  produced  by  the 
leading  company 


Number  of 
products 


Total  value 
of  products 


Percent  of 
U.  S.  total 


10%-19.9%. 
U.  8 


$181, 185, 905 
$181,185,905 


100.0 
100.0 
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Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 

Producers 


Number  of 
appearances 

Number  of 
companies 

1 
2 

6 
1 

Marble,  Granite,  Slate,  and  Other  Stone  Cut  and  Shaped,  1937 

Description  of  the  industry. — This  industry  classification  embraces  establish- 
ments engaged  primarily  in  cutting,  shaping,  and  finishing  marble,  granite,  slate, 
and  other  stone  for  building,  monumental,  and  miscellaneous  uses.  The  census 
does  not  cover  the  numerous  small  yards  that  purchase  and  sell  finished  or  partly 
finished  monuments  and  tombstones  but  do  no  work  on  them  except  lettering  and 
finishing  to  individual  order.  The  manufacture  of  grindstones,  pulpstones,  hones, 
and  whetstones  is  not  included  in  this  industry.  The  four  leading  companies  have 
been  chosen  on  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  Stales:  19S7 


Name  of  Product 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Amount 

%  of  U.S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

$1, 987, 076 
$7, 886, 879 
$4,  300, 861 

2.5 
10.2 
5.5 

$1, 286, 427 
$2, 653, 979 
$1, 491, 857 

64.7 
33.7 
34.7 

57 
141 
104 

$9, 413, 970 
$431, 419 

12.1 
.6 

$2, 687, 201 
$361,300 

27.5 
81.4 

152 
'     .20 

$2, 157, 354 
$415, 010 

2.8 
.6 

$819,063 
$173, 338 

38.0 
41.8 

44 
36 

$1, 252, 241 
$311, 782 

1.6 
.4 

$711,784 
$257, 307 

66.8 
82.5 

46 
17 

$5, 476, 838 

$36, 720,  549 

$56, 662 

$44,044 

7.0 

46.0 

.1 

.1 

$1, 968, 950 
$3, 071, 042 
$39,  747 
$40,234" 

36.0 

8.6 

70.3 

91.3 

481 

905 

28 

10 

$28,166 
$162, 821 

(') 
.2 

$22,411 
$100,900 

79.6 
62.0 

18 
44 

$49,680 
$181, 579 
$508,022 
$829,  971 
$868, 593 

$84,583 
$734, 192 

.1 
.2 
.7 
1.1 
1.1 
.1 
.9 

$37,140 
$118,  511 
$337, 460 
$709,  770 
$547, 435 

$62, 686 

(a) 

74.8 
65.3 
66.4 
85.5 
63.0 
74.1 

18 
17 
31 
19 
41 
15 
38 

$577, 869 
$53,  731 

.7 

$336, 843 

(*) 
$104, 706 

(s) 

58.3 

24 
8 

$138, 453 
$404,247 

.2 

75.6 

29 

52 

$123, 007 

(2) 

34 

$524, 121 

(3) 

39 

$1, 125 

(a) 
0) 

7 

$2, 969,  £96 

59 

Building  stone: 

Marble,  exterior  use:  Value 

Marble,  interior  use:  Value 

Granite:  Exterior  use:  Value... 
Limestone: 

Exterior  building  use:  Value... 

Interioruse:  Value.. 

Slate: 

Forroofmg:  Value 

Structural  and  sanitary:  Value 
Otber  building  stone: 

Exterior  use:  Value 

Interioruse:  Value.. 

Monumental  stones: 

Marble:  Value 

Granite:  Value 

Limestone:  Value 

Otber  monumental  stones:  Value.. 
Stones  for  ornamental  and  miscellane- 
ous uses: 
Marble  statuary  and    pedestals: 

Value.. 

Marble  table  tops:  Value 

Marble  church  furniture,  altars: 

Value. 

Marble  terrazo  chips:  Value 

Marble,  otber:  Value 

Granite  paving  blocks:  Value 

Granite  curbing:  Value 

Granite  rubble:  Value. 

Granite,  Other:  Value 

Slate: 

Blackboards,  bulletin    boards: 

Value. 

School  slates:  Value.. 

Flagstones,  Walkways,  etc.:  Value. 

Other:  Value 

Stones  for  ornamental  and  miscella- 
neous uses: 

Limestone:  Value 

Other  stones,  paving  block,  flag- 
ging: Value 

Other  stones,  benches,  tables,  etc.: 

Value 

Allother:  Value 


1  Less  than  .1  percent. 

'  Not  shown  because  of  diversity  of  products. 

*  Not  shown  to  avoid  approximate  disclosure  of  individual  operations. 


Source:  Census  of  Manufactures.  1937. 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  United  States  Total  Production 


Percent  of  U.  8.  total 


Number  of 
products 


Total  TJ.  8. 
value  of 
products 


%  of  total 
value  of 
products 


Under  10.0  percent 

10.0  to  19.9  percent 

20.0  to  29.9  percent.... 

30.0  to  39.9  percent 

40.0  to  49.9  percent 

50.0  to  59.9  percent 

Total 

Products  not  analyzed 

U.  8.  total 


(') 
$65, 553, 030 
$4, 537, 709 
$2, 195,  535 

$598, 038 

(«) 


61.9 
28.0 
6.2 
3.1 
.6 
.2 


$72, 884, 312 
$4,810,419 


100.0 


30 


$77, 694,  731 


1  Included  in  10.0  to  19.9  percent  group. 
'  Included  In  40.0  to  49.9  percent  group. 


Table  3. 


-Frequency  of  Appearance  of  Same   Companies  Among   Leading  Four 
Producers  in  Marble,  Granite,  and  Slate  Products,  1987 


Number  of 
companies 


Number  of 
appear- 
ances 


Number  of 
companies 


Number  of 
appear- 
ances 


Source:  Census  of  Manufactures,  1937. 


Selected  Products  In  The  Iron  and  Steel  Industries,  1937 

Description  of  the  industry. — The  products  in  this  table  are  a  part  of  the  steel- 
works and  rolling-mill  products  industry  which  consists  in  the  conversion  of  pig 
iron  and  scrap  into  steel  and  the  rolling  of  iron  and  steel.  In  many  cases  the 
processes  of  conversion  and  rolling  are  performed  in  the  same  plants,  and  in  such 
cases  the  value  of  products  represents  only  the  finished  products.  Some  steel 
plants,  however,  produce  crude  steel  or  partly  rolled  steel,  which  is  used  as  a 
material  by  other  steel  plants,  and  this  causes  some  degree  of  duplication  in  the 
figures  for  value  of  products. 


Table  1. 


-Products  by  Kind,  Quantity,  and/or  Value  for  All'  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1987 


Name  of  product 


Rails  made  for  sale  and  for  interplant 
transfer: 

Quantity... 

Value 

Rerolled  and  renewed  rails  (not  includ- 
ing rails  rerolled  by  makers  of  ingots 
from  new  seconds)  made  for  sale  and 
for  interplant  transfer: 

Quantity 

Value 

Rail  Joints  and  fastenings,  tieplates, 
made  for  sale  and  for  interplant 
transfer: 

Quantity 

Value 

See  footnote;  at  end  of  table. 


Production  of  all 
companies 


Amount 


1, 408, 160 
$53,716,019 


32, 164 
$1,354,519 


459, 966 
$23, 750, 579 


%  of  U.  8. 
total  for 
all  prod- 
ucts In 
industry 


24.1 
20.3 


7.8 
9.0 


Production  of  four 
leading  companies 


32,164 
$1, 354,  519 


311,433 
$16, 284, 608 


%  of  total 

for  all 
companies 


100.0 
100.0 


67.7 
68.6 


Total 
number 
of  com- 
panies 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Structural  shapes  (not  assembled  or 
fabricated)  heavy,  made  for  sale  and 
for  interplant  transfer: 

2,  392,  966 
$110,873,129 

721,829 
$37, 757, 829 

814, 191 
$36, 780, 673 

5,829,276 
$264,  232,  748 

41.1 
42.0 

12.4 
14.3 

14.0 
13.9 

(') 
(') 

466,117 
$24, 653,  776 

493, 601 
$21,  538, 163 

16 

Value 

Structural  shapes  (not  assembled  or 
fabricated)  light,  made  for  sale  and 
for  interplant  transfer: 

64.6 
65.3 

60.6 
58.6 

29 

Concrete  reinforcing  (including  twist- 
ed bars)  made  for  sale  and  for  inter- 
plant transfer: 

36 

U.  S.  Total: 

'  Withheld  to  avoid  disclosure  of  operations  of  individual  establishments. 

Table  2. — Distribution  of  Products  Classified  According  to  the   Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  Total 


Number 

of 
products 


Value  of 
products 


Percent 

of 

total 


20.0  to  29.9  percent 
30.0  to  39.9  percent 
40.0  to  49.9  percent 
50.0  to  59.9  percent 

U.S.  Total. 


(') 
$98, 289, 081 

(?) 
$165, 943, 667 


$264,  232, 748 


62.8 
100.0 


■  Included  in  30.0  to  39.9  percent  group. 
•  Included  in  50.0  to  59.9  percent  group. 
I 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  the  Selected  Products  in  the  Iron  and  Steel  Industries,  1937 


Number  of 
appearances 

Number  of 
companies 

1 
2 

4 

7 
2 
2 

Lime,  1937 

Description  of  the  industry. — This  industry  designation  is  applied  to  establish- 
ments engaged  in  the  production  of  lime,  chiefly  from  limestone  but  to  a  small 
extent  from  shell  and  other  substances.  The  principal  products  are  quick-lime 
and  hydrated  ■  (slaked)  lime.  The  quarrying  and  the  burning  of  limestone  are 
usually  carried  on  by  the  same  establishments,  and  for  such  establishments  the 
statistics  given  cover  both  branches  of  the  work.  (Establishments  engaged  ex- 
clusively in  the  quarrying  of  limestone  are  not  covered  by  the  Census  of  Manu- 
factures.) The  four  leading  companies  have  been  chosen  on  the  basis  of  value 
of  product. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Quicklime: 

Tons 

2, 143,  617 
$14, 847, 633 

1, 119, 437 
$9,-698, 984 

396, 694 
$2, 193, 294 

68.6 
56.6 

30.6 
36.3 

10.8 
8.2 

477, 746 
$3, 284, 316 

341, 660 
$3, 329, 785 

90,015 
$729, 226 

22.2 
22.1 

30.5 
34.3 

22.6 
33.2 

Value 

144 

Hydrated  lime: 

Tons 

Value 

119 

Agiicultural  lime: 
Tons 

Value.. 

83 

Total: 
Tons. . 

3, 659, 648 
$26,739,911 

Value. 

Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percentage  of  U.  S.  Total 

Number  of 
Products 

Value  of 
Products 

Percent  of 
Total 

1 
t 

1 

$26,739,911 
(') 

100.0 

10-19.9 _.. ._ 

20-29.9 _ 

(•) 

Total 

3 

26,739,911 

100.0 

1  Included[in  under[10"percent  group. 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 

Producers  in  1937 


Number  of 
Appearances 

Number  of 
Companies 

1 
2 

8 
2 

Concrete  Products 

Description  of  the  industry. — This  industry  embraces  establishments  engaged 
primarily  in  the  manufacture  of  building  materials,  pipe  and  conduit,  and  com- 
modities such  as  poles  and  piling,  vaults,  trays,  etc.,  from  a  combination  of  stone 
or  gravel,  sand,  and  cement.  The  classification  does  not  cover  concrete  construc- 
tion work  on  buildings,  bridges,  etc.  The  four  leading  companies  have  been 
chosen  on  the  basis  of  value  of  product. 
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Table  1. 


-Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States,  1937 


Name  of  Product 


Production  of  all 
companies 


Amount 


%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four 
leading  companies 


%  of  total 

for  all 
companies 


Total 
number 
of  com- 
panies 


Building  materials: 

Art  marble  and  Spanish  floor  tile: 

Tons --- 

Value 

Block  tile,  esc.  roofing  tile: 

Tons 

Value.. 

Brick: 

Tons - 

Value-- - — 

Cast  stone: 

Tons 

Value 

Roofing  tile: 

Tons -- 

Value - - 

Squares  for  walls,  ceilings,  etc.: 

Tons - - 

Value.- 

Circular  structures: 

Tons. - 

Value 

Conduits  and  pipes: 
Culvert  pipe: 

Tons.  

Value 

Drain  tile: 

Tons 

Value 

Electric  conduits: 

Tons 

Value  

Irrigation  pipe: 

Tons 

Value 

Pressure  pipe: 

Tons 

Value.- 

Sewer  pipe: 

Tons 

Value 

Laundry  trays: 

Tons -. 

Value 

Vaults: 

Tons _ 

Value 

Paving  materials: 

Tons 

Value.. 

Poles  anu  posts: 

Tons - 

Value - 

Piling: 

Tons 

Value 

Premised  concrete: 

Tons 

Value.- 

Septic  tanks: 

Tons 

Value 

Other  products  in  which  cement  is  a 
material:  Value 


U.  8.  total  industry  *. 


21,850 
$211, 529 


2,344,310 
$14, 862, 739 


49,384 
$347,900 


92, 305 
$2, 260, 744 


74, 108 
$1,948,727 


6,614 

$65,221 


63, 74? 
$1, 519, 563 


572,  ( 
$6,701,! 


71, 
$639, 


1, 

$31, 


170, 
$2,003, 


205, 
$4,323, 


535, 
$5, 723, 


20, 

$682, 


109, 
$3, 676, 


157, 
$672, 


15, 
$493, 


16/ 
$217,  ( 


$23, 434, 704 


$216, 
$4,233, 


770 


$74,  267, 168 


0.3 


20.0 

"i'o 

"~2"6 
...... 

"2.6 


9.0 


(') 


2.7 
5."8 
"7.7 
"."9 

"5.0 
".9 

".1 


.2 
31.6 


.3 

5.7 


19,070 
$167,957 


163,387 
$1, 175, 893 


14,669 
$112,879 


13.716 
$450,287 


69, 121 
$1, 868, 457 


6,145 

$59,964 


48,750 
$1,245,612 


148,527 
$2, 032, 368 

20,876 
$227, 514 

(') 
(') 

43,445 
$550, 6f2 

(') 
0) 

181, 347 
$1,944,124 

10,923 
$261,841 

17,608 
$582,684 

125,669 
$596,961 

5,883 
$344,421 

?! 

710, 341 
$4, 902, 997 

2,  3T4 
$81, 624 


87.2 
79.4 


7.0 
7.9. 


29.7 
32.4 


14.9 
19.9 


93.3 
95.9 


12.9 
.1.9 


76.5 
82.0 


25.9 
30.3 


29.4 
35.6 


25.4 
27.5 


33.9 
34.0 


37.3 
38.4 


16.1 
15.8 


79.8 
88.7 


20.9 


25.6 
37.9 


11 
625 
"93 
"l29 
"21 


169 

"lis 


76 


126 
'32 
*258 
"l3 

"48 


141 
"96 


'  Withheld  to  avoid  app  roximate  disclosure  of  individual  operations. 
■  Under  .05  percent. 

•  Omitted  because  of«diversity  of  products. 

4  Includes  concrete  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  cf  Hi. 
Leading  Company  in  U  S.  Total  Production 


Percent  of  U.  S.  total 


Number  of 
products 


Value  of 
Products 


Percent  of 
total 


Under  10  percent  - 
10  to  19.9  percent. 
20  to  29.9  percent. 
30  to  39.9  percent. 
40  to  49.9  percent  . 
'50  to  59.9  percent  . 
60  to  69.9  percent. 


Total 

Other  Items  not  incl. 


$44, 582, 532 

15, 966, 654 

704, 984 

1, 584, 784 

(') 


68.1 

24.4 

1.1 

2.4 


2, 621,  662 


$66, 460, 616 
8, 806, 552 


100.0 


Total,  U.  S. 


$74, 267, 168 


1  Included'  in  30.0  to  39.9  percent  group. 

Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Concrete  Products,  1937 


Number  of 
Appearances 

Number  of 
companies 

1 
2 

62 
3 

Glass  and  Glassware,  1937 

Description  of  the  industry. — This  industry  embraces  establishments  engaged 
primarily  in  the  manufacture  of  glass,  glassware,  and  certain  other  glass  products 
from  raw  materials,  and  does  not  include  glass  cutting,  beveling,  bending,  en- 
graving, staining,  or  ornamenting,  or  making  glass  labels,  except  to  the  extent  to 
.which  these  activities  are  carried  on  by  the  same  establishments  in  which  the  glass 
is  manufactured.  Establishments  manufacturing  glassware  from  purchased 
"blanks"  are  classified  in  the  Mirrors  and  Other  Glass  Products  Made  of  Pur- 
chased Glass  industry.  The  four  leading  companies  have  been  chosen  on  the 
basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  all  Companies  end  for 
Four  Leading  Companies  in  the   United  Slates:  1987 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
Industry 

Amount 

%  of  total 

for  all 
companies 

Flat  glass: 

Window  glass: 

610,566,127 
$31,389,468 

21,003,837 
$1, 386,  645 

6,  694,  567 
$2, 579,  360 

21,343,221 
$2, 719, 192 

$62,864,016 

497,037,800 
$26, 670, 587 

19,509,803 
$1,167,142 

(') 
(') 

(') 
(0 

m 

80.6 
85.0 

92.9 
84.2 

9 

8.9 

Obscured   glass,  including  cathe- 
dral &  skylight  glass  &  opalescent 
sheet  glass: 
Rolled     glass,     rough-fluted, 
figured,  etc.: 

7 

0.4 

7 

0.7 

Wire  glass,  rough  and  polished: 

5 

0.8 
17.8 

Other  flat  glass,  including  glass 
block  or  brick:  Value 

11 

See  footnotes  at  end  of  table. 
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Table  I. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Name  of  product 


Production  of  all 
companies 


%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four  lead- 
ing companies 


%  of  total 

for  all 
companies 


Total 
number 
of  com- 
panies 


Qlasswaro,  except  container?,  machine- 
made  (automatic)  tableware,  pressed 
and  blown: 
Tumblers: 

Dozen 

Value 

Plates,  dishes  &  cups  &  saucers: 

100  pieces _ _. 

Value .- 

Other  tableware: 

100  pieces 

Value --. 

Handmade  tableware: 

Pressed  ware:  Tumblers,  goblets 
&  barware: 

Dozen 

Value -. 

Plates,  dishes,  &  cups  &  saucers: 

100  pieces,.. 

Value 

Other  tableware: 

100  pieces 

Value ..- 

Blown  ware: 

Tumblers,  goblets  &  barware: 

Dozen .. 

Value 

Other  tableware  (bowls,  vases, 
jugs,  etc.): 

100  pieces 

Value 

Lighting  glassware  (pressed  &  blown): 
Shades,    globes,    reflectors,    etc.: 

Value 

Lamp  chimneys: 

Dozen 

Value 

Other  lighting  glassware,  Including 
electric-light    bulbs     and     oil 

lamps:  Value 

Lenses: 

Motor-vehicle: 

Dozen 

Value ' 

Others: 

Dozen 

Value 

Technics!,  scientific,  &  industrial  ?Iass 
(press  <k  blown) : 
Tubing: 

Pounds 

Value... 

Insulators:  Value 

Other:  Value 

Pressed  and  blown  glassware  (includ- 
ing glass  cooking  ware  or  oven  ware) 

not  specified  above:  Value 

Glass  containers:  Food  product  con- 
tainers: 
Milk  bottles: 

Gross 

Value 

Narrow-neck  (packers'  ware): 

Gross 

Value 

Wide-mouth  bottles  &  jars  (pack- 
ers' ware) : 

Gross 

Value.. 

Pressed  ware  (packers'  ware  and  Jelly 
glasses): 

Gross 

Value 

See  footnotes  at  end  of  table. 


39,653,361 
$12,563,673 


3, 887, 859 
$12,033,  :05 


1, 418, 187 
3, 108, 064 


923, 773 
$1,419,627 


113, 960 
$1,428,304 


324, 170 
$3, 248, 772 


4, 509, 422 
$6, 382, 744 


43,995 
$897, 748 


9, 160, 030 


2, 208, 564 
$1,380,614 


$11, 287, 049 


2,829,622 
$1, 755, 645 


U7,781 
$1, 328, 930 


38,852,630 

$4,867,480 

855,  510 

$4, 659, 612 


$9, 6C2, 741 


2,676,711 
$14, 272, 620 


3, 915,  262 
$12, 510, 704 


9, 310, 496 
$26. 238, 445 


589, 002 
$1, 523, 091 


8.1 
"6.9 


0.4 
"6~9 


0.3 
2.G 

"a  4 

3.2 


0.  5 
0.4 


1.4 
0.2 
1.3 


3.5 


33,443,816 
$10,046,102 


528, 
1,017, 


,150 
,260 


899,821 


1, 

$2, 784 


$4,  526, 182 

!276 


1,264, 
$805, 


(2) 


2,300 
$1,405 


$5, 684, 566 


2,304,020 
12, 736, 431 


2,  786, 859 
$9, 545,  391 


6,  459, 470 
$18, 054,  239 


84.3 
80.0 


57.2 
71.7 


59.8 
69.1 


42.1 
43.7 


49.4 


57.3 
58.3 


81.3 
80.1 


59.2 


86.1 
89.2 


71.2 
76.3 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1987 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Fruit  jws  (home  pack) : 

1, 156, 334 
$6,  717, 916 

4, 673, 982 
$13, 382, 049 

8,311,692 
$30, 462, 243 

3, 473, 812 
$13, 629, 438 

18, 348, 169 
$36, 156, 914 

22,  794, 125 
$5,  752,  783 
$6, 352,  771 

(') 
(') 

(a) 
(») 

4, 919, 686 
$19,  234,  589 

V1) 

(') 

13, 107, 348 
$25, 300, 435 

(') 
0) 

(') 

6 

1.9 

Beverage  containers:  Beer  bottles: 

11 

3.8 

Liquor  ware  (including  wines  &  cor- 
dials): 

59.2 
63.1 

31 

8.6 

OtLer  pressure  and  non-pressure  ware 
(including     soft-drink,     ginger-ale, 
water  &  grape-juice  bottles): 

24 

3.8 

Medicinal  and  toilet  preparations  con- 
tainers: 

71.4 
70.0 

26 

10.2 

General-purpose  containers  (carboys, 
pantry  jars,  etc.)  and  other  contain- 
ers not  classified  above: 

26 

1.6 

1.8 

Other  glass  products:  Value 

22 

Total  value  of  items  not  analyzed 

Total  value  of  items  not  shown  be- 

$45, 459, 209 
$112,007,124 

Total  TJ.  8.  value  for  industiy... 

$354, 038, 944 

•  Not  analyzed  because  of  diversity  of  products. 

'  Withheld  to  avoid  disclosure  of  operations  of  individual  establishments. 

Table  2. — Products  Classified  by  Proportion  of  Total  Value  Contributed  by  Leading 

Four  Companies,  1937 


Proportion  of  total  value  of  commodities  produced  by  the 
leading  company 

Number  of 
products 

Total  value  of 
products 

Percent  of 
U.  S.  total 

Under  10% 

10-19.9 

4 

$26, 565, 142 

8.6 

20-29.9 -. 

30-39.9 

6 
8 
5 

$87, 273, 124 
$156, 354, 275 
$38, 387, 194 

28.3 

40-49.9 

60.7 

60-59.9 

12.4 

Total 

23 
11 

$308, 679,  735 
$45, 459,  209 

100.0 

T«tal  U.  8                                                       

34 

$364,038,944 

Table  3. 


-Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Products,  1937 


Number 

Number 
of  appear- 
ances 

Number 

Number 
of  appear- 
ances 

of  com- 
panies 

among 
leading 
four  com- 
panies 

of  com- 
panies 

among 
leading 
four  com- 
panies 

38 
4 

1 
2 

2 
1 

4 

7 

1 

S 
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Heating  and  Cooking  Apparatus,  Except  Electric 

Description  of  the  industry. — The  principal  commodities  classified  in  the  industry 
are  steam  and  hot- water  heating  boilers  and  radiators  and  fittings;  accessories,  such 
as  valves,  regulators,  thermostats,  etc.;  and  domestic,  commercial,  and  industrial 
oil  burners;  stoves,  ranges,  water-heaters,  and  warm-air  furnaces.  The  manufac- 
ture of  electric  heating  and  cooking  apparatus  is  classified  by  the  Census  in  the 
Electrical  Machinery,  Apparatus,  and  Supplies  industry,  and  is  therefore  excluded 
from  this  table.  The  four  leading  companies  have  been  chosen  on  the  basis  of 
value  of  product. 


Table  1. 


-Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Cast-iron  and  hot-water  heating  boil- 
ers: 

(') 
$15, 975, 253 

(') 
$9, 476, 961 
$1,311,174 

$14, 749, 497 

$2,  269,  969 

$67,  316 

(') 
$26, 865, 268 

(') 
$1,652,587 

$9, 679, 286 

(') 
$7, 194, 515 

(') 
$17,  819, 140 

(') 
$6,838,632 

(') 
$10, 621, 854 

(') 
$5,  242, 335 

600,729 
$1, 089, 826 

0) 
$642,264 

186, 716 
$1,415,175 

$2, 371, 246 

1,393,910 
$57,675,667  | 

(') 
$8,770,080 

(') 
$5, 875, 458 
$891, 736 

$9, 003, 038 

$1, 893, 388 

$67,316 

0) 
$8, 965,  484 

(') 
$1, 072, 899 

$5,913,766 

34,562 
$3,611,799 

96,311 
$4,971,821 

81,649 
$1,  465, 902 

93,543 
$3, 066,  495 

(') 
$1,050,650 

488, 525 
$773,986 

0) 
$494, 743 

111,656 
$862,  702 

$491,489 

495,941 
$20,  841, 857 

3.689 

54.9 

48 

Steel  steam  and   hot-water   heating 
boilers: 

2.188 
0.302 

3.406 
0.524 
0.015 

62.0 
68.0 

61.0 
83.4 
(») 

69 

Parts  for  heating  boilers :  Value 

Radiators: 

20 
22 

11 

3 

Warm-air  furnaces,  manufactured: 

6.205 

33.4 

155 

Furnaces  assembled  from  purchased 
parts: 

0.381 
2.235 

65.0 
61.1 

30 

Warm-air-furnace  parts  and  registers: 

89 

Warm-air-furnace  unit  heaters: 

Number-.. 

1.661 

50.2 

32 

Coal  and  wood  cooking  stoves: 
Porcelain  enameled: 
Number 

4.115 

27.9 

114 

Other  than  porcelain  enameled : 

1.348 

25.1 

94 

Coal  and  wood  heating  stoves: 

Cast-iron  and  cast-steel: 

Porcelain  enameled: 

2.430 

29.1 

00 

Other: 

1.210 

20.0 

81.3 
71.0 

100 

Sheet-metal  (air-tight,  etc.): 

0.251 

24 

Coal  and  wood  water  heateis  (domes- 
tic supply): 
With  storage  tanks  attached: 

0.148 

77.0 

60.0 
61.0 

20.7 

35.6 
36.1 

12 

Without  storage  tanks: 

Value , 

0.326 
0.547 

42 

Parts  for  coal  and  wood  stoves,  ranges, 

and  heaters:  Value . 

Oas  cooking  stoves  and  ranges: 
Porcelain  enameled,  with  ovens: 

89 

Value. 1 

13.  321 

82 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Total 
number 
of  com- 
panies 

Qas  cooking  stoves  and  ranges: 

Porcelain    enameled,     without 
ovens: 
Number 

137 
$11,522 

20, 540 
$2,021,311 

126, 149 
$352,021 

(') 
$6, 714,  319 

436, 143 
$12, 777, 703 

(■) 
$3, 059, 226 

$2,  633,  542 

1, 188, 228 
$13,671,661 

95, 439 
$726, 463 

379, 419 
$12, 250, 107 

46, 814 
$1,  472,  472 

328,236 
$1,  919,  350 

152,884 
$1,  787, 349 

15,  488 
$199, 835 

19,758 
$302, 132 

13,  526 

$434,  983 

$3,  207,  545 

105,  069 
$3, 049,  732 

179,  954 
$661, 695 

$795, 880 

(3) 
(?) 

19, 134 
$1, 626, 750 

75, 716 
$202, 160 

(') 
$1, 786, 540 

234, 451 
$6, 301, 336 

(') 
"     $1, 363, 129 

$984,  784 

810,454 
$10, 770, 162 

93, 237 
$598, 271 

198, 682 
$6, 576, 898 

(3) 
(?) 

273, 974 
$1, 662, 946 

(3) 

m 

m 
(3) 

15, 353 
$249,  922 

12,  225 
$355,  677 

$2, 511. 861 

75,300 
$2, 436, 434 

179,  954 
$661, 695 

(') 

Value.. _ 

0.002 

99.0 

72.1 
80.5 

60.0 

57.4 

Other  than   porcelain  enameled, 
with  and  without  ovens: 
Number 

Value.. 

0.466 

Qas  hot  plates: 

Number 

Value 

0.081 

Gas  room  heaters: 

Number 

Value 

1.550 

26.6 

53.7 
49.3 

Qas  water  heaters  (domestic  supply) : 

With  storage  tanks  attached: 

Number 

Value 

2.951 

Without  storage  tanks: 
Number 

Value. 

0.706 
0.608 

44.5 
37.4 

68.2 
78.8 

97.7 
82.3 

52.4 
53.7 

Parts  for  gas  stoves,  ranges,  and  heat- 
ers: Value 

58 

Kerosene,  distillate,  and  fuel-oil  cook- 
ing stoves  and  ranges: 
Kerosene  cooking  stoves: 
Number 

Value 

3.157 

12 

Distillate    and    fuel-oil    cooking 
stoves  and  ranges: 
Number 

Value.... 

0.167 

16 

Kerosene  and  distillate  room  heaters: 
Pot-type,    distillate    or   kerosene 
space  heaters: 
Number 

Value _ 

2.829 

37 

Sleeve-type  distillate  or  kerosene- 
burning  heaters: 
Number 

Value 

0.340 

71.6 

83.5 
86.6 

13 

Wick-type  portable  flueless  room 
heaters: 
Number... 

Value 

0.443 

8 

Wickless-type    portable    flueless 
room  heaters: 
Number 

Value 

0.412 

96.9 

6 

Kerosene  and  distillate  water  heaters 
(domestic  supply) : 
Kerosene-burning  water  heaters:' 
Wickless-type: 

Number 

0.046 

99.8 

5 

Wick-type: 

Number 

0.069 

82.7 

90.4 
82.0 

78.3 

71.7 
79.9 

12 

Distillate-burnin?  water  heaters, 
pot-type  and  sleeve  type: 
Number 

Value 

Parts  for  kerosene,  distillate,  and  fuel- 
oil  stoves,  ranges,  and  heaters:  Value. 
Gasoline  cooking  stoves  (except  camp 
stoves)  and  ranges: 
Porcelain  enameled  and  other: 

0.100 
0.740 

17 

20 

0.704 

12 

Gasoline  camp  stoves: 

0.152 
0.183 

(') 
87.7 

3 

Gasoline  water  heaters  and  parts  for 
gasoline  stoves,  ranges,  and  heaters: 
Value 

9 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

•Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.S. 
totr"  for 
all '  rod- 
ucts  in 
industry 

Amount 

%  of  total 

for  all 
comnanies 

Combination   (coal,  wood,   and  gas) 
cooking  stoves  and  ranges: 
Porcelain  enameled  : 

96,  956 
$8, 044, 952 

7,138 

$660,  598 

$1,  503,  652 

$237,  517 

177,  667 
$16, 767, 961 

3,575 
$136,  539 

4,454 
$668,  913 

0) 
$1, 928, 946 

185,  779 
$1,  785.  680 

0.398 

$2,  326,  287 

11.013 

$2,  600.  041 

0) 
$1, 947,  925 
$1, 160, 987 

(') 
$1,072,837 

(') 
$2, 032,  749 
$2,177,475 

$388, 326 

613,027 
$726, 414 
$414, 132 

$4,771,254 

$3, 855, 493 
$70,  202, 184 

(') 
$24, 639, 167 
$5,666,678 
$5,513,670 
$6,218,632 
$2,545,757 
$3,041,387 

41.915 
$3, 672, 120 

(3) 
C) 
$730, 874 

m 

61, 059 
$5,  721, 407 

2,937 
$122, 319 

2,872 
$531,  584 

3,545 
$1. 089,  282 

109, 608 
$1, 194, 188 

7,218 
$2,  179,  425 

5,202 
$1, 564. 829 

(') 
$1,408,701 
$811,084 

(') 
(8) 

15,392 

$1,  545, 906 

$1,039,990 

$380, 404 

438,264 
$525,  320 
$220,  373 

$1,845,941 

$3, 069,  270 
$44,  570,  007 

(•) 
$18,  524,  514 
$2,  545,  782 
$3,  226, 941 
$2,  251,  958 
$1,  644,  245 
$1,749,429  | 

43.2 

45.6 

1.858 

53 

Other  than  porcelain  enameled: 

0.152 
0.347 

0.054 

94.8 
48.6 

60.0 

34.4 
34.1 

82.1 
89.6 

64.5 
79.4 

13 

46 

Stoves,   ranges,   water   heaters,   etc.. 

9 

Oil  burners  (not  including  boiler  or 
furnace  units) : 
Domestic     (for    central    heating 
systems  and  water  heating) : 
Mechanical  or  forced  draft: 

3.873 

122 

Atmospheric  (natural  draft): 

0.031 

11 

Commercial  oil  burners: 

Mechanical  or  forced  draft: 

Value 

0.154 

20 

Industrial  oil  burners: 

Value 

0.445 

56.5 

59.0 
66.9 

76.8 
93.7 

43.7 
60.2 

45 

Distillate-oil  burners  for  cooking 
and  heating  stoves: 

Value 

Fuel-oil  boiler  burner  units: 

0.412 

32 

Value 

0.537 

11 

Fuel-oil  furnace  burner  units: 

Value 

0.600 

23 

Gas  burners  (not  including  boiler  or 
furnace  units): 
Domestic  (residence  type)  : 

Value 

0.449 
0.,268 

72.3 
69.8 

23 

Commercial  and  industrial:  Value. 
Boiler-burner  units  (gas): 

29 

Value 

0.247 

94.7 

0 

Furnace  burner  units  (gas) : 

Value.. : 

Parts  for  oil  and  gas  burners:  Value 

Incinerators:  Value 

Portable  ovens  (detachable  ovens  for 
use  on  oil,  gasoline,  and  other  stoves) : 

0.469 
0.502 
0.089 

76.0 
47.8 
97.9 

21 
46 

10 

Value .. 

Steam  tables  (except  electric):  Value... 
Other  cafeteria,   hotel,   and   kitchen 

apparatus:  Value 

Heating  and  cookinc  equipment  not 

reported  by  kind:  Value 

0.167 
0.095 

1,102 

0.890 
16.  253 

72.3 
53.2 

38.7 

79.6 
63.5 

11 

27 

52 
22 

Fittings  and  valves:  Value 

160 

Thermostats: 

Value 

Regulators:  Value 

5.691 
1.308 
1.273 
1.436 
0.  588 
0.702 

75.1 
44.9 
58.5 
36.2 
64.6 
57.5 

54 

57 

51 

80 

22 

Brooders:  Value 

47 

U.  S.  Total:  Value ' 

$432,942,994  ' 

100.000  1 

1 

1  Total  quantities  not  reported. 

'  Three  companies  represent  U.  S.  total. 

»  Withheld  to  avoid  disclosing  operations  of  individual  establishments. 

*  Not  analyzed  because  of  diversity  of  proajCts. . 
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Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  Total 


Number  of 
products 


Value  of 
products 


Percent  of 
total 


Under  10.0  percent 

10.0  to  19.9  percent- 

20.0  to  29.9  percent 

30.0  to  39.9  percent 

40.0  to  49.9  percent-. 

60.0  to  59.9  percent. 

60.0  to  69.9  percent 

70.0  percent  and  over.. 

Other  products  not  alalyzed. 

U.S.  Total 


$20, 166,  532 
181, 934, 176 
82, 596, 267 
27, 844, 339 
109, 645, 805 
5, 669, 093 


4, 120, 254 
966,528 


64 


432, 942, 994 


4.7 
42.1 
19.1 

6.4 
25.3 

1.4 


1.0 


100.0 


Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  the  "Heating  and  Cooking  Apparatus,  Except  Electric" 


Number  of 
companies 

Number  of 
appear- 
ances 

Number  of 
companies 

Number  of 
appear- 
and 

166 
10 
3 
2 

1 
2 
3 
4 

2 
1 
1 
1 

5 
6 

7 
,  8 

Planing  Mill  Industry,  1937 

Description  of  the  industry. — This  industry— "Planing-Mill  Products  (Includ- 
ing General  Millwork),  Made  in  Planing  Mills  not  Connected  with  Sawmills" 
embraces  "independent"  planing  mills;  that  is,  planing  mills  not  operated  in 
conjunction  with  sawmills.  (Planing  mills  operated  in  conjunction  with  saw- 
mills are  classified  in  the  Lumber  and  Timber  Products  industry.)  The  principal 
planing-mill  products  are  dressed  lumber,  sash,  doors,  frames,  interior  woodwork, 
and  molding. 

The  Bureau  of  the  Census  reports  that  some  of  the  planing-mill  operators, 
including  several  of  the  more  important  ones,  failed  to  supply  data  in  regard  to 
the  principal  classes  of  planing-mill  products  manufactured.  This  necessitated 
in  some  cases  the  making  of  estimates  and  in  others  the  inclusion  of  the  data 
for  the  total  output  of  the  establishments  in  question  in  the  figure  for  "Miscel- 
laneous millwork  and  millwork  not  reported  by  kind."  It  is  therefore  probable 
that  the  figures  and  data  presented  here  for  doors,  sash,  windows,  and  door- 
frames do  not  represent  complete  totals.  The  four  leading  companies  have  been 
chosen  on  the  basis  of  value  of  product. 
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Table  1.- — Products  by  kind,  quantity,  and/ or  value  for  all  companies  and  for  four 
leading  companies  in  selected  areas  in  the  United  States:  1937 

Production  of  all 
companies  in  area 

Production  of  four 
leading  cos.  in  area 

Total 

Name  of  product 

Amount 

%  of  area 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 
for  all 
areas 

of  com- 
panies 
in  area 

Chicago  area: ' 
Doors: 

For  general  construction: 
Pine: 

25, 013 

$141,  354 

1,432 

$8,171 

5,760 
$49,244 

(!) 
(2) 

(J) 
(2) 

(J) 

(J) 

492,  318 
$626, 009 

269,  529 

$858,885 

88,237 
$375, 753 
CO 

11,206 
$71, 192 
CO 

115 
$760 

m 
m 

493, 182 
$298, 719 

60,029 
$196, 953 

229,864 
$850,332 

106, 103 
$368, 793 

9,286 
$74,  556 

(') 
(>) 

13, 321 
$217, 814 
$31,756 

1, 116, 672 
$1,034,579 

58,641 
$183, 413 

15,600 
$88,000 

(J) 
(J) 

4,650 
$36,  850 

(») 
(J) 

CO 

(!) 

(!) 
(J) 

320,067 
$420, 074 

155, 422 
$495,  891 

70,  452 
$294,  213 
'}) 

8,349 
$50,459 

115 

$760 

(J) 
(!) 

396, 891 
$203,060 

32,  784 
$103, 953 

147, 008 
$547,  790 

75,839 
$256,  521 

8,100 
$65,776 

CO 

(') 

12,809 
$212, 839 
(») 

739,250 
$517, 249 

18,  795 
$96,207 

62.4 
62.3 

33 

6.5 

Douglas  fir: 

.4 

5 

Hardwood: 

80.7 

74.8 

2.3 

20 

Other: 

(2) 

1 

For  garages: 

(») 

12 

Other: 

(») 

8 

Sash: 

65.0 
67.1 

57.7 
57.7 

79.8 
78.3 

28.9 

32 

Window  and  door  frames: 

29.6 

40 

Milwaukee  area: > 
Doors: 

For  general  construction: 
Pine: 

37.4 

(J) 

18 

1 

Hardwood: 

74.5 
70.9 

7.1 

13 

Other 

3 

For  garages: 

100.0 
100.0 

.1 

3 

Other: 

(') 

4 

Sash: 

80.5 
68.0 

54.6 
52.8 

63.9 
64.4 

71.5 
69.6 

29.8 

18 

Window  and  door  frames: 

19.6 

17 

Los  Angeles  area:  * 
Doors: 

For  general  construction: 
Pine: 

(J) 

33 

Douglas  fir: 

(J) 

18 

Hardwood: 

CO 

17 

Other:                  i 

(') 

4 

For  garages: 

96.1 
97.7 

(•) 
CO 

9 

Other:  Value 

6 

Sash: 

66.2 
50.0 

32.1 
62.4  | 

(») 

38 

Window  and  door  frames: 

CO 

27 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  kind,  quantity,  and/ 'or  value  of  all  companies  and  for  four 
leading  companies  in  selected  areas  in  the  United  States:  1937 — Continued 


Name  of  product 


Production  of  all  companies 
in  area 


Amount 


%  of  area 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four  lead- 
ing cos.  in  area 


Amount 


%  of  total 
for  all 
areas 


Total 
number 
of  com- 
panies 
in  area 


San  Francisco-Oakland  area:  • 
Doors: 

For  general  construction: 
Pine: 

Number .. 

Value 

Douglas  fir: 

Number 

Value 

Hardwood: 

Number.. ._. 

Value 

Other: 

Number 

Value 

For  garages: 

Number.. 

Value 

Other,  value 

Sash: 

Number 

Value. 

Window  and  door  farmes: 

Number 

Value.- 

Kansas  City  area: 6 
Doors: 

For  general  construction: 
Pine: 

Number 

Value. 

Douglas  fir: 

Number 

Value.. .- 

Hardwood: 

Number.. 

Value.. 

Other.. 

For  garages: 

Number 

Value.. 

Other.- 

Sash: 

Number 

Value 

Window  and  door  frames: 

Number -.. 

Value 

Seattle-Tacoma  area: 7 
Doors: 

For  general  construction: 
Pine: 

Number 

Value 

Douglas  fir: 

Number.. 

Value 

Hardwood: 

Number 

Value... 

Other.. 

Sash: 

Number 

Value.- -. 

Window  and  door  frames: 

Number 

Value.. 


28, 


30, 

$128, 


3, 

$35, 


21, 


5, 

$49, 
$24, 

316, 

$400, 

147,; 

$414,  i 


5, 


(') 


669 


$3, 


(!) 


,  957 

,  :io2 


4, 
$14, 


4,010, 
$0,  493, 


10, 


934, 
$397, 


,233 
,034 


10.1 


10.1 
"2^8 
~~6.~7 


3.9 
2.0 


31.6 
~32.*8 


2.5 


S9.4 
"16.4 


17, 626 
$83,841 

22,408 
$99, 425 

2,232 
$20, 560 

18, 522 
$71, 136 

2,200 
$20,750 
$20,  579 

164,  445 
$180,  856 

54, 063 
$157, 390 


2,790 
$8,320 

3, 114, 368 
$4, 971,  217 

8,403 
$50, 950 
(2) 

(2) 
(2) 

40,600 
$90,  700 


61.9 
65.4 

74.1 
77.3 

59.5 
57.4 

88.2 
84.0 

42.2 
42.0 
82.9 

51.9 
45.2 

36.6 
37.9 


100.0 
100.0 


77.5 
76.6 


76.7 
79.3 


57.0 
58.1 


i  Includes  Cook,  DuPage,  Kane,  Lake  and  Will  counties  Illinois;  Lake  County,  Indiana. 

2  Withheld  to  avoid  approximate  disclosure  of  individual  operations. 

>  Includes  Kenosha,  Milwaukee  and  Racine  counties  Wisconsin. 

<  Includes  Los  Angeles  County,  California. 

1  Includes  Alameda,  Contra  Costa,  Marin,  San  Francisco  and  San  Mateo  counties  California. 

•  Includes  Clay  and  Jackson  counties  Missouri;  Wyandotte  County,  Kansas. 

7  Includes  King  and  Pierce  counties  Washington. 

Source:  Census  of  Manufactures,  1937. 
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Description  of  the  industry. — Common  Brick  is  a  product  classified  by  the 
Census  in  the  Clay-Products  industry.  Although  the  Census  of  Manufactures 
usually  confined  its  canvass  to  establishments  with  a  yearly  output  valued  at 
$5,000  or  more,  reports  are  obtained  for  all  establishments  in  the  Clay-Products 
industry. 

The  District  of  Columbia  industrial  area  includes  the  cities  of  Washington, 
D.  C.  and  Alexandria,  Va.,  the  Counties  of  Montgomery  and  Prince  Georges  in 
Md.,  and  Fairfax  and  Arlington  in  Va.  The  industrial  areas,  as  defined  by  the 
Bureau  of  the  Census,  are  as  follows:  Philadelphia-Camden  area:  Bucks,  Chester, 
Delaware,  Montgomery,  and  Philadelphia  Counties,  Pa.;  Burlington,  Camden, 
and  Gloucester  Counties,  N.  J.  San  Francisco-Oakland  area:  Alemeda,  Contra 
Costa,  Marin,  San  Francisco,  and  San  Mateo  Counties.  Los  Angeles  area:  Los 
Angeles  County.  New  York  City-Newark- Jersey  City  area:  Bronx,  Kings,  New 
York,  Queens,  Richmond,  and  Westchester  Counties,  N.  Y.;  Bergen,  Essex, 
Hudson,  Middlesex,  Passaic,  and  Union  Counties,  N.  J.  The  four  leading  com- 
panies have  been  sf°°cted  on  the  basis  of  value  of  product. 

Products  by  Kind,  Quu'ntity,  and/or  Value  for  All  Companies  and  for  Four  Leading 
Companies  in  the  United  States:  1987 


Industrial  area 


Production  of  all 
companies  in  area 


%  of  area 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four 
leading  companies  in  area 


%  of  total 
for  all 
areas 


Total 
number 
of  com- 
panies 


District  of  Columbia 
Philadelphia: 

Quantity 

Value.. 

San  Francisco 

Los  Angeles: 

Quantity 

Value. 

New  York  City: 

Quantity 

Value. J- 


47, 116 
$622, 861 

SI,  920 

$647, 598 


$1, 034, 380 


2.5 
1.9 


2.8 

3.4 


29,269 
$394, 492 


62.1 
63.3 


P) 


1  Withheld  to  avoid  disclosure'of  operations'of  individual'establishments. 


ExfiiBiT  No.  897 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5210] 

Plumbers'  Supplies,  1937 

Description  of  the  industry. — This  industry  embraces  establishments  whose 
principal  products  are  enameled-iron  (porcelain-enameled)  sanitary  ware  (bath- 
tubs, sinks,  lavatories,  laundry  tubs,  etc.) ,  plumbers'  brass  goods  (faucets,  spigots, 
valves,  fittings,  etc.)  range  boilers  (galvanized-iron  and  nonferrous),  and  miscel- 
laneous bathroom  and  other  fixtures  used  in  plumbers'  work.  Manufacturers 
of  vitreous-china  and  semivitreous  or  porcelain  (all-clay)  sanitary  ware  are  classi- 
fied in  the  Pottery  industry,  and  manufacturers  of  concrete  laundry  trays  in  the 
Concrete  Products  industry,  but  production  figures  for  these  classes  of  sanitary 
ware  are  included  in  this  table  because  of  the  close  relation  between  them  and 
the  specific  products  of  the  Plumbers'  Supplies  industry.  Faucets,  spigots,  valves, 
fittings,  etc.,  are  made  to  a  considerable  extent  by  establishments  classified  in 
five  other  industries;  namely,  (1)  Nonferrous-Metal  Alloys;  Nonferrous- Metal 
Products,  Except  Aluminum,  Not  Elsewhere  Classified;  (2)  Cast-Iron  Pipe  and 
Fittings;  (3)  Machine-shop  Products;  (4)  Machinery  Not  Elsewhere  Classified; 
(5)  Heating  and  Cooking  Apparatus,  Except  Electric.  This  table,  however, 
presents  production  data  on  faucets,  spigots,  etc.  for  only  those  establishments 
included  in  the  Plumbers'  Supplies  industry.  The  four  leading  companies  have 
been  selected  on  the  basis  of  value  of  product. 


5542 


CONCENTRATION  OF  ECONOMIC  POWER 


Table  1. 


-Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

'Amount 

%  of  total 

for  all 
companies 

Enameled  iron  sanitary  ware: 
Bathtubs: 

712, 134 
$15,731,811 

943, 840 
$6, 065, 179 

55, 371 
$467, 182 

148, 320 
$2, 597, 412 

1,  057,  647 
$9,  564,  563 

21,236 
$173,  500 

509.  205 
$11,  .543, 162 

652, 370 
$4,  210,  633 

45,093 
$375, 885 

119,416 
$2, 086, 884 

662, 461 
$6, 076, 127 

18,991 

$158,  574 

3,712 
$70, 696 

66,706 
$882, 018 

406,653 
$2,  468,  336 

23,720 
$644,  268 

104,  466 
$894,  505 

542,284 
$2,368,811 

248, 189 
$1, 481, 605 

684, 097 
$3, 226, 356 

222, 614 
$2,  756, 391 

27,000 
$769, 840 

916, 952 
$2, 160, 832 

278, 973 
$726, 801 

427,697 

$558, 191 

$2, 809, 045 

$13, 861, 185 

(8) 

71.5 
73.4 

69.1 
69.4 

81.4 
80.5 

80.5 
80.3 

62.6 
63.5 

89.4 
91.4 

12.1 

13 

Lavatories: 

4.7 

15 

Laundry  tubs: 

.4 

13 

Sink  and  laundry  tray  combina- 
tions: 

2.0 

10 

Sinks: 

7.4 

13 

Flush  tanks: 

(') 

8 

Drinking  fountains: 

$77, 412 

162,  426 
$1, 590,  287 

928,637 
$5, 952,  728 

39,686 
$1, 113, 319 

136, 580 
$1,111,601 

940,  628 
$3,  747, 142 

310, 995 
$1, 861, 894 

1, 182,  489 
$5, 259, 228 

269,384 
$3, 128,  462 

31,346 
$890, 070 

(') 

91.3 

41.1 
55.5 

43.8 
41.5 

59.9 
57.9 

76.5 
80.5 

57.7 
63.2 

79.8 
79.6 

57.9 
61.3 

82.6 
88.1 

86.1 
86.5 

7 

Tanks  and  shells  for  water  heaters: 

Value 

1.2 

7 

Range  boilers: 

Galvanized  iron,  18-192  gal.: 

4.6 

12 

Copper  and  non-ferrous  alloy, 
25-180  gal.: 

.9 

14 

Vitreous-China  plumbing  fixtures: 
Bathroom  &  toilet  fixtures: 
Closet  bowls: 
Siphon  jets: 

.9 

17 

Washdowns: 

■  Value 

2.9 

19 

Reverse  traps: 

1.4 

14 

Flush  tanks: 
Lowdown: 

4.0 

19 

Lavatories: 

2.4 

17 

Stalls: 

Number 

.7 

10 

Other   bathroom    and    toilet 
fixtures: 
Number 

Value 

$3, 049, 307 

2.3 

70.9 

21 

Other  vitreous-China  fixtures: 
Number 

Value 

$902, 651 

.7 

80.5 

11 

Semi-vitreous  or  porcelain  plumbing 
fixtures: 

$675,011 
•  $8, 949, 687 
$40, 182, 498 
$9,210,300  | 

.  0 

6.9 
30.9 
7.1 

82.7 

31.4 

34.5 

(»)          1 

8 

Faucets  and  spigots:  Value 

Other  plumbers  brass  goods:  Value... 
Other  plumbers'  supplies :  Value 

41 
123 

See  footnotes  at  end'of  table. 


CONCENTRATION  OF  ECONOMIC  POWER 


5543 


Table  1. — Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies 

Production  of  four  lead- 
ing companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.  8. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Toilet  seats: 
Wood: 

1,  758, 420 
$2, 990, 377 

966, 315 

$2,  727, 573 

$866,  556 

36, 112 
$348, 251 

29,314 
$682,  731 

710, 022 
$1, 374, 406 

(») 
(') 

(J) 

(3) 
(>) 

10,923 
$261, 841 

40.4 
46.0 

(') 

3 

(') 

0) 

(3) 

37.3 
38.4 

2.3 

21 

Other: 

2  1 

.7 

Drinking   fountains   other    than 
enameled-iron  and  vitreous  china: 

.3 

Concrete  laundry  trays: 

.5 

32 

U.  S.  total    . 

*  $129, 916,  732 

- 

'  Less  than  .05  percent. 

1  Not  annlyzed  because  of  diversity  of  products. 
»  Withheld  to  avoid  approximate  disclosure  of  individual  operations. 

1  Includes  pjumbers'  supplies  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Source:  Census  of  Manufactures,  1937. 

Table  2. — Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  total 


Number  of 
products 


Value  of 
products 


Percent  of 
total 


Under  10  percent.. 
10.0  to  19.9  percent. 
20.0  to  29.9  percent. 
30.0  to  39.9  percent. 
40.0  to  49.9  percent. 
50.0  to  59.9  percent. 


Total 

Products  not  analyzed  . 


$59, 871, 340 

16, 479, 654 

33, 814, 538 

6, 598,  520 

(») 


(•) 


51.3 
14.1 

28.9 
5.7 


$116,764,052 
13, 152, 680 


U.  S.  total. 


$129, 916, 732 


i  Includes  plumbers'  supplies  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census 
in  other  industries. 
'  Included  in  40.0  to  49.9  percent  group. 


Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  Leading  Four 
Producers  in  Plumbers'  Supplies,  1937 


Number 
of  appear- 
ances 

Number 
of  com- 
panies 

Number 
of  appear- 
ances 

Number 

of  com- 

.   panics 

1 
2 
3 

28 
4 
2 

4 

14 

18 

1 
2 
1 
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Exhibit  No.  898 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5211] 

Plumbers'  Supplies,  1937 

Each  of  the  23  products  in  the  Plumbers'  Supplies  industry  are  classified  into 
10  percent  intervals  according  to  the  proportion  Of  the  total  value  of  that  product 
produced  by  the  leading  company  (the  leading  company  being  selected  on  the 
basis  of  value  of  product).  The  number  of  products  and  the  total  value  repre- 
sented by  them  in  each  interval  is  expressed  in  percentage  terms  on  this  chart. 
On  the  vertical  scale  100.0  percent  for  the  number  of  products  equals  23  and  for 
the  value  of  products  equals  $116,764,052. 


Percent  of  U.  S.  total  pro- 
duction represented  by 
leading  company 

Percent  of 
total  num- 
ber of 
products 

Percent  of 
Value  of 
products 

Percent  of  U.  S.  total  pro- 
duction represented  by 
leading  company 

Percent  of 
total  num- 
ber of 
products 

Percent  of 
value  of 
products 

Under  10.0% 

30.0  to  39.9% 

26.1 
17.4 

8.7 

28.9 

10.0  to  19.9%     . 

26.1 
21.7 

51.3 
14.1 

40.0  to  49.9% 

2.6 

20.0  to  29.9% 

50.0  to  59.9% 

3.1 

Exhibit  No.  899 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5214] 

Roofing,  Built-up  and  Roll;  Asphalt'  Shingles,  Etc.  1937 

Description  of  the  industry. — This  industry  embraces  establishments  engaged 
wholly  or  chiefly  in  the  manufacture  of  asphalt  and  other  saturated  felts,  in  rolls 
or  in  shingle  form,  either  smooth  or  faced  with  grit,  for  roofing  purposes,  and  of 
roofing  cements  and  coatings  (except  paint).  Asphalt  brick  siding  is  also  made 
by  some  of  the  establishments.  This  industry  does  not  include  the  production 
of  asbestos  shingles  and  flexible  roofing,  which  are  classified  by  the  Bureau  of  the 
Census  in  the  Asbestos  Products  industry.  The  four  leading  companies  have 
been  chosen  on  the  basis  of  value  of  product. 


Table  1. 


-Products  by  Kind,  Quantity,  and/or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1987 


Name  of  product 


Production  of  all 
companies 


%  of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four 
leading  companies 


Amount 


%  of  iotal 

for  all 
companies 


Total 
number 
of  com- 
panies 


Asphalt  smooth-roll  roofing: 

Roofing  square 

Value 

Asphalt  grit-roll  roofing: 

Roofing  square... , 

Value 

Asphalt  strip  shingles— hexagon,  etc., 
including  patented: 

Roofing  square 

Value - 

Asphalt      individual     shingles     (all 
kinds): 

Roofing  square .-. 

Value 

Asphalt-saturated  felt: 

Tons 

Value... 

Tar-saturated  felt: 

Tons _._ 

Value. 

Waterprooaug  lauucs:  Value 

See  f"otnotes  at  end  of  table. 


17,378,058 
$17, 495, 534 


8,176,525 
$11,800,692 


7, 454, 467 
$28, 569, 887 


1, 639, 180 
$6,  420,  432 

333, 866 
$9,671,765 

71, 721 

$2, 880, 220 
$483, 573 


10.8 


8.!) 


2.fi 
.4 


5, 838, 799 
$5, 833, 705 


3, 146, 925 
$4,239,064 


2. 79S,  454 
$11,889,573 


714, 505 
$2, 997,  235 

100, 155 
$4, 591, 266 

36, 046 

$1,884,535 

$332, 113 


33.6 
33.33 


38.5 
35.9 


37.5 
41.6 


43.6 
46.6 

30.0 
47.4 

50.2 
65.4 
68.7 


30 
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Table   1. — Products  by  Kind,  Quantity,  and/ 'or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  Stales:  1987 — Continued 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  of  U.S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Asphalt  roof  cement  (solid): 

Tons  

133,101 
$2, 237, 140 

128,580 
$1, 651, 445 

55,790,089 
$1, 728, 092 

8, 128, 315 
$2,345,821 

8,169,849 
$2,200,695 
$1,933,369 
$19,652,453 

117, 710 
$1,869,804 

(') 
(') 

29,  239, 460 
$827,  752 

2, 148, 850 
$712,  799 

4, 514, 744 
$1,471,710 
$1,108,985 
(2) 

88.4 
83.5 

2.1 

19 

Coal-tar  roofing  pitch: 

Tons 

1.5 

Fibrous  plastioroof  cement: 

52.4 
47.8 

20.4 
30.3 

55.3 
66.8 
57.3 
(J) 

1.6 

49 

Fibrous  liquid  roof  coating: 

2.2 

58 

Nonfibrous  liquid  roof  coating: 

Gallon          

2.0 

1.8 

18.0 

61 

15 

Other  roofing  products:  Value  8 

109,071,118 

100.0 

1  Withheld  to  avoid  approximate  disclosure  of  individual  operations. 
1  Not  analyzed  because  of  diversity  of  products. 

8  Includes  roofing  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 

Source:  Census  of  Manufactures,  1937. 

Table   2. — Distribution  of  Total   Value  of  Products   Classified  According  to  the 
Proportion  of  the  Leading  Company  in  U.  S.  Total  Production 


Percent  of  TJ.  S.  total 


Number  of 
products 


Value  of  prod- 
ucts 


Percent  of 
total 


Under  10  percent-. 
10.0  lo  19.0  percent. 
20.0  to  29.9  percent. 
30.0  to  39.S  percent. 
40.0  to  49.0  percent. 


0) 

'  $80, 449, 165 


91.7 


(') 
»  $8, 969, 500 


Total 

Products  not  analyzed,  value. 


U.  S.  Industry  Total  <_ 


$89,418,665 
$20, 662,  453 


$109,081,118 


'  Combined  to  avoid  disclosing  exactly  or  approximately  the  operations  of  individual  establishments. 

8  Includes  value  of  products  of  one  company  classified  in  "Under  10  percent"  group. 

'  Includes  value  of  products  of  one  company  classified  in  "$30.0  to  39.9  percent"  group  and  one  company 
in  the  ''80.0  to  89.9  percent"  group. 

*  Includes  roofing  products  manufactured  by  establishments  classified  by  the  Bureau  of  the  Census  in 
other  industries. 


Table  3. — Frequency  of  Appearance  of  Same  Companies  Among  the  Leading  Four 
Producers  in  Roofing,  Built-up  and  Roll;  Asphalt  Shingles,  etc.,  Products,  1937 


Number 
of  com- 
panies 

Nupiber 
of  appear- 
ances 

Number 
of  com- 
panies 

Number 
'of  appear- 
ances 

8 
3 
1 
1 

1 
2 
3 
4 

2 
1 
1 

6 

7 
8 
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[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5215] 

Roofing,  Built-up  and  Roll;  Asphalt  Shingles,  Etc.,  1937 

Each  of  the  13  products  in  the  Roofing,  built-up  and  roll;  asphalt  shingles, 
etc.,  products  industry  are  classified  into  10%  intervals  according  to  the  propor- 
tion of  the  total  value  of  that  product  produced  by  the  leading  company,  (the 
leading  company  being  selected  on  the  basis  of  value  of  product).  The  number 
of  products  and  the  total  value  represented  by  them  in  each  interval  is  expressed 
in  percentage  terms.  On  the  vertical  scale  100.0  percent  for  the  number  of 
products  equals  13  and  for  the  value  of  products  equals  $89,418,665. 


Percent  of  U.  S.  total 

production  represented 

by  leading  company 

Percent  of 

total 
number  of 
products 

Percent  of 
value  of 
products 

Percent  of  U.  8.  total 

production  represented 

by  leading  company 

Percent  of 

total 
number  of 
products 

Percent  of 
value  of 
products 

Under  10.0% 

7.7 
61.6 

30.0  to  39.9% 

7.7 
23.0 

0) 

8  3 

10.0  to  19.9% 

191.7 

40.0  to  49.9%.... 

20.0  to  29.9% 

50.0  to  59.9% 

1  Includes  value  of  one  product,  classified,  in  the  preceding  group  to  avoid  disclosure  of  operations  of 
individual  establishments. 


Exhibit  No.  901 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5216] 

Asphalted-Felt-Base  Floor  Covering 

Description  of  the  industry. — This  industry  embraces  establishments  engaged 
primarily  in  the  manufacture  of  a  product  that  resembles  linoleum,  made  by 
printing  or  painting  on  the  surface  of  a  foundation  of  asphalted  felt.  The  four 
leading  companies  have  been  chosen  on  the  basis  of  value  of  product. 

Table   1. — Products  by  Kind,  Quantity,  and   Value  in  the   United  States:  19S7 


Production  of  all 
companies 

Production  of  four 
leading  companies 

Total 
number 
of  com- 
panies 

Name  of  product 

Amount 

%  Of  U.  S. 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 

for  all 
companies 

Asphalted  felt  base  floor  covering: 
Piece  goods: 

12/4  and  wider: 

Sq.  yards 

27, 486, 619 
$5, 924, 199 

46,548,979 
$10, 148, 730 

5, 197, 483 
$1,073,140 

76, 847, 442 
$18, 334, 654 

17.6 
16.7 

29.8 
28.6 

3.3 
3.0 

49.3 

51.7 

17,461,119 
$3, 939, 521 

33, 108, 423 
$7,022,075 

4,204,199 
$849, 371 

64,128,085 
$13, 466, 843 

63.5 
66.5 

71.1 
69.2 

80.9 
79.1 

70.4 
73.6 

11 

8/4: 

Sq.  yards 

10 

Narrower  than  8/4: 

Sq.  yards.. 

8 

Rugs: 

Sq.  yards 

Value 

g 

Total  asphalted  felt  base  floor 
covering: 
Sq.  yards 

156, 080,  523 
$35, 480, 723 

100.0 
100.0 

Value. 
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Table  2. 


-Distribution  of  Products  Classified  According  to  the  Proportion  of  the 
Leading  Company  in  U.  S.  Total  Production 


Percent  of  U.  S.  Total 

Number  of 
products 

Value  of 
products 

Percent  of 
total 

20.0  to  29.9  percent l    '  - 

1 
3 

30.0  to  39.9  percent . - 

'  $35, 480,  723 

100.0 

Total .- 

4 

0 

$35, 480,  723 
0 

100.0 

0 

U.  S.  Total - : - 

4 

$35, 480,  723 

100.0. 

»  Combined  with  30.0  to  39.9  percent  group. 

>  Includes  value  of  product  classified  in  20.0  to  29.9  percent  group. 

Table   3. — Frequency  of  Appearance  of  same  Companies  Among  Leading  Four 
Producers  in  Asphalted  Felt  Base  Floor  Covering  Products,  19S7 


Number 
of  appear- 
ances 

Number 
of  compa- 
nies 

Number 
of  appear- 
ances 

Number 
of  compa- 
nies 

1 
2 

1 
2 

3 
4 

I 
2 

Exhibit  No.  902 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5217] 

Asphalted  Felt-Base  Floor  Covering  and  Linoleum,  1937 

Each  of  the  4  products  in  the  Asphalted  Felt-Base  Floor  covering  industry  are 
classified  into  10%  intervals  accosding  to  the  proportion  of  the  total  value  of  that 
product  contributed  by  the  leading  company,  (the  leading  company  being  selected 
on  the  basis  of  value  of  product).  The  number  of  products  and  the  total  value 
represented  by  them  in  each  interval  is  expressed  in  percentage  terms  on  this 
chart.  On  the  vertical  scale  100.0  percent  for  the  number  of  products  equals  4 
and  for  the  value  of  products  equals  $35,480,723. 


Percent  of  U.  S.  total  pro- 
duction represented  \>J- 
leading  company 

Percent  of 
total  num- 
ber of 
products 

Percent  of 
value  of 
products 

Percent  of  U.  S.  total  pro- 
duction represented  by 
leading  company 

Percent  of 
total  num- 
ber of 
products 

Percent  of 
value  of 
products 

Under  10.0%. 

30.0  to  39.9% 

75 

'  100.0 

10.0  to  19.9% 

40.0  to  49.9% 

20.0  to  29.9% 

25 

50.0  to  59.9 

1  Includes  value  of  one  product,  classified  in  the  preceding  group  to  avoid  disclosure  of  operations  of 
individual  establishments. 


"Exhibit  No.  903,"  appears  in  text  on  p.  5218 
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Distribution  Of  Products  In  Certain  Building  Materials  Industries,  Classified 
According  To  The  Proportion  Of  The  Leading  Company  In  U.  S.  Total  Pro- 
duction 19S7 


Percent  of  U.  S.  total  represented  by  leading  company 


Products 


Number 


Percent 
of  total 


Value  of  products 


Percent 


Under  10 

10.0-19.9 .- 

20.0-29.9 

30.0-39.9 - 

40.0-49.9 -.-_ 

50.0-59.9- - 

60  and  over.. 

Total 

Products  Not  Analyzed 

U.S.  Total 


17.2 

25.4 

2  s  18.  2 

• «  19.  3 

»16.3 

2  8.7 

<4.9 


$184, 973, 066 
792, 085,  401 
230, 170,  666 
322,  424,  790 
313,982,798 
248,  599,  797 
17,  291, 121 


37.5 
10.9 
15.3 
14.9 
11.8 
0.8 


264 

11 


100.0 


2, 109,  527,  639 
45,  459,  209 


100.0 


275 


2,  154,  986,  848 


1  Value  of  one  product  included  in  10-19.9%  group  to  prevent  disclosure. 
1  Value  of  one  product  included  in  30-39.9%  group  to  prevent  disclosure. 
3  Value  of  one  product  included  in  50-59.9%  group  to  prevent  disclosure. 
*  Value  of  one  product  included  in  40-49.9%  group  to  prevent  disclosure. 
1  Value  of  one  product  included  in  20-29.9%  group  to  prevent  disclosure. 


Exhibit  No.  905 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5222] 

Common  Brick  Industry,  1937 

Description  of  the  industry. — Common  Brick  is  a  product  classified  by  the 
Census  in  the  Clay-Products  industry.  Although  the  Census  of  Manufactures 
usually  confined  its  canvass  to  establishments  with  a  yearly  output  valued  at 
$5,000  or  more,  reports  are  obtained  for  all  establishments  in  the  Clay-Products 
industry. 

The  District  of  Columbia  industrial  area  includes  the  cities  of  Washington, 
D.  C.  and  Alexandria,  Va.,  the  Counties  of  Montgomery  and  Prince  Georges  in 
Md.,  and  Fairfax  and  Arlington  in  Va.  The  industrial  areas,  as  defined  by  the 
Bureau  of  the  Census,  are  as  follows:  Philadelphia-Camden  area:  Bucks,  Chester, 
Delaware,  Montgomery,  ,and  Philadelphia  Counties,  Pa.;  Burlington,  Camden, 
and  Gloucester  Counties,  N.  J.  San  Francisco-Oakland  area:  Alameda,  Contra 
Costa,  Marin,  San  Francisco,  and  San  Mateo  Counties.  Los  Angeles  area:  Los 
Angeles  County.  New  York  City-Newark-Jersey  City  area:  Bronx,  Kings,  New 
York,  Queens,  Richmond,  and  Westchester  Counties,  N.  Y.;  Bergen,  Essex, 
Hudson,  Middlesex,  Passaic,  and  Union  Counties,  N.  J.  The  four  leading  com- 
panies have  been  selected  on  the  basis  of  value  of  product. 

Products  by  Kind,  Ouantity,  and/or  Value  for  All  Companies  and  for  Four  Leading 
Companies  in  the  United  States:  1937 


Industrial  area 


District  of  Columbia 
Philadelphia: 

Quantity 

Value 

Ran  Francisco 

Los  Angeles: 

Quantity. 

Value... 

New  York  City: 

Quantity 

Value 


Production  of  all 
companies  in  area 


Amount 


47, 116 

$622, 861 
(0 

81,920 
$647, 598 


$1, 034, 380 


%  of  area 
total  for 
all  prod- 
ucts in 
industry 


(') 


1.4 
l.S 


2.5 
1.9 


2.8 
3.4 


Production  of  four 
leading  cos.  in  area 


29, 209 
$394, 492 
(') 

(0 


%  of  total 
for  all 
areas 


62.1 
63.3 


C) 


Total 
number 
of  com- 
panies 
in  area 


1  Withheld  to  avoid  disclosure  of  operations  of  Individual  establishments. 
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'Exhibit  No.  907,"  appears  in  text  on  p.  5224 


'Exhibit  No.  908,"  appears  in  text  on  p.  5225 


Exhibit  No.  909 

[Charts  based  on  following  statistical  data  "Exhibits  Nos.  906,  907,  908"  appear  in  text  on  pp.  5223-5225] 
Planing  Mill  Industry,  1937 

Description  of  the  industry. — This  industry — "Planing-Mill  Products  (Includ- 
ing General  Mill  work),  Made  in  Planing  Mills  not  Connected  with  Sawmills" 
embraces  "independent"  planing  mills;  that  is,  planing  mills  not  operated  in 
conjunction  with  sawmills.  (Planing  mills  operated  in  conjunction  with  saw- 
mills are  classified  in  the  Lumber  and  Timber  Products  industry.)  The  principal 
planing-mill  products  are  dressed  lumber,  sash,  doors,  frames,  interior  woodwork, 
and  molding. 

The  Bureau  of  the  Census  reports  that  some  of  the  planing-mill  operators, 
including  several  of  the  more  important  ones,  failed  to  supply  data  in  regard  to 
the  principal  classes  of  planing-mill  products  manufactured.  This  necessitated 
in  some  cases  the  making  of  estimates  and  in  others  the  inclusion  of  the  data 
for  the  total  output  of  the  establishments  in  question  in  the  figure  for  "Miscel- 
laneous mill  workand  millwork  not  reported  by  kind."  It  is  therefore  probable 
that  the  figures  and  data  presented  here  for  doors,  sash,  windows,  and  door- 
frames do  not  represent  complete  totals.  The  four  leading  companies  have  been 
chosen  on  the  basis  of  value  of  product. 

Table  1. — Products  by  Kind,  Quantity,  and/ 'or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  selected  areas  in  the  United  States:  1937 


Production  of  all  companies 
in  area 

Production  of  four  lead- 
ing companies  in  area 

Total 

Name  of  product 

Amount 

%  of  area 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 
for  all   ' 
areas 

number 
of  com- 
panies 
in  area 

Chicago  area:1 
Doors: 

For  general  construction: 
Pine: 

25, 013 
$141,354 

1,432 
$8,171 

5,760 
$49,244 

(2) 
(!) 

(2) 
(2) 

(*) 
(') 

492, 318 
$626, 009 

269,529 

$858,885 

15,600 
$88, 000 

(J) 

4,650 
$36, 850 

(') 
(') 

(2) 
(') 

(J) 
(2) 

320,  067 
$420,  074 

155,  422 

$495, 891 

62.4 
62.3 

33 

Value 

6.5 

Douglas  fir: 

Number 

Value.- 

.4 

5 

Hardwood: 

Number 

80.7 
74.8 

2.3 

20 

Other: 

Number 

Value 

(2) 
(8) 

2 

For  garages: 
Number 

Value-. - 

12 

Other: 

Number ' 

Value- 

(') 

8 

Sash: 

Number... 

65.0 
67.1 

57.7 
57.7 

28.9 

32 

Window  and  door  frames: 

Number 

Value-. 

29.6 

40 

See  footnotes  at  end  of  table. 
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Table  1. — Products  by  Kind,  Quantity,  and/ or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Production  of  all 
companies  in  area 

Production  of  four  lead- 
ing companies  in  area 

Total 

Name  of  product 

Amount 

%  of  area 
total  for 
all  prod- 
ucts in 
industry 

Amount 

%  of  total 
for  all 
areas 

number 
of  com- 
panies 
in  area 

Milwaukee  area:  • 
Doors: 

For  general  construction: 
Pine: 

88,237 
$375, 753 
(') 

11, 206 
$71, 192 
(3) 

116 

$760 

493, 182 
$298, 719 

60,029 
$196, 953 

229,864 
$860, 332 

106, 103 
$368,  793 

9,286 
$74,556 

(») 
(3) 

13, 321 

$217, 814 

$31, 766 

1, 116, 672 
$1, 034,  579 

58,641 
$183, 413 

28,479 
$128, 165 

30, 237 
$128,646 

3,749 
$35, 802 

21,004 
$84,704 

6,213 
$49,428 
$24, 813 

316, 676 
$400, 190 

147,738 
$414, 828 

70, 452 
$294,  213 
(») 

8,349 
$50, 459 
(J) 

115 
$760 

(') 
(') 

396, 891 
$203,060 

32, 784 
$103, 953 

147, 008 
$547, 790 

75, 839 
$256,  521 

8,100 
$65,  776 

(J) 
(') 

12,809 
$212, 839 
(J) 

739, 250 
$517, 249 

18, 795 
$96,207 

17, 626 
$83, 841 

22,408 
$99, 425 

2,232 
$20,660 

18,522 
$71, 136 

2,200 
$20,750 
$20, 579 

164, 445 
$180, 856 

64,063 
$157,390 

79.8 
78.3 

37.4 

18 

1 

Hardwood: 

74.5 
70.9 

Value.- 

7.1 

(3) 

13 

Other. 

3 

For  garages: 

100.0 
100.0 

.1 

3 

Other: 

(2) 

4 

Sash: 

80.5 
68.0 

54.6 
52.8 

63.9 
64.4 

71.5 
69.6 

29.8 

18 

Window  and  door  frames: 

19.6 

17 

Los  Angeles  area:  * 
Doors: 

For  general  construction: 
Pine: 

(') 

33 

Douglas  flr: 

(') 

18 

Hardwood: 

(') 

17 

Other: 

(') 

4 

For  garages: 

96.1 
97.7 

Value 

(') 
0) 

9 

Other:  Value  .  . 

6 

Sash: 

66.2 
50.0 

32.1 
52.4 

61.9 
65.4 

74.1 
77.3 

59.5 
57.4 

88.2 
84.0 

42.2 
42.0 
82.9 

51.9 
45.2 

36.6 
37.9 

Value 

(J) 

38 

Window  and  door  frames: 

Value. -. 

(') 

27 

San  Francisco-Oakland  area: » 
Doors: 

For  general  construction: 
Pine: 

Number 

Value.- 

10.1 

26 

Douglas  fir: 

Value.- „ 

10.1 

20 

Hardwood: 

Value.- 

2.8 

18 

Other: 

Number. ... 

Value 

6.7 

13 

For  garages: 

Value.- 

3.9 
2.0 

31 

10 

Sash: 

31.6 

45 

Window  and  door  farmes: 

Value. 

32.8 

63 

See  footnotes  at  end  of  table. 
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Table  1 . — Products  by  Kind,  Quantity,  and/ 'or  Value  for  All  Companies  and  for 
Four  Leading  Companies  in  the  United  States:  1937 — Continued 


Name  of  product 


Production  of  all 
companies  in  area 


Amount 


%  of  area 
total  for 
all  prod- 
ucts in 
industry 


Production  of  four  lead- 
ing companies  in  area 


%  of  total 
for  all 
areas 


Total 
number 
of  com- 
panies 
in  area 


Kansas  City  area:  • 
Doors: 

For  general  construction: 
Pine: 

Number 

Value.. 

Douglas  fir: 

Number 

Value .- 

Hardwood: 

Number 

Value. 

Other. 

For  garages: 

Number 

Value 

Other 

Sash: 

Number 

Value 

Window  and  door  frames: 

Number 

Value.. 

Seattle-Tacoma  area: 7 
Doors: 

For  general  construction: 
Pine: 

Number 

Value.. 

Douglas  fir: 

Number 

Value 

Hardwood: 

Number 

Value.. 

Other 

Sash: 

Number 

Value 

Window  and  door  frames: 

Number 

Value 


5,141 
$25, 397 


659 
$6, 830 


(') 


4.9 


292 
$3, 569 


C-) 


97, 957 
$83,302 


4,598 
$14, 507 


2,790 
$8,320 

4, 016, 077 
$6, 493, 612 

10, 959 
$64,197 
(') 

934, 806 
$397, 939 

71,233 
$156, 034 


2.5 


59.4 
"16.4" 


2,790 
$8, 320 

3, 114, 368 
$4, 971, 217 

8,403 
$50,950 
(*> 

(s) 
(3) 

40,600 
$90,700 


100.0 
100.0 


77.5 
76.6 


76.7 
79.3 


57.0 
58.1 


1  Includes  Cook,  DuPage,  Kane,  Lake  and  Will  counties  Illinois;  Lake  County,  Indiana. 
'  Withheld  to  avoid  approximate  disclosure  of  individual  operations. 
« Includes  Kenosha,  Milwaukee  and  Racine  counties  Wisconsin. 
'  Includes  Los  Angeles  County,  California. 

•  Includes  Alameda,  Contra  Costa,  Marin,  San  Francisco  and  San  Mateo  counties  California. 

•  Includes  Clay  and  Jackson  counties  Missouri;  Wyandotte  County,  Kansas. 
'  Includes  King  and  Pierce  counties  Washington. 

Source:  Census  of  Manufactures,  1937. 
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Exhibit  No.  910 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5226] 

Selected  Construction  Materials — 1935  and  1937 

The  table  presents  data  for  each  of  the  three  most  important  products  from  the 
following  industries:  Roofing,  built-up  and  roll;  asphalted  shingles:  Clay  products 
and  nonclay  refractories:  Paints  and  varnishes:  Gypsum  products;  wallboard  and 
plaster  (except  gypsum),  building  insulation,  and  floor  composition:  Plumbers' 
supplies:  Steel-works  and  rolling-mill  products:  Asphalted-felt-base  floor  covering; 
linoleum:  Heating  and  cooking  apparatus.  The  four  leading  companies  have  been 
selected  on  the  basis  of  value  of  product. 

Relative  Production  of  the  Four  Leading  Companies  Manufacturing  Specified 

Products 


Product 


Production  of  All  Com- 
panies manufactur- 
ing Specified  Prod- 
uct (millions  of  dol- 
lars) 


Relative  Production  of 
the  Four  Leading 
Companies  Manufac- 
turing Specified  Prod- 
uct (Percent) 


Asphalt  strip  shingles 

Asphalt  smooth-roll  roofing . 

Asphalt  grit-roll  roofing 

Fittings  and  valves 

Gas  cooking  stoves  and  ranges  (porcelained  enamels 

with  ovens) 

Thermostats.. 

Common  brick... , 

Fireclay  brick,  block  and  tile,  except  high  alumina 

Sewer  pipes... --- 

Ready  mixed  paints  in  oil . 

Enamel,  oil,  ester-gum  and  natural  resin,  varnish 

Ready-mixed  wall  paints  and  mill  white 

Insulation  board,  not  gypsum . 

Gypsum  neat  plaster -- 

Gypsum  plaster  board  &  lath v - 

Enameled-iron  bathtubs 

Enameled-iron  sinks. .. 

Galvanized  iron  range  boilers  (18-192  gallons  capacity) 

Structural  shapes 

Inlaid  linoleum 

Asphalted  felt  base  rugs 

Asphalted  felt  base  floor  covering  8/4 


29 
17 
12 
70 

58 
25 

34 
33 
14 
79 
39 
38 
21 
11 
9 
16 
10 

6 

ill 

20 
18 

10 


44.5 
40.6 
48.7 
59.2 

35.3 

64.7 
7.5 
43.0 
33.2 
25.9 
34.1 
32.3 
86.0 
79.7 
86.1 
80.2 
75.3 
48.2 
88.9 
100.0 
100.0 
(') 


(') 


41.6 
33.3 
35.9 
63.5 

36.1 
75.1 
13.3 
12.8 
5.4 
28.0 
29.5 
32.8 
87.0 
84.7 
90.7 
73.4 
63.6 
41.5 

100.0 
73.5 
69.2 


1  Concentration  not  shown  to  avoid  disclosure  of  individual  operations. 


Exhibit  No.  911 

Number  of  National  and  Regional  Trade  Associations  in  the   Construction   Field 
Classified  by  Major  Industrial  Groups  {1988) 


Industrial  group 


Total... 

Building  construction— general  contrac- 
tors..  

General  contractors— other  than  build- 
ing  — 

Special  trade  contractors 

Nonmetallic  mining  and  quarrying 

Textile  products 

Lumber  and  timber  basic  products 

Finished  lumber  products 

Paper  and  allied  products 

Chemicals  and  allied  products 


Number' 
associa- 
tions 


Industrial  group 


Products  of  coal,  petroleum  and  natural 
gas... 

Stone,  clay  and  glass  products 

Iron  and  steel  and  their  products 

Transportation  equipment 

Nonferrous  metals  and  their  products. . 

Electrical  apparatus  and  supplies 

Machinery  (except  electrical)... 

Miscellaneous  manufacturing. 

Wholesale  trade 

Retail  hardware 

Retail  lumber  and  building  supplies 


Number 
associa- 
tions 
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Number  of  National  and  Regional  Trade  Associations  in  the  Construction  Field 
Classified  According  to  the  Percent  Which  Their  M ember ship  Represents  of  the 
Total  Number  of  Firms  in  the  Industries  Covered  by  Them  l  (1937-1938) 


Percent  of  industry  firms 

All  associations 

Associations  of 
producers 

Associations  of 
distributors 

Associations  of 
contractors 

represented  J 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

121 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

169 

100.0 

100.0 

36 

100.0 

12 

100.0 

30 
29 
32 
60 

28 

17.8 
17.2 
18.9 
29.7 

16.4 

21 
23 
21 
34 
22 

17.4 
19.0 
17.4 
28.0 
18.2 

3 
3 

10 
15 
5 

8.3 
8.3 
27.8 
41.7 
13.9 

6 
3 
1 
1 
1 

50.1 

20-39       

25.0 

40-59 

8.3 

60-79 

8.3 

80-100...           

8.3 

1  Based  on  returns  from  169  of  185  national  and  regional  interstate  trade  associations  defined  within  the 
construction  field.    In  some  cases  the  data  cover  the  year  1937,  in  others,  1938. 
« Industry  means  the  group  defined  by  the  association  for  voting  membership  purposes 


Exhibit  No.  913 

Number  of  National  and  Regional  Trade  Associations  in  the  Construction  Field 
Classified  According  to  the  Percent  Which  Their  Members'  Volume  of  Business 
Represents  of  the  Total  Volume  of  Business  in  the  Industries  Covered  by  Them  x 
(1937-1938) 


Percent  of  industry  volume 

All  associations 

Associations  of 
producers 

Associations  of 
distributors 

Associations  of 
contractors 

represented  J 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

All  associations 

164 

100.0 

120 

100.0 

31 

100.0 

13 

100.0 

Less  than  20 

3 
10 
25 
56 
70 

1.8 
6.1 
15.2 
34.2 

42.7 

1 

7 
17 
38 

57 

0.8 

5.8 

14.2 

31.7 

47.5 

1 
2 
4 
13 

11 

3.2 

6.4 
12.9 
42.0 
35.5 

1 
1 
4 
5 

7.7 

20-39  ..  ..      .  

7.7 

40-59 

30.7 

60-79             . 

38.5 

80-100    

15  4 

1  Based  on  returns  from  164  of  185  national  and  regional  interstate  trade  associations  defned  within  the 
construction  field.  In  some  cases  the  data  cover  the  year  1937,  in  others,  1938. 

1  Industry  means  the  group  defined  by  the  association  for  voting  membership  purposes.  Volume  usually 
was  measured  in  terms  of  production,  sales,  or  shipments;  capacity  and  employment  were  usid  iE  a  few 
cases. 
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Number  of  National  and  Regional  Trade  Associations  in   the  Construction  Field 
Classified  According  to  the  Amount  of  Their  Yearly  Expenditures  *  (1937-1938) 


Amount  of  yearly  expendi- 

All associations 

Associations  of 
producers 

Associations  of 
distributors 

Associations  of 
contractors 

tures  s 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

All  associations 

182 

100.0 

131 

100.0 

38 

100.0 

13 

100.0 

Less  than  $2,500 

21 
14 
25 
42 
46 
14 
13 

11.6 
7.7 
13.7 
22.9 
25.2 
7.7 
7.2 

15 
11 
19 
26 
31 
11 
11 
7 

11.4 
8.4 
14.5 
19.8 
23.8 
8.4 
8.4 
5.3 

5 
2 
5 
12 
11 
2 
1 

13.2 
5.3 
13.2 
31.5 
28.9 
5.3 
2.6 

1 
1 

1 
4 
4 
1 
1 

7.7 

2,500-4,999... 

7.7 

5,000-9,999 

7.7 

10,000-19,999 .:... 

30.7 

20,000-49,999 

30.8 

50,000-99,999 

7.7 

100,000-249,999 

7.7 

$250,000  and  over 

7               4.0 

1  Based  on  returns  from  182  of  185  national  and  regional  interstate  trade  associations  defined  within  the 
construction  field. 
1  Expenditures  are  for  fiscal  years  ending  in  some  cases  in  1937,  in  others,  in  1938. 
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Exhibit  No.  915 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5232] 

Wholesale  Prices — Selected  Groups  of  Commodities 

[Index  Numbers,  1929=100.0] 

ALL  COMMODITIES 


Date 

Jan. 

Feb. 

Mar. 

April 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

1929. 

100.5 
97.3 
81.9 
70.5 
63.2 
76.4 
82.6 
84.0 
90.4 
84.3 
79.5 

100.2 
96.1 
80.6 
69.3 
62.3 
77.6 
83.2 
83.9 
90.9 
83.2 
79.5 

100.7 
94.7 
79.8 
68.9 
62.8 
77.7 
«3.1 
82.8 
92.5 
83.0 
79.2 

100.2 
94.6 
78.7 
68.3 
63.2 
77.3 
83.8 
82.8 
92.6 
81.9 
78.5 

99.3 
93.3 
77.1 
67.0 
65.9 
77.8 
83.8 
81.8 
91.9 
81.0 
78.5 

99.9 
91.2 
75.9 
66.4 
68.6 
78.9 
83.3 
82.5 
91.7 
81.1 
78.2 

100.9 
88.8 
75.7 
67.0 
73.0 
79.1 
82.9 
84.0 
92.4 

'81.3 
77.9 

101.1 

88.4 
75.5 
67.5 
74.1 
80.7 
83.7 
85.2 
91.7 
80.4 
77.6 

100.9 
88.4 
74.7 
67.9 
75.1 
81.6 
83.9 
85.3 
91.6 
80.6 
82.2 

100.1 
87.1 
73.8 
66.9 
75.2 
80.7 
83.9 
85.5 
89.9 
80.1 
82.9 

98.4 
85.2 
73.7 
66.2 
75.3 
80.5 
84.0 
86.5 
87.3 
80.1 

98.1 

1930 

83.4 

1931 

72.0 

1932 

64.8 

1933. 

75.0 

1934 

81.0 

1935 

84.3 

1936 

88.6 

1937 

85.7 

1938 

79.8 

1939 

PRODUCERS 

GOODS  FOR  CAPITAL  EQUIPMENT 

1929 

99.1 

96.8 
85.2 
77.9 
73.5 
82.3 
83.6 
85.0 
92.1 
96.3 
93.8 

100.1 
96.4 
84.9 
77.1 
73.5 
83.5 
83.6 
85.2 
93.1 
95.5 
93.7 

101.9 
95.9 
84.6 
76.9 
72.7 
83.8 
83.3 
85.1 
98.3 
95.4 
93.8 

101.5 
94.6 
83.7 
76.7 
73.3 
84.9 
83.4 
85.0 
99.5 
95.2 
93.8 

100.7 
92.3 
82.9 
76.3 
74.2 
86.5 
83.8 
85.0 
98.6 
95.8 
93.4 

100.5 
90.6 
82.1 
75.9 
76.2 
85.6 
84.0 
84.9 
98.6 
95.2 
92.8 

100.5 
89.2 
81.8 
75.7 
78.3 
84.6 
83.5 
86.1 
99.0 

■93.5 
92.9 

100.3 
88.3 
81.2 
76.2 
<  79.0 
84.4 
83.6 
86.2 
99.4 
93.8 
93.2 

100.1 
87.5 
80.9 
75.8 
79.7 
84.2 
83.8 
86.4 
99.3 
94.1 
96.4 

99.5 
86.4 
79.9 
75.6 
80.4 
83.8 
84.1 
87.0 
98.9 
94.4 
97.5 

98.5 
86.2 
79.4 
75.2 
80.7 
83.7 
85.0 
88.1 
97.7 
94.2 

98.2 

1930 

86.2 

1931 

78.6 

1932 

74.6 

1933 

81.3 

1934 

83.7 

1935 

84.9 

1936. 

89.9 

1937 

97.2 

1938 

93.7 

1939 

PRODUCERS'  GOODS  FOR  BUILDING  MATERIALS 


1929 

100.4 
99.1 
89.2 
80.3 
76.3 
87.9 
86.9 
87.7 
93.8 
95.1 
91.7 

100.7 
98.9 
88.3 
79.3 
76.0 
88.1 
86.7 
87.6 
95.2 
94.5 
91.6 

101.6 

98.5 
87.8 
78.8 
76.5 
88.1 
86.6 
87.2 
98.8 
94.5 
91.7 

101.5 
97.7 
86.8 
78.4 
76.6 
88.4 
86.3 
87.4 
99.5 
94.2 
91.7 

100.6 
96.6 
85.8 
77.3 
77.8 
89.3 
86.6 
87.6 

100.0 
93.7 
91.5 

100.3 
94.7 
85.1 
76.2 
80.6 
89.5 
86.6 
87.8 
99.9 
92.8 
91.5 

100.2 
93.5 
84.0 
75.7 
84.4 
88.7 
86.7 
88.3 
99.6 
91.9 
91.4 

100.2 
92.8 
83.5 
75.9 
86.2 
87.9 
87.0 
88.6 
99.6 
91.8 
91.5 

100.2 
92.0 
82.9 
76.9 
87.0 
87.4 
87.6 
88.7 
99.4 
92.0 
92.7 

99.8 
91.2 
82.1 
76.9 
87.8 
87.1 
87.9 
88.7 
98.3 
92.3 
94.4 

99.1 

90.4 
81.7 
77.0 
88.6 
87.1 
87.9 
89.3 
96.8 
91.9 

99.0 

1930 

89.8 

1931 

81.2 

1932 

76.8 

1933.... 

88.9 

1934 

87.0 

1935 

87.8 

1936 

91.1 

1937 

95.6 

1938 

91.9 

1939 

PRODUCERS'  GOODS  FOR  HUMAN  CONSUMPTION 


1929 

101.2 
95.3 
72.6 
56.5 
46.9 
65.9 
77.9 
79.1 
91.4 
77.4 
71.8 

101.1 
93.1 
70.2 
55.1 
46.7 
68.3 
78.6 
78.4 

•91.2 
76.4 
71.7 

103.0 
90.9 
69.8 
54.7 
48.6 
68.3 
78.9 
77.7 
93.7 
76.2 
71.8 

102.0 
90.7 
68.6 
53.5 
49.8 
67.6 
79.1 
77.6 
95.1 
74.1 
71.0 

98.9 

88.7 

65.8 

51.0 

55.8 

67.5 

80.  r 

75.6 

93.3 

72.8 

71.8 

99.2 
85.0 
63.8 
49.8 
59.5 
69.2 
78.3 
76.2 
91.5 
72.6 
70.7 

102.0 
81.3 
63.3 
51.4 
65.8 
70.2 
77.2 
80.0 
92.5 
73.8 
69.1 

101.4 
81.7 
62.0 
53.0 
65.3 
73.6 
78.5 
82.4 
89.4 

'72.0 
68.4 

101'.  0 
80.6 
59.6 
53.8 
65.5 
75.4 
78.8 
82.6 
87.7 
71.7 
76.6 

98.9 
77.7 
58.1 
51.3 
64.3 
73.1 
79.3 
82.5 
82.8 
70.9 
77.0 

95.8 
74.9 
59.2 
49.5 
64.2 
73,1 
,8.5 
83.8 
77.6 
70.9 

95.4 

1930.... 

73.4 

1931 

57.0 

1932 

47.6 

1933 

63.7 

1934 

75.0 

1935 

78.9 

1936 

88.2 

1937 

75.4 

1938 

70.7 

1939 

>  Adjusted. 

Source:  National  Bureau  of  Economic  Research. 
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Exhibit  No.  916 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5233] 
U.  S.  Department  of  Labor 

BUREAU  OF  LABOR  STATISTICS 

Weighted  Index  Numbers  of  Wholesale  Prices  by  Groups  and  Subgroups  of 

Commodities 

[1926—100.0] 
550  price  series  1913-1925.    784  price  series  1926 . 


Building  materials 

Year  and  month 

Brick 
and  tile 

Cement 

Lumber 

Paint  and 
paint  ma- 
terials 

Plumbing 
and  heat- 
ing 

Structural 
steel 

Other 
building 
materials 

All  build- 
ing mate- 
rials 

1925 
Av.  for  year... 

100.1 

102.6 

100.6 

109.3 

102.2 

100.4 

101.7 

January 

100.5 
100.6 
100.4 
100.8 
100.9 
99.9 
99.7 
99.5 
99.5 
99.4 
100.0 
100.1 

103.1 
103.2 
103.2 
103.2 
103.2 
103.2 
103.2 
103.2 
103.2 
101.7 
100.4 
100.4 

103.2 
106.7 
103.3 
99.5 
100.8 
96.9 
96.8 
99.4 
99.0 
99.7 
100.5 
102.2 

111.7 
111.6 
108.6 
105.6 
107.6 
106.1 
103.6 
106.7 
112.8 
113.7 
113.5 
109.6 

107.2 
104.7 
107.2 
104.7 
102.1 
102.1 
10Z1 
98.3 
99.6 
99.6 
99.6 
99.6 

102.2 
102.7 
101.5 
100.5 
99.1 
99.3 
99.5 
99.9 
100.0 
99.9 
99.8 
100.2 

103  8 

February 

105  2 

March 

103  3 

April 

101  1 

May 

101  4 

June 

99  6 

July 

99  3 

August 

100  6 

September. 

101.1 

101  3 

101.5 

December 

101.9 

1926 
Av.  for  year... 

100.0 

.     100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

January 

101.4 
101.2 
101.2 
101.1 
100.8 
99.9 
99.9 
98.8 
97.8 
99.4 
99.3 
99.3 

100.4 

103.0 
102.7 
102.3 
100.9 
100.1 
99.4 
98.8 
98.4 
98.4 
98.1 
99.8 
98.7 

103.6 
101.5 
99.2 
97.5 
95.8 
98.0 
100.6 
101.9 
101.7 
100.7 
100.4 
98.8 

97.8 
97.3 
97.9 
97.9 
98.1 
97.5 
97.6 
100.0 
101.6 
103.3 
105.4 
105.6 

99.6 
99.6 
99.6 
99.6 
99.6 
94.5 
99.6 
99.6 
102.1 
102.1 
102.1 
102.1 

99.5 
99.6 
99.7 
99.6 
99.5 
99.6 
99.4 
100.9 
100.7 
100.8 
100.6 
100.2 

101.3 

100 
100 
100 
100 
100 
100 
99 
99 
99 
99 
99 

4 
4 
4 
4 
4 
4 
9 
4 
4 
4 
4 

100.9 

March 

100.5 

April 

99  8 

99.2 

99. 1 

July 

99.4 

August 

100.0 

September 

100.0 

100.0 

November 

100.5 

December ." 

99.9 

1927 
Av.  for  year... 

95.7 

96.7 

93.1 

96.3 

92.0 

94.7 

95.4 

94.7 

January 

98.1 
96.7 
95.4 
96.1 
96.1 
96.1 
96.0 
96.0 
95.8 
94.9 
94.8 
95.4 

98.3 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 
96.5 

96.8 
96.2 
95.4 
96.4 
95.6 
95.3 
94.5 
92.9 
91.7 
91.7 
90.1 
89.1 

98.2 
98.1 
98.0 
98.0 
97.7 
97.2 
96.4 
96.8 
95.6 
94.0 
93.2 
93.2 

99.4 
92.9 
89.3 
89.3 
89.1 
90.6 
91.2 
92.6 
92.7 
92.8 
92.2 
92.2 

102.1 
99.6 
97.0 
97.0 
97.0 
94.5 
90.7 
91.9 
93.2 
91.9 
89.4 
91.9 

99.2 
98.6 
98.5 
98.1 
96.9 
94.9 
94.6 
94.2 
93.4 
93.2 
91.7 
91.2 

98.3 

97.2 

March 

96.5 

April 

96.6 

May 

96.1 

95.3 

July 

94.7 

August 

94.3 

September 

93.5 

October 

93.1 

November 

91.9 

91.6 

1928 
Av.  for  year... 

95.6 

95.9 

90.5 

93.1 

95.1 

95.2 

96.7 

94.1 

95.6 
95.3 
95.4 
95.8 
95.7 
96.0 
96.0 

96.5 
96.6 
96.5 
96.6 
96.5 
96.5 
96.5 

89.5 

£4.0 
93.1 
92.6 
92.6 
92.8 
93.5 
93.7 

90.8 
90.8 
92.2 
92.5 
92.7 
95.1 
97.4 

91.9 
94.5 
97.0 
97.0 
95.8 
94.6 
94.5 

92.6 
92.6 
91.5 
95.5 
97.3 
99.0 
98.5 

92.2 

89 
89 
88 
88 
88 
89 

8 
8 
3 
5 
9 
7 

92.2 

92.0 

April 

92.8 

93.5 

94.4 

July 

94.7 
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Weighted  Index  Numbers  of  Wholesale  Prices  by  Groups  and  Subgroups  of 
Commodities — Continued 

[1926-100.0] 


Building  materials 

Year  and  month 

Brick 
and  tile 

Cement 

Lumber 

Paint  and 
paint  ma- 
terials 

Plumbing 
and  heat- 
ing 

Structure 
steel 

Other 
building 
materials 

AU  build- 
ing mate- 
rials 

1928 

95.6 
96.5 
95.5 
95.4 
95.5 

96.5 
94.6 
94.6 
94.6 
94.6 

90.7 
91.5 
92.0 
92.9 
93.7 

93.3 
92.7 

92.9 
93.3 
93.1 

97.5 
97.1 
97.2 
97.5 
100.1 

94.5. 
94.5 
94.5 
97.0 
97.0 

98.6 
98.6 
98.8 
99.5 
98.2 

94  9 

September 

October 

94.9 
95  2 

November. 

95  8 

December 

95  8 

1929 
Av.  for  year... 

94.3 

91.8 

93.8 

94.9 

95.0 

98.1 

97.7 

95.4 

January.. 

95.1 
94.9 
94.7 
95.4 
95.3 
93.1 
92.9 
93.3 
94.8 
94.0 
93.9 
93.9 

94.6 
94.6 
94.6 
94.6 
94.6 
94.6 
94.6 
92.0 
86.0 
85.6 
86.6 
89.2 

93.1 
95.0 
96.4 
95.2 
94.2 
94.  a 
93.3 
93.5 
94.9 
95.6 
91.8 
91.9 

92.7 
92.6 
92.7 
92.0 
92.3 
'  92.6 
94.5 
95.8 
99.1 
99.8 
98.0 
96.6 

99.7 
96.7 
96.7 
97.0 
96.0 
95.7 
93.6 
94.3 
93.4 
92.2 
92.2 
92.2 

97.0 
97.0 
97.0 
97.0 
99.6 
99.6 
99.6 
99.6 
99.6 
97.0 
97.0 
97.0 

98.0 
98.4 
99.6 
99.4 
97.5 
97.4 
97.4 
97.3 
97.2 
97.1 
96.7 
96.9 

95  5 

February 

95  9 

March 

96  7 

April. 

96  3 

95.5 

June 

95  2 

July 

95. 1 

95.2 

September 

95.8 

October 

95.9 

November.. 

94.4 

December 

94.4 

1930 
Av.  for  year... 
January 

89.8 

93.1 
92.6 
92.6 
92.0 
90.6 
88.5 
88.6 
88.6 
87.5 
87.7 
89.4 
87.1 

91.8 

90.4 
92.7 
92.7 
92.7 
92.2 
91.7 
91.7 
91.7 
91.7 
91.7 
91.1 
90.6 

85.8 

92.3 

91.5 
91.2 
91.3 
89.6 
85.6 
83.6 
81.7 
81.1 
79.8 
80.2 
78.2 

90.5 

95.4 
94.8 
94.3 
93.9 
92.8 
92.4 
91.5 
90.0 
86.8 
85.4 
84.7 
83.7 

88.6 

92.2 

93.2 
94.1 
96.2 
96.2 
88.3 
83.6 
83.5 
83.4 
83.4 
83.3 
85.3 

87.3 

97.0 
91.9 
91.9 
91.9 
91.9 
86.8 
84.3 
§4.3 
81.7 
81.7 
81.7 
81.7 

93.3 

96.9 
96.8 
96.7 
95.5 
94.5 
93.0 
91.9 
91.8 
92.3 
91.8 
89.2 
89.3 

89.9 
94.3 

February 

94.0 

March 

93.9 

April 

93.5 

Mav 

92.4 

June 

'89.9 

July.. 

88.5 

August. 

87.7 

September... 

87.1 

October 

86.3 

November 

86.6 

December 

84.8 

1931 
Av.  for  year... 

83.6 

79.4 

69.5 

79.4 

84.7 

83.1 

84.8 

79.2 

January 

87.0 
8G.  3 
85.0 
83.9 
83.7 
83.7 
83.4 
82.9 
82.6 
82.6 
81.4 
80.0 

90.3 
87.9 
84.1 
81.0 
79.7 
77.7 
75.8 
75.8 
75.8 
75.1 
74.6 
74.6 

76.4 
74.0 
74.7 
73.4 
69.4 
68.5 
67.2 
66.9 
66.9 
65.2 
65.9 
65.8 

83.2 
80.5 
81.4 
81.2 
80.2 
80.0 
79.6 
78.4 
77.6 
77.0 
77.5 
76.6 

87.4 
86.6 
86.6 
86.6 
86.6 
86.6 
86.8 
83.8 
82.6 
81.6 
81.4 
79.9 

83.0 
84.3 
84.3 
84.3 
84.3 
84.3 
84.3 
81.7 
81.7 
81.7 
81.7 
81.7 

87.8 
87.8 
87.6 
86.9 
86.3 
85.4 
83.7 
83.7 
82.6 
82.0 
81.9 
81:5 

83.8 

February 

82.5 

March 

82.5 

April 

81.5 

Mav 

80.0 

June  

79.3 

Julv 

78.1 

August _ 

September.. 

October.   

November 

77.6 
77.0 
76.1 
76.2 

December 

75.7 

1932 
Av.  for  year... 

77.3 

77.2 

58.5 

71.1 

66.8 

80.9 

79.5 

71.4 

January 

February... 

79.3 
79.3 
79.3 
78.4 
77.4 
76.  1 
75.  t) 
75.2 
75.4 
75.3 
75.4 
75.1 

75.2 
75.3 
75.0 
75.0 
75.0 

77.  r 

77.3 
79.0 
79.0 
79.0 
79.0 
81.1 

65.6 
62.9 
61.5 
GO.  0 
59.  5 
57.6 
56.9 
55.5 
56.3 
56.6 
56.6 
56.5 

75.4 
75.1 
75.4 
74.7 
73.9 
73.3 
66.8 
67.2 
68.2 
68.3 
68.5 
68.1 

7»  1 
65.  8 
64.4 
64.4 
64.4 
66.7 
67.1 
67.1 
66.8 
67.5 
.     67.5 
67.5 

77.3 
77.9 
79.7 
81.7 
81.7 
81.7 
SI.  7 
81.7 
81.7 
81.7 
81.7 
81.7 

81.0 
80.2 
80.0 
80.2 
78.2 
77.6 
77.9 
78.3 
79.9 
80.0 
80.1 
80.1 

74.8 
73.4 
73.2 

April . 

72.5 
71.5 

70.8 

July 

69.7 

September 

October. 

69.6 
70.5 
70.7 
70.7 

70.8 
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[1926— 100.0] 


January ... 
February. . 

March 

April 

May 

June 

July 

August — 
September 
October... 
November 
December. 
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Weighted  Index  Numbers  of  Wholesale  Prices  by  Groups  and  Subgroups  of 
Commodities — Continued 

[1926—100.0] 


Year  and  month 


1937 

Av.  for  year.. 

January 

February 

March 

April... 

May 

June 

July 

August 

September 

October 

November 

December 

1938 

Av.  for  year.. 


January 

February... 

March 

April 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


1939 
Av.  for  year. 


January 

February... 

March 

April 

May 

June. 

July 

August 

September. 

October 

November. 
December.. 


Brick 
and  tile 


93.5 


89.7 
91.0 
91.8 
94.9 
95.0 
95.0 
95.4 
95.5 
95.0 
93.4 
92.9 
92.0 


91.0 


91.8 
91.5 
91.1 
90.4 
90.5 
90.6 
90.7 
90.6 
90.9 
91.1 
91.5 
91.5 


92.4 
92.4 
92.5 
93.0 
91.7 
91.1 
90.6 
90.5 
91.0 


Building  materials 


Cement 


95.5 


Lumber 


95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95  5 
95.5 
95.5 


95.5 


95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 
95.5 


99.0 


Paint  and 
paint  ma- 
terials 


93.0 
99.0 
102.1 
103.0 
103.0 
102.2 
101.3 
99.5 
99.0 
97.3 
94.8 
93.8 


90.4 


92.6 
91.0 
91.3 
91.1 
89.3 
88.7 
88.8 
90.2 
90.4 
90.3 
90.2 
90.9 


91.7 
92.6 
92.1 
91.5 
91.2 
90  7 
91.8 
91.8 
93.7 


83.4 


83.7 
83.4 
83.9 
83.9 
83.7 
83.6 
83.9 
84.1 
84.6 
84.2 
81.5 
80.2 


Plumbing 
and  heat- 
ing 


78.8 


81.3 


80.1 
79.2 
82.2 
81.4 
80.9 
80.1 
80.5 
80.5 
80.4 
81.1 
80.9 
81.0 


81.0 
80.5 
81.5 
81.3 
81.6 
82.4 
82.2 
82.1 
84.7 


77.1 

77.4 
77.6 
78.7 
78.7 
78.7 
78.7 
78.8 
80.6 
80.6 
79.6 
79.6 


Struc- 
tural steel 


113.2 


78.5 


79.6 
79.6 
78.9 
77.2 
77.2 
77.2 
79.5 
79.2 
78.5 
78.5 
78.7 
78.7 


78.7 
79.2 
79.3 
79.3 
79.3 
79.3 
79.3 
79.3 
79.3 


104.7 
104.7 
112.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 


111.0 


Other 
building 
materials 


All  build- 
ing mate- 
rials 


114.9 
114.9 
114.9 
114.9 
114.9 
113.0 
107.3 
107.3 
107.3 
107.3 
107.3 
107.3 


107.3 
107.3 
107.3 
107.3 
107.3 
107.3 
107.3 
107.3 
107.3 


93.9 
95.0 
98.9 
99.9 
101.3 
101.1 
101.0 
101.0 
100.8 
100.2 
98.7 


95.8 
95.3 
94.8 
94.8 
94.1 
93.3 
91.2 
91.3 
91.3 
91.7 
89.7 
89.7 


89.5 
90.3 


95.2 


91.3 
93.3 
95.9 
96.7 
97.2 
96.9 
96.7 
96.3 
96.2 
95.4 
93.7 
92.5 


90.3 


91.8 
91.1 
91.6 
91.2 
90.4 
89.7 
89.2 
89.4 
89.5 
89.8 
89.2 
89.4 


89.8 
89.6 
89.5 
89.5 
89.7 
89.6 
90.9 
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Exhibit  No.  917 

[Chart  based  on  following  statistical  data  appears  in  text  facing  p.  5233) 

U.  S.  Department  of  Labor 

BUREAU    OF    LABOR    STATISTICS 

Washington 

Wholesale  Price  Index  Numbers   (1926=100)  for  Reinforcing  Bars,   Billet  Steel, 
Mill  Lengths  Per  100  Pounds,  f.  o.  b.  Pittsburgh  Mills 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933' 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 

100.0 
102.9 
100.4 
100.4 
102.9 
100.4 
95.4 
97.9 
97.9 
100.4 
100.4 
100.4 
100.4 

93.7 
100.4 
97.9 
95.4 
95.4 
95.4 
95.4 
91.6 
90.4 
91.6 
90.4 
90.4 
90.4 

96.1 
90.4 
92.9 
95.4 
95.4 
94.1 
97.9 
97.9 
97.9 
97.9 
92.9 
100.4 
100.4 

101.5 
100.4 
100.4 
100.4 
100.4 
100.4 
102.9 
102.9 
100.4 
102.9 
102.9 
102.9 
100.4 

90.8 
100.4 
100.4 
100.4 
97.9 
92.9 
87.9 
87.9 
80.3 
85.4 
85.4 
85.4 
85.4 

82.4 
85.4 
87.9 
82.8 
87.9 
82.8 
80.3 
80.3 
80.3 
80.3 
80.3 
80.3 
80.3 

78.2 
80.3 
75.3 
75.3 
75.3 
75.3 
75.3 
80.3 
80.3 
80.3 
80.3 
80.3 
80.3 

84.5 
76.6 
75.4 
71.6 
71.6 
82.3 
89.4 
89.4 
89.4 
91.9 
91.9 
91.9 
91.9 

97 
91 
91 
91 
91 
99 
99 
99 
99 
99 
99 
99 

m 

i 

9 
9 
9 
9 
6 
6 
6 
6 
6 
6 
6 

n 

99 
99 
99 
99 
99 
99 
99 
99 
99 
99 
99 
99 
Q9 

6 
6 
6 
6 
6 
6 
6 

e 

8 

6 
6 
6 
A 

99 
99 
97 
98 
99 
99 
99 
99 
99 
99 
99 
99 
10? 

6 

6 
] 
6 
6 
6 
6 
6 
6 
6 
6 
6 
7 

122.1 
109.9 
109.9 
122.1 
125.1 
125.1 
125.1 
125.1 
125.1 
125.1 
1?5. 1 
125.1 
120.1 

107.8 
120.1 
120.1 
120.1 
120.1 
120.1 
111.  8 
99.6 
98.1 
95.8 
95.8 
95.8 
95.8 

95.8 

Feb 

S5.8 

Mar 

Apr.. 

95.8 
95.8 

May 

July 

Sept 

Oct 

Dec 

«  Mill  lengths  from  1933  on. 

Wholesale  Price  Division, 
mrm. 

May  6,  1939. 
Copy— PHO— 7/5/39. 

Wholesale  Price  Index  Numbers  (1926  =  100)  for  Red  Oak  Flooring,  No.  1  Common, 
2%2  Thickness,  2%  Face,  Average  Length  8'  Per  WOO  Board  Feet,  f.  o.  b. 
Basing  Points 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933' 

1934. 

1936 

1936 

1937 

1938 

1939 

Year.. 
Jan 

100.0 
115.7 
115.4 
109.9 
105.0 
102.4 
98.3 
94.9 
94.0 
94.9 
93.2 
90.0 
86.4 

87.5 
88.5 
83.7 
82.2 
83.5 
99.2 
103.0 
102.8 
93.9 
85.7 
81.2 
76.8 
72.7 

81.3 
72.3 
74.6 
73.1 
72.4 
72.1 
73.2 
76.6 
81.9 
91.8 
96.8 
94.7 
96.2 

100.7 
'94.3 
96.0 
98.4 
104.6 
107.9 
108.8 
107.7 
108.3 
104.1 
102.5 
97.9 
78.1 

66.4 
75.5 
72.7 
70.2 
69.1 
70.0 
70.8 
69.6 
67.2 
63.8 
58.9 
54.3 
54.9 

45.3 
53.9 
49.2 
45.3 
44.5 
43.7 
43.2 
43.1 
43.6 
43.7 
44.1 
45.0 
44.6 

51.8 
51.7 
53.0 
54.2 
51.8 
49.5 
48.6 
47.7 
47.0 
50.2 
54.7 
57.2 
56.6 

67.8 
55.8 
55.7 
53.4 

52.4 
56.5 
61.2 
73.0 
77.8 
79.6 
80.3 
81.2 
82.6 

87 
82 
82 
87 
87 
87 
87 
88 
88 
88 
88 
88 
88 

5 
6 
6 
9 
9 
9 
9 
3 
8 
8 
8 
8 
8 

79.1 
83.7 
83.1 
78  9 
78.6 
79.1 
80.2 
83.6 
81.8 
80.0 
75.9 
71.9 
72.5 

75.1 
72.5 
73.0 
77.4 
78.9 
77.4 
75.2 
73.2 
71.5 
70.5 
74.4 
76.7 
80.5 

101.0 
90.4 
101.2 
102.8 
103.7 
105.2 
105.1 
102.4 
102.9 
103.7 
101.2 
100.8 
93.6 

85.0 
92.0 
89.0 
86.9 
83.9 
81.0 

(•) 

(») 

(') 

(•) 
79.7 
82.6 
83.6 

80.5 

Feb 

82.9 

Mar 

85.0 

Apr 

May 

July 

Sept 

Oct 



Dec 

1 1926  through  1932,  index  numbers  are  for  white  and  red  combined;  1933  on,  red  only. 
'  No  reports  issued. 

Wholesale  Price  Division. 

mrm. 

May  8,  1939. 

Copy— PHO— 7/5/M. 


5560  CONCENTRATION  OF  ECONOMIC  POWER 

Wholesale  Price  Index  Numbers  (1926  =  100)  for  Plaster,  Base  Coat,  Per  Ton,  Plant 


1926 

1927 

1928 

1929 

J930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939  1 

Year.. 

Jan 

Feb 

Mar 

Apr 

May 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

99.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

87.5 

71.9 
87.5 
87.5 
87.5 
75.0 
75.0 
75.0 
62.5 
62.5 
62.5 
62.5 
62.5 
62.5 

70.8 
62.5 
62.5 
62.5 
62.5 
62.5 
62.5 
75.0 
75.0 
75.0 
75.0 
87.5 
87.5 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

111.5 

100.0 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 

112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.6 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 

112.5 
112.5 
112.5 
112.5 
112.5 
112.6 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 
112.5 

124.5 
120.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 

125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 

125.0 
125.0 
125. 0 
125.0 
125".  0 
125.0 
125.0 
125.0 
125.0 
125.0 
126.0 
125.0 
125.  0 

125.0 
125.0 
125.0 
125.0 
125.  0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 

125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 
125.0 

:::::: 

July 

Sept.. 

Oct 

Dec 

1  Quotation  changed  to  delivered  price. 

Wholesale  Price  Division. 

hhh. 

May  8,  1939. 

Copy— PHO— 7/5/39. 

Wholesale  Price   Index  Numbers   (1926=100)  for  Plaster,   Base   Coat,   Per 

F.  o.  b.  Destination^ 


Ton, 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 
Jan 

100.0 

95.9 

76.5 

76.4 

93.3 

96.1 

93.8 

97.7' 

102.9 

100.2 

93.8 

91.6 
90.5 
89.7 
91.6 
91.7 
91.7 
91.7 
91.7 
91.7 
91.7 
91.7 
92.1 
92.5 

93.0 
91  8 
92.6 
92.6 
93.4 
93.2 
93.2 
93.2 
93.2 
93".  2 
93.2 
93.1 
93.1 

93.1 

Feb... 

92.8 

91.1 

Apr. _ 

May  

June 

July 

Aug 

Sept 

Oct 

Nov 

Dec 

•  No  monthly  prices  prior  to  1937. 

Wholesale  Price  Division. 

hhh. 

May  8,  1939. 

Copy— PHO— 7/5/39. 

Wholesale    Price    Index    Numbers    (1926  =  100)    for    Prepared    Roofing,    Medium 
Shingles,  Composite,  Per  Square,  F.  0.  b.  Factory 


Year 
Jan 

Feb 

Mar _. 

Apr 

May 

June '. 

July 

Aug 

Sept 

Oct...:.... 

Nov 

Dec 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

100.0 

93.5 

88.2 

78.7 

76.3 

77.6 

77.2 

87.6 

83.5 

80.8 

71.1 

76  6 

64.6 

98.6 

97.5 

85.3 

71.2 

74.7 

77.4 

73.8 

86.5 

94.2 

84.2 

69.6 

73.0 

68.1 

97.8 

97.5 

81.7 

70.5 

74.7 

77.6 

73.8 

77.0 

87.3 

84.1 

68.6 

73.5 

67.5 

97.8 

95.9 

80.4 

71.0 

74.7 

77.6 

73.8 

78.2 

79.7 

83.9 

67.6 

75.5 

63.3 

100;  1 

93.6 

81.3 

77.2 

74.7 

77.6 

73.8 

79.3 

77.0 

84.0 

70.1 

75.7 

64.0 

100.7 

94.0 

79.4 

81.8 

74.7 

77.6 

72.3 

86.1 

79.5 

84.2 

71.1 

78,2 

64.2 

100. 7 

94.0 

93.3 

81.8 

74.7 

77.6 

67.1 

90.9 

80.1 

84.2 

71.1 

79.6 

64.2 

100.7 

95.3 

93.6 

81.8 

74.7 

77.6 

68.4 

90.6 

81.7 

84.2 

71.4 

79.6 

64.2 

100.7 

95.3 

93.6 

81.8 

74.7 

77.6 

72.2 

89.9 

84.2 

78.6 

72.4 

79.6 

64.2 

100.7 

95.3 

95.3 

81.8 

76.9 

77.6 

81.7 

89.9 

84.2 

76.6 

72.8 

79.6 

64.2 

100.7 

95.3 

97.6 

81.8 

80.2 

77.6 

86.6 

92.8 

84.2 

77.1 

72.8 

79.6 

64.2 

100.7 

84.2 

97.6 

81.8 

80.2 

77.6 

91.5 

94.2 

84.2 

77.3 

72.8 

76.1 

64.2 

100.7 

84.5 

78.6 

81.8 

80.2 

77.6 

91.5 

94.2 

84.2 

71.2 

72.8 

68.7 

64.2 

1939 


64.9 
64.9 
64.9 


Wholesale  Price  Division. 

hhh. 

May  8,  1939. 

Copy— PHO— 7/5/39. 
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Index  Numbers  (1926  =  100)  for  Yellow  Southern  Pine  Boards,  #&  Common,  1"  x  8" , 
Short  Leaf,  Standard  Lengths  Per  1000  Board  Feet,  F.  o.  b.  Shipping  Point, 
Carlots  or  Mixed  Cars,  West  Side 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year . . 

100. 0 
100.4 
102.6 
101.4 
101.0 
99.8 
99.4 
98.3 
98.1 
100.8 
104.4 
98.0 
96.1 

93.1 
97.7 
95.1 
99.6 
90.6 
98.8 
94.4 
93.2 
92.8 
91.4 
88.6 
89.0 
88.2 

99.9 
88.7 
92.2 
94.8 
95.8 
97.7 
98.7 
100.2 
102.4 
104.0 
106.4 
107.0 
110.5 

105.1 
108.3 
105.3 
108.7 
110.0 
107.3 
107.0 
104.8 
110.3 
105.1 
98.8 
94.4 
84.6 

76.9 
87.7 
84.5 
85.5 
84.6 
80.1 
77.1 
77.0 
73.4 
70.6 
67.1 
68.2 
67.1 

62.4 
66.3 
65.0 
66.1 
65.4 
63.9 
61.4 
61.1 
61.1 
60.1 
56.7 
60.7 
61.4 

53.6 

61.0 
59.9 
68.1 
56.0 
53.1 
50.9 
48.8 
47.1 
49.6 
52.6 
53.2 
53.0 

72.6 
61.2 
50.2 
61.1 
62.4 
65.4 
70.5 
82.3 
87.1 
91.5 
94.7 
91.9 
93.2 

88.5 
93.4 
92.7 
93.2 
92.7 
92.4 
92.6 
86.3 
83.8 
83.7 
83.7 
84.1 
83.6 

79.3 
80.7 
77.9 
76.9 
74.1 
77.0 
82.1 
84.2 
83.3 
81.7 
80.4 
77.0 
77.4 

84.7 
79.7 
80.4 
82.7 
86.1 
87.5 
86.1 
84.0 
83.4 
83.8 
85.3 
85.4 
90.6 

96.2 
100.9 
113.2 
117.4 
114.7 
106.4 
97.7 
89.1 
88.4 
87.9 
83.4 
79.9 
75.5 

80.7 
75.6 
76.7 
76.8 
76.4 
74.6 
72.1 
74.1 
79.7 
81.7 
85.2 
95.4 
98.5 

98.4 

Feb 

98.2 

97.8 

96.4 

May 



July.     

Sept 

Oct .__. 

Dec 

May  8,  1939.  ,  -     • 

Wholesale  Price  Division. 

mrm.  -  :  • 

Copy— eee— 7/5/39. 

Wholesale  Price  Index  Numbers  (1926  =  100)  for  Common  Building  Brick,  per  1000, 

Plant 


1926 

1927 

1928 

1929 

1930 

19311 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 

Jan 

Feb 

100.0 
100.3 
100.4 
100.4 
100.0 
100.0 
99.8 
99.8 
99.9 
100.1 
100.1 
99.6 
99.6 

100.8 
101.3 
101.5 
101.3 
101.1 
101.0 
100.8 
100.5 
100.5 
100.4 
100.6 
100.3 
100.0 

98.6 
100.0 
99.2 
99.2 
99.2 
98.8 
98.7 
98.4 
98.1 
98.1 
97.8 
97.8 
97.9 

97.9 
98.0 
98.1 
98.1 
98.0 
98.2 
98.5 
97.8 
97.9 
97.5 
97.5 
97.4 
97.4 

93.8 
97.4 
97.0 
97.3 
96.9 
96.4 
92.8 
92.6 
91.8 
91.2 
90.9 
90.9 
90.6 

89.1 
92.3 
91.8 
91.2 
90.4 
89.5 
89.2 
88.9 
88.8 
87.4 
86.9 
86.4 
86.3 

80.6 
83.4 
83.4 
82.7 
82.6 
81.4 
80.4 
80.1 
79.4 
79.5 
79.4 
78.3 
77.1 

79.4 
77.0 
76.5 
76.4 
76.7 
77.2 
77.8 
79.2 
80.8 
81.9 
82.3 
82.6 
84.3 

90.5 
S5.6 
87.2 
89.7 
90.2 
91.2 
91.3 
92.0 
92.2 
91.9 
91.4 
91.4* 
91.4 

88.7 
91.0 
89.9 
89.9 
89.6 
89.6 
89.2 
88.7 
88.3 
87.4 
87.1 
87.4 
87.6 

88.5 
87.5 
87.5 
88.1 
88.1 
88.5 
88.8 
88.8 
88.7 
89.1 
88.9 
88.8 
89.1 

90.9 
89.6 
90.0 
89.8 
90.7 
91.2 
91.3 
91.4 
91.3 
91.1 
91.3 
91.3 
90.8 

90.4 
91.1 
91.1 
90.8 
90.9 
90.5 
89.9 
90.3 
89.7 
89.7 
89.9 
90.8 
90.8 

93.2 
93.0 
92.9 

92.9 

May...    — 

92.7 

Julv      

Sept      

Oct       

Dec 

•  Average  of  82  firms  1926  through  1930,  average  of  50  firms  1931  to  date. 

Wholesale  Price  Division. 

fmc. 

May  8,  1939. 

Copy  ece  7/5/39. 

Wholesale  Price  Index  Numbers  (1926=100)  for  Structural  Steel,  Structural  Shapes, 
Beams,  Etc.,  8  Inches  and  Larger  per  100 1,  Mill,  Pittsburgh.  By  Months  From 
January  1926  to  April  1989,  Inc. 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 

100.0 
99.6 
99.6 
99.6 
99.6 
99.6 
94.5 
99.6 
99.  G* 
102.1 
102.1 
102.1 
102.1 

94.7 
102.1 
99.6 
97.0 
97.0 
97.0 
94.5 
90.7 
91.9 
93.2 
91.9 
89.4 
91.9 

95.2. 
91.9 
94.5 
97.0 
97.0 
95.8 
94.5 
94.5 
94.5 
94.5 
94.5 
97.0 
97.0 

98.1 
97.0 
97.0 
97.0 
97.0 
99.6 
99.6 
99.6 
99.6 
99.6 
97.0 
97.0 
97.0 

87.3 
97.0 
91.9 
91.9 
91.9 
91.9 
86.8 
84.3 
84.3 
81.7 
81.7 
81.7 
81.7 

83.1 
83.0 
84.3 
84.3 
84.3 
84.3 
84.3 
84.3 
81.7 
81.7 
81.7 
81.7 
81.7 

80.9 
77.3 
77.9 
79.7 
81.7 
8117 
81.7 
81.7 
81.7 
81.7 
81.7 
81.7 
81.7 

83.1 

81.7 

81.7 

81.7  , 

81.7 

81.7 

8177 

81.7 

81.7 

82.4 

86.8 

86.8 

86.8 

90.8 

86.8 
86.8 
86.8 
86.8 
94.5 
94.5 
92.5 
92.0 
•92.0 
92.0 
92.0 
92.0 

92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 
92.0 

95.0 
9?.0 
92.0 
92.0 
,92.0 
\92.0 
92.5 
97.1 
97.1 
97.1 
97.1 
97.1 
101.7 

113.2 
104.7 
104.7 
112.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 
114.9 

111.0 

114.9 
114.9 
114.9 
114.9 
114.9 
113.0 
107.3 
107.3 
107.3 
107.3 
107.3 
107.3 

107.  3 

Feb 

107.3 
107.3 

107.3 

May 

July 

Sept 

Oct 



Dec      

May  6,  1939. 

Wholesales  Price  Division. 

mrm. 

Copy  ece  7/5/39. 
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CONCENTRATION  OF  ECONOMIC  POWER 


Wholesale  Pricellndex  Numbers  (1926=100)  for  Red  Cedar  Shingles,  No.  1,  16", 
5X  per  Square,  F.  0.  B.  Mill 


1926 

1927 

1928 

1929 

1$30 

19311 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 

Jan 

Feb 

Mar 

Apr 

May 

100.0 
118.3 
115.3 
109.8 
102.1 
99.1 
97.7 
96.2 
95.1 
94.5 
92.5 
89.2 
89.2 

93.3 
92.9 
91.0 
90.3 
89.9 
89.9 
90.7 
90.7 
97.7 
102.4 
99.1 
94.4 
90.3 

102.3 
89.9 
91.4 
92.9 
92.9 
92.9 
98.0 
107.6 
111.6 
114.2 
114.9 
112.7 
108.3 

110.2 
107.9 
111.6 
119.3 
120.4 
118.6 
114.2 
113.4 
109.8 
106.8 
105.7 
98.4 
96.2 

80.4 
92.5 
91.0 
90.3 
88.1 
78.9 
76.4 
76.4 
76.4 
75.6 
73.4 
73.4 
72.7 

68.6 
76.1 
72.0 
72.9 
72.4 
70.2 
68.4 
62.9 
62.9 
65.2 
70.2 
67.0 
62.9 

67.0 
64.7 
67.2 
66.8 
63.9 
62.6 
65.2 
63.4 
62.6 
75.9 
77.5 
71.5 
63.0 

90.4 
65.0 
62.4 
65.2 
66.1 
71.6 
96.3 
108.3 
106.7 
111.1 
109.8 
111.6 
113.5 

110.8 
113.5 
113.5 
113.3 
114.4 
113.0 
113.1 
111.4 
107.1 
108.8 
107.7 
107.8 
106.5 

120.8 
104.4 
108.8 
107.4 
104.3 
110.9 
139.5 
142.2 
132.2 
127.0 
130.3 
119.4 
120.1 

116.1 
117.7 
117.7 
118.1 
119.6 
117.4 
114.8 
113.9 
113.9 
113.9 
115.1 
115.1 
116.5 

126.6 
125.3 
134.6 
134.5 
134.5 
133.6 
124.9 
124.2 
124.4 
125.3 
123.6 
120.3 
115.1 

125.7 
113.7 
115.7 
118.5 
117.1 
119.2 
119.6 
124.5 
134.7 
136.7 
144.7 
134.3 
128.5 

128.8 
129.9 
129.9 
131.3 

July 

Sept 

Oct 

Nov 

Dec 

i  5X  from  1931  on. 

May  8, 1939. 

Wholesale  Price  Division. 

fmc. 

Copy  ece  7/5/39. 

Wholesale  Price  Index  Numbers  (1926  =  100)  for  Douglas  Fir  Boards  and  Shiplap, 
No.  1  common,  I"  x  8",S4S,  R/L  Dry,  per  M  Board  Feet,  f,  o.  b.  Mill 


1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

Year.. 

100.0 
92.5 
ft.  8 
If  t.6 
1  4.4 
1U2.5 
101.4 
101.4 
101.4 
101.4 
101.4 
98.5 
98.5 

97.7 
97.5 
95.5 
96.4 
98.5 
98.5 
98.5 
98.5 
98.5 
98.5 
98.5 
98.5 
95.3 

103.2 
92.6 
95.5 
98.1 
98.5 
101.3 
104.0 
104.4 
104.4 
108.9 
110.4 
110.4 
110.4 

109.4 
110.4 
110.4 
110.4 
110.4 
110.4 
110.4 
110.4 
110.4 
110.4 
108.1 
106.3 
104.4 

92.3 
104.4 
104.4 
104.4 
104.4 
95.7 
92.5 
89.4 
86.1 
80.6 
81.7 
82.7 
80.9 

74.8 
83.5 
83.5 
83.5 
79.6 
75.4 
68.6 
68.6 
68.6 
70.9 
71.6 
71.6 
71.6 

57.2 
71.6 
64.9 
60.9 
59.7 
54.9 
53.7 
63.7 
53.7 
53.7 
53.7 
53.7 
53.7 

77.0 
53.7 
53.0 
53.7 
56.7 
59.1 
74.6 
86.5 
86.5 
91.0 
95.5 
106.7 
110.4 

103.8 
111.6 

1 1.3.  4 
113.4 
111.9 
107.4 
107.4 
102.6 
95.5 
95.5 
95.5 
95.5 
95.5 

102.5 
95.5 
95.5 
95.5 
97.9 
101.4 
101.4 
105.0 
110.4 
110.4 
106.8 
104.4 
106.2 

118.7 
110.4 
112.6 
113.4 
119.4 
120.8 
122.3 
122.3 
120.8 
118.8 
119.4 
119.4 
123.5 

127.1 
126.8 
131.3 
133.1 
134.3 
134.3 
134.3 
132.8 
130.1 
125.3 
116.4 
113.4 
112.6 

107.6 
108.2 
107.4 
107.4 
107.4 
107.4 
107.4 
107.4 
107.4 
107.4 
107.4 
107.4 
109.7 

"iii"2 

Feb 

113.4 

Mar.. 

113.4 
113.4 

May 

June 

July 

Aug 

Sept 

--'-  — 

Oct 



Dec 

Wholesale  Price  Division, 
mrm. 

May  8, 1939. 
Copy  ece  7/5/39. 


Exhibit  No.  918 

(Statistical  data  for  this  chart,  which  appears  in  text  on  p.  5234,  are  included  in 
data  for  "Exhibit  No.  917".     See  appendix,  supra,  p.  5559,  at  p.  5561.) 


"Exhibit  No.  919",  introduced  on  p.  5245,  is  on  file  with  the  Committee 


'Exhibit  No.  920",  introduced  on  p.  5294,  is  on  file  with  the  Committee 


"Exhibit  No.  921",  introduced  on  p.  5296,  is  on  file  with  the  Committee 


"Exhibit    No.   922",    introduced    on   p.  5317,   appears   in    Hearings,   Part  X, 

appendix  p.  4927 


CONCENTRATION  OF  ECONOMIC  POWER 
"Exhibit  No.  923",  appears  in  text  on  p.  5324 


5563 


"Exhibit  No.  924",  appears  in  text  on  p.  5346 


Exhibit  No.  925 

[Exhibit  Submitted  by  Lawrence  Westbrook] 

Significant  Comparisons  of  Costs  and  Equities 

(Applying  to  a  house  financed  under  conventional  methods  generally  followed- 
by  operative  builders  and  to  an  identical  house  financed  under  the  Park-Living 
Plan) 


Conventional 
method 


Park-Living 
method 


Purchase-price  (appraised  value) 

Mortgage  insured  by  F.  H.  A 

Term  of  mortgage ... 

Equity  in  property... 

Down-payment  required  (and  closing  charges) 
Monthly  costs  ' - 

'  Break-down  of  monthly  costs: 

To  payments  on  interest  &  principal 

To  insurance  of  mortgage  by  FHA 

Total  to  amortize  mortgage 

To  amortize  the  down-payment 

To  amortize  preferred  stock .'. 

Total  carrying  charges 

•  Fire  and  hazard  insurance.. 

Water ... 

Taxes 

Upkeep  of  grounds  and  house — 

Vacancies  allowance 

Total  monthly  payment. 


$3,170.00 
2,853.00 
(20  yrs.) 
$317.00 
(10%) 
$475.00 
$30.30 


$3, 170. 00 

2,260.00 

(27!.*  yrs.) 

$910.00 

(28.7%) 

$48.00 

$25.00 


$18,83 
.67 


19.40 


none 


22.63 
1.67 
1.00 

none 
5.00 

none 


30.30 


$12.63 
.94 


13.57 
none 
2.97 


16.54 
1.67 


.54 
5.00 
1.25 


'Exhibit  No.  926",  appears  in  text  facing  p.  5348 


"Exhibit  No.  927",  appears  in  text  facing  p.  5349 


124491— 40— pt.  ll- 


-41 
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CONCENTRATION  OP  ECONOMIC  POWER 
Exhibit  No.  928 

[Exhibit  by  Lawrence  Westbrook] 
Schedule  of  cash  requirements  and  resources 


Total 
amount 


Paid  in  stock 


Net  cash 
needs 


REQUIREMENTS 


House — Labor  and  Material 

—Contingency  Allowance 

—Surety  Bond  Premium 

— Interest  on  Advance  Loans. .. 

—Builder's  Fee 

—Taxes  (Soc.  Sec.,  Sales,  Etc.) 

—Insurance  (Fire,  Liab.,  W.  Comp.). 

Real  Estate  Taxes  during  construction 

FHA  Mtge.  Ins.  Prem._ -. 

F.  H.  A.  exam.  Fee - 

Financing  Exp — .- 

Title  and  Recording  Exp 

LegalJExpense - --- 

Organization  Expense 

Architect  Fee 

Land— raw.. 

Land-improvements— public 

Land-improvements — private. 

Working  Capital 


Total  Requirements. 


AVAILABLES 

Loan  Proceeds 

Cash  (for  Pref.  Stock  Sold). 


Total  Cash  Available. 


$    Amount 


215, 
9, 
2, 
6, 

n, 

3, 
1, 


760.00 
000.00 
400.00 
000.00 
040.00 
600.00 
200.00 
360.00 
356.00 
812.40 
320.00 
960.00 
960.00 
280.00 
880.00 
200.00 
871.60 
600.00 
800.00 


380  400. 00 


5,520.00  Pref. 


1,800.00  Pref— 
2,280.00  Pref— 
3,960.00  Pref... 
13,200.00  Pref.. 
48,000.00  Com. 


74,760.00. 


215,  760. 00 
9,000.00 
2,400.00 
6,008.00 
5, 620. 00 
3,600.00 
1,200.00 

360.00 
1,356.00 

812. 40 
1,  320. 00 
3,960.00 
2, 160. 00 


10, 920. 00 


29, 871.  60 
6,600.00 
4, 800. 00 


305, 640. 00 


305,  600.  00 


"Exhibit  No.  929,"  a  folio  of  34  illustrations,  is  on  file  with  the  Committee. 
Eight  of  these  illustrations  appear  in  text  on  pp.  5362-5369 


"Exhibit  No.  930,"  appears  in  text  on  p.  5408 


'Exhibit  No.  931,"  appears  in  text  on  p.  5423 


"Exhibit  No.  932,"  appears  in  text  on  p.  5425 


CONCENTRATION  OF  ECONOMIC  POWER 
Exhibit  No.  933 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5440] 
Table  1. — How  incomes  were  divided  1985-1936  l 


5565 


Income  lev«l 


Under  $250 

$250-$500 

$300-$750 

$750-$l,000 

$1,000-$1,250 

$1,250-$1,500 

$1,500-$1,750 

$1,750-$2,000 

$2,000-$2,250 

$2,250-$2,500 

$2,500-$3,000 

$3,000-$3,500 

$3,500-$4,000 

$4,000-$4,500. 

$4,500-$5,000 

$5,000-$7,500. 

$7,500-$10,000 

$10,000-$15,000 

$15,000-$20,000 

$20,000-$25,000 

$25,000-$30,000 

$30,000-$40,000.... 
$40,000-$50,000..-- 
$50,000-$100,000--. 
$100,000-$250,000-. 
$250, 000-$500,000 .. 
$500, 000-$1,000,000 
Over  $1,000,000.-. - 

Total.. 


Among  families 


Number  of 
Families 


1, 162, 890 

3, 015, 394 

3, 799, 215 

4, 277, 048 

3, 882, 444 

2, 865, 472 

2, 343, 358 

1,897,037 

1,420,883 

1,043,977 

1,314,199 

743, 559 

438, 428 

249, 948 

152, 647 

322, 950 

187,060 

131,821 

58, 487 

34,208 

22,233 

15,561 

6,603 

10, 571 

3,336 

699 

197 

75 


Aggregate 

Income  (Add 

000,000) 


29,400,300   $47,697,238,000         100.0 


136 

1,167 

2,384 

3,738 

4,348 

3,908 

3,778 

3,469 

3,002 

2,472 

3,569 

2,386 

1,626 

1,048 

719 

900 

1,606 

1,497 

1,014 

762 

628 

560 

315 

755 

440 

200 

111 

143 


Percent 
of  Fami- 


3.9 

10.3 

12.9 

14.5 

13.2 

9.7 

8.0 

6.5 

4.8 

3.5 

4.5 

2.5 

1.5 

.9 

.5 

1.1 

.6 

.5 

.2 

.1 

.08 

.05 

.02 

.04 

.01 


Percent 
of  Income 


.3 
2.4 
5.0 
7.8 
9.1 
8.2 
7.9 
7.3 
6.3 
6.2 
7.6 
5.0 
3.4 
2.2 
1.6 
4.0 
3.4 
3.1 
2.1 
1.6 
1.3 
1.2 
.7 
1.6 
.9 
.4 
.2 
.3 


100.0 


Cumula- 
tive Per- 
cent of 
Families 


3.9 
14.2 
27.1 
41.7 
64.9 
64.6 
72.6 
79.1 
83.9 
87.4 
91.9 
94.4 
95.9 
96.8 
97.3 
98.4 
99.0 
99.5 
99.7 
99.8 
99.88 
99.93 
99.95 
99.99 
99.99+ 
99.99+ 
99.99+ 
100.0 


Cumula- 
tive Per- 
cent of 
Income 


.3 
2.7- 

7.7 
15.6 
24.7 
32.9 
40.8 
4S.1 
64.4 
59.6 
67.0 
72.0 
75.4 
77.6 
79.1 
83.1 
86.6 
89.7 
91.8 
93.4 
94.7 
95.9 
96.6 
98.2 
99.1 
99.5 
99.7 
100.0 


Income  Level 


Among  Single  Individuals 


Number  of 
Single  In- 
dividuals 


Aggregate 

Income  (Add 

000,000) 


Percent 
of  Indi- 
viduals 


Percent  of 
Income 


Cumula- 
tive Per- 
cent of  In- 
dividuals 


Cumula- 
tive Per- 
cent of 
Incomes 


Under  $250 

$250-$500 

$500-$760 

$750-$1,000 

$1,000-$1,250 

$1,250-$1,600 

$1,600-$1,750 

$l,760-$2,000 

$2,000-$2,260 

$2,260-$2,600. 

$2,500-$3,000 

$3,000-$3,600 

$3,60O-$4,000 

$4,000-$4,600 

$4,600-$5,000 

$5,000-$7,600 

$7,600-$10,000 

$10,000-$15,000..-. 

$15,000-$20,000 

$20,000-$25,000...- 
*25,000-$30,000.... 
$30,000-$40,000.... 

$40,000-$50,000 

$50,000-$100,000  . . 
$100,000-$250,000.. 
$250,OO0-$500,0O0_. 
$600,000-$1,000,000 
Over  $1,000,000.— 

Total 


960,644 

571,983 

972,745 

599, 030 

108, 551 

877,956 

546,546 

398, 985 

283,652 

210, 099 

161,275 

108, 360 

63, 731 

36,105 

26,491 

57, 316 

28,682 

20,861 

9,436 

5,617 

3,360 

2,398 

1,737 

2,470 

808 

217 

43 

12 


168 
601 
1,232 
1,391 
1,241 
1,201 
883 
745 
601 
497 
436 
349 
237 
154 
122 
344 
242 
250 
161 
127 
93 
81 
76 
163 
98 
64 
24 
15 


9.5 
15.6 
19.6 
15.9 
11.0 
8.7 
6.4 
4.0 
2.8 
2.1 
1.6 
1.1 
.6 
.4 
.3 
.6 
.3 
.2 
.1 
.06 
.03 
.02 
.02 
.02 
.01 
(») 
(') 
(») 


1.4 
6.2 
10.6 
12.0 
10.7 
10.4 
7.6 
6.4 
6.2 
4.3 
3.8 
3.0 
2.0 
1.3 
LI 
3.0 
2.1 
2.2 

M 

Li 

.8 
.7 
.6 
1.3 
.9 
.6 
.2 
.1 


9.6 
26.2 
44.8 
'60.7 
71.7 
80.5 
85.9 
89.9 
92.7 
94.8 
96.4 
97.6 
98.1 
98.4 
98.7 
99.3 
99.5 
99.7 
99.8 
99.9 
99.93 
99.95 
99.97 
99.99 
99.99+ 
99.99+ 
99.99+ 
100.0 


1.4 

6.6 
17.2 
29.2 
39.9 
50.3 
57.9 
64.3 
69.6 
73.8 
77.6 
80.6 
82.7 
84.0 
85.0 
88.0 
90.1 
92.3 
9S.7 
94.8 
95.6 
96.3 
96.9 
98.2 
99.1 
99.7 
99.9 
100.0 


10,058,000 


$11,  579,  390 


100.0 


100.0 


i  Source  of  Data:  Hildegaarde  Kneeland,  Consumer  Incomes  in  the  United  States:  Their  Distribution 
1935-1936  (National  Resources  Committee,  Washington,  D.  0.,  19^9),  p.  18  and  p.  30. 
'  Less  than  .005  percent. 
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Exhibit  No.  934 

[Chart  based  on  following  statistical  data  appears  in  text  on  p,  5442] 

Estimated  Average  Value  of  All  Dwellings — By  Size  of  City,  of  Farm  Operators 
Dwellings  on  Farms,  and  by  Geographic  Divisions,  1980 — Difference  in  Average 
Value  by  Region 


100,000 
or  more 

25,000- 
100,000 

10,000- 
25,000 

5,000- 
10,000 

2,500- 
6,000 

Under 
2,500 

Farm 

United  States 

6,483 
5,114 
8,312 
6,457 
4,502 
5,163 
3,926 
4,403 
4,170 
5,687 

5,698 
5,522 
7,600 
6,175 
4,214 
4,093 
3,777 
3,787 
3,920 
5,515 

5,064 
5,093 
6,762 
5,401 
3,895 
3,589 
2,897 
3,164 
3,771 
5,037 

4,407 
4,223 
6,482 
4,506 
3,608 
3,445 
2,873 
2,907 
3,122 
4,370 

3,822 
3,963 
5,894 
4,079 
3,159 
2,960 
2,425 
2,520 
2,727 
3,747 

2,734 
3,742 
4,287 
2,877 
2,419 
2, 086 
1,674 
1,684 
1,859 
3,141 

1,242 

2,356 

2,376 

1,750 

West  North  Central     

1,677 

876 

575 

West  South  Central 

670 

1,102 

1,820 

Source:  Bulletin  75,  National  Bureau  of  Economic  Research,  entitled  "Differentials  in  Housing  Costs," 
by  David  L.  Wickens,  September  17,  1939,  Table  A3,  p.  3. 


Exhibit  No.  935 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5443) 

Estimated  Average  Monthly  Rent  of  All  Dwellings — By  Size  of  City  and  Geographic 
Division,  1930 — Difference  in  Average  Rent  by  Regions 


All 
Groups 

100,000 
or  more 

25,000- 
100,000 

10,000- 
25,000 

5,000- 
10,000 

2,500- 
5,000 

Under 
2,500 

30.34 
29.03 
39.66 
35.19 
25.60 
19.12 
15.69 
19.64 
21.94 
31.64 

40.07 
32.95 
46.00 
42.99 
33.50 
32.41 
23.46 
28.18 
30.97 
37.46 

31.52 
31.46 
37.76 
35.46 
28.88 
22.24 
22.19 
23.62 
29.91 
32.52 

26.88 
26.49 
32.55 
28.95 
26.64 
18.91 
16.00 
20.92 
28.03 
30.67 

23.45 
21.31 
30.90 
23.66 
24.32 
18.49 
15.29 
18.28 
23.23 
26.41 

20.29 
19.10 
27.55 
22.00 
20.41 
15.05 
13.62 
16.13 
21.46 
23.10 

14.10 

19.01 

18.79 

15.47 

West  North  Central 

14.87 

10.49 

9.43 

11.62 

14.45 

Pacific    .      

18.41 

Source:  Bulletin  75,  National  Bureau  of  Economic  Research,  entitled  "Differentials  in  Housing  Costs," 
by  David  L.  Wickens,  September  17, 1939,  Table  Bj,  p.  5. 


Exhibit  No.  936 

Price  increases  in  the  most  important  individual  building  materials,  1929,  1986  and 

1987 l 


Building  Material 

Price  index 
(.1926=100) 

Per- 
cent 
change 
1929-37 

Periods  of  price  inflexibility 

June 
1929 

June 
1936 

June 
1937 

Period 

Level 

Materials  above  1929  levels  in  price  in 
1937: 
Douglas  fir  boards,   1  inch  by  8 
inches. 

113.7 

102.1 
84.1 
100.0 

98.5 

101.6 

98.7 

97.0 
93.7 

84.8 

94.1 

83.7 

134.3 

105.1 
97.0 
128.7 

103.0 

121.4 

106.2 

18 

3 
15 
29 

5 

19 

8 

Apr.  1927  to  Apr.  1928 

98.5 

Jan.  1936  to  Jan.  1937 
Jan.  1926  to  June  1930 

Aug.  1935  to  Nov.  1936 

Jan.  1926  to  Mar.  1928 

Aug.  1934  to  Apr.  1936 

Jan.  1926  to  Dec.  1928 
Jan.  1929  to  June  1930 

Aug.  1935  to  Nov.  1936 

Jan.  1926  to  Mar.  1928 
Aug.  1934  to  Apr.  1936 

110.6 

100.0 

Western  pine  window  frames  * - 

White  pine  standard  doors 3 

93.7 
100.0 

77.6 
100.0 
101.6 

94.1 
100.0 

76.5 

See  footnotes  at  end  of  table. 


CONCENTRATION  OF  ECONOMIC  POWER 


5567 


Price  increases  in  the  most  important  individual  building  materials,  1929,  1936  and 

1937—  Continued 


Building  Material 


Price  index 
(1926=100) 


June 
1929 


June 
1936 


June 
1937 


Per- 
cent 
change 
1929-37 


Periods  of  price  inflexibility 


Period 


Level 


Materials  above  1929  levels  in  price  in 
1937— Continued. 

Yellow  Pine  Flooring  s 

Red  cedar  shingles  4 

Prepared  roofing,  individual  shin- 
gles.' 
Prepared  roofing,  strip  shingles 3 — 
Plaster,  per  ton 


Cement 

Common  building  brick  3. 
Light  colored  front  brick  3 


Building  sand  4 

Structural  steel 3 

Asbestos  pipe  covering «. 


8- penny  wire  nails  3. 

Cast  iron  6-inch  soil  pipe  J -. 

Galvanized  sheets  3 

Materials  which  did  not  reach  1929  levels 
in  price  in  1937: 

Rough  barn  white  pine  No.  2  2 

Plain  white  oak  No.  1 3. 


Insulation  building  board . 


Mason's  lump  lime. 
Builder's  varnish.  . 


House  paint,  all  shades. 

Inside  flat  wall  paints,  all  shades. 


Hollow  building  tile- 
Linoleum  * 


Window  glass,  American  Grade  A. 
Black  steel  pipe,  H  inch  2 


Galvanized  steel  pipe  2 

Radiation  by  steam  or  water  <_ 
Heating  boilers1 - 


Bathtubs,  enameled 79. 0 


Water  closets . . 

Sinks,  ordinary  kitchen- 


Common  mortise  locks  3 

Knobs,  steel,  bronze  plated  3. 


82.1 
114.2 
76.2 

76.2 
62.5 


90.6 


ion.0 
69.3 
91.9 


99.9 
87.9 


87.4 
100.0 


100.0 
85.0 

97.1 
107.4 

107.7 
100.0 

100.0 

118.1 

97.0 


111.5 
80.3 


120.3 
114.3 


80.7 
114.8 
85.3 

85.3 
125.0 


95.6 
63.2 
82.9 


98.2 
92.4 
92.0 


80.0 
88.0 
71.0 


79.2 
95.3 


92.3 
78.0 


76.7 
83.3 

82.0 

93.1 

77.0 
66.7 


63.1 
55.7 


66.2 
57.1 


96.5 
124.9 
103.0 

103.6 
125.0 


95.6 
91.3 
94.4 


102.2 
114.9 
108.0 


103.6 
103.2 
96.2 


93.4 
83.0 


75.9 


78.5 
95.3 


92.3 
76.5 


89.9 
95.1 


69.7 
96.2 


87.8 
66.7 


63.1 
55.7 


84.2 
74.3 


(')- 


Jan.  1926  to  Nov.  1927 
Feb.  1931  to  Dec.  1933. 
Feb.  1934  to  Dec.  1937 
Apr.  1935  to  Dec.  1937. 


July  1929  to  Jan.  1931.. 
June  1932  to  June  1933. 
May  1934  to  Aug.  1935. 


Oct.  1928  to  Aug.  1930. 
Sept.  1931  to  July  1933. 
Nov.  1935  to  July  1936. 


July  1935  to  Nov.  1936. 
Aug.  1934  to  May  1936. 


Dec.  1934  to  May  1935 

July  1932  to  May  1933 

July  1935  to  Dec.  1936 

July  1926  to  Nov.  1928 

Dec.  1928  to  Aug.  1930 

Oct.  1933  to  Aug.  1935  and 
since  May  1936. 


Jan. 1926  to  Jan.  1931... 
Dec.  1933  to  Dec.  1935 .... 
Jan.  1936  to  Dec.  1937. . . . 
Jan.  1926  to  July  1929. ..  . 
Dec.  1933  to  Dec.  1935.... 

Jan.  1926  to  Oct.  1927 

Sept.  1929  to  Dec.  1930... 
Feb.  1931  to  May  1932.... 

July  1933  to  Dec.  1936 

Jan.  1927  to  Aug.  1930.... 
Apr.  1934  to  June  1937.... 

Jan.  1926  to  Nov.  1927 

Oct.  1933  to  Sept.  1934... 

Jan.  1935  to  Dec.  1936 

(•) , 

Jan.  1926  to  Jan.  1928 

May  1934  to  Jan.  1936 

Jan.  1926.to  Feb.  1928 

May  1934  to  Jan.  1936.... 

Dec.  1928  to  June  1930 

July  1936  to  Aug.  1937.... 
Aug.  1935  to  June  1936... . 

July  1936  to  Aug.  1937 

Jan.  1926  to  Jan.  1927 

Mar.  1927  to  Apr.  1928.... 

Jan.  1931  to  Dec.  1931 

Feb.  1936  to  Dec.  1937 

Feb.  1936  to  July  1937 

Jan.  1926  to  Jan.  1927 

Mar.  1927  to  Apr.  1928.... 
Feb.  1929 to  Feb.  1930.... 

Jan.  1931  to  Dec.  1931 

Feb.  1936  to  Dec.  1937. ... 


Jan.  1926  to  Dec.  1927. 


(») 

({) 

(-') 

100.0 
112.5 
125.0 

95.6 


82.2 
74.2 
89.0 


92.0 
80.0 
92.0 


88.0 
78.5 


79.0 
60.6 
68.2 
94.3 

82.8 
75.9 


100. 0 
86.1 
95.3 
100.0 
88.0 
100.0 
90.0 
84.0 
78.0 
97.1 
89.9 
100.0 
91.3 
90.6 
(«) 

100.0 
92.6 
100.0 
91.2 
118.1 
99.8 
77.0 
82.8 
100.0 
85.0 
74.1 
66.7 
63.1 
100.0 
85.0 
80.3 
77.9 
55.7 


100.0 


1  Data  from  Bureau  of  Labor  Statistics,  Division  of  Wholesale  Prices.  Percentages  computed. 
3  Increases  in  price  from  June  1936  to  June  1937  more  than  10  percent  but  less  than  20  percent. 
3  Increases  more  than  20  percent. 

•  Increases  under  10  percent. 

•  Siaircase  price  movements. 

•  Chaotic  shifts  in  price  in  1937. 

Those  with  no  superior  figures  did  not  increase  in  price,  June  1936  to  June  1937. 

Note. — This  table  was  prepared  from  materials  collected  from  the  Bureau  of  Labor  Statistics  for  the 
National  Resources  Committee,  and  has  not  been  made  available  previously. 
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Exhibit  No.  937 
Prices  of  5  principal  construction  materials  in  27  States  as  of  June  15,  19S7 


Lumber 
(440  feet) 

Cement 
(6  barrels) 

Crushed 

stone  or 

gravel  (10 

yards) 

Steel  (280 

pounds 

reinforcing 

bars) 

Brick 

(600) 

Total 

$9.24 
18.11 
11.00 
16.17 
17.09 

$12.00 

$19.90 

$7.62 
13.02 
10.28 
8.62 
14.73 

$7.63 

$56  39 

15.36 
10.50 
14.64 
14.58 
13.08 
12.00 
12.06 
16.98 
12,48 
13.98 
14.16 
13.44 
13.56 
12.90 
13.08 
12.42 
10.  .50 
15.00 
15.  48 
13.02 

16.00 
10.70 
15.00 
29.70 
14.50 
16.10 
23.50 
12.00 
16.00 
15.00 
20.00 

9.00 

7.20 
10.50 
7.20 

61.64 

53  19 

71.96 

14.30 
11.75 
11.00 
13.06 
13.55 
15.40 
21.12 
18.48 
15.40 
11.48 
10.92 
17.24 
14  74 
14.52 
12.40 
13.42 

Florida 

6.83 
8.40 
12.49 
6.92 
9.52 
8.92 

6.60 
6.58 
6.60 
6.00 
9.30 

53.28 

61.54 

61.13 

54  95 

63  20 

17.50 
21.40 
14.50 
9.80 
18.60 
14.00 
15.90 
16.40 

8.57 
7.22 
10.64 
8.57 
9.14 
8.68 
8.54 
8.96 

8.10 
9.14 
9.60 
9.30 
9.40 
10.80 
6.30 
9.00 

63.13 

62.14 

58  14 

57.33 

62.48 

63.00 

58.32 

60.80 

83.91 

18.48 
15.40 

15.54 
17.40 
13.53 
11.25 
19.08 
11.58 
15.21 
18.66 
13.32 
14.10 
14.10 
13.20 
12.60 
14.88 
15.18 
12.90 
16.80 
14.46 
19.80 
13.32 
14.58 
17.64 

9.04 

8.55 

20.00 
14  50 
13.90 

16.13 
13.20 
18.73 

7.53 
8.96 
8.86 

6.88 
6.00 
6.90 
8.70 
16.20 
9.55 
7.50 
8.40 
9.00 

55  69 

12.50 
27.04 
29.25 
14.00 
16.70 
15.70 
16.90 
30.75 

58  57 

North  Dakota .. 

17.16 
12.76 
17.60 
10.68 
15.40 
10.19 

8.32 
8.40 
7.56 
6.83 
8.85 

89  59 

Ohio 

58  03 

63  46 

55  71 

63  35 

12.32 
16.28 
18.80 
14.70 
9.20 

15.37 
12.00 

9.34 
8.57 
14.00 

8.25 
6.00 
8.10 
9.00 

10.50 
8.40 
8.70 

10.80 

60  46 

Texas - 

55  75 

Utah 

Virginia 

21.60 
19.60 
26.00 
18.75 

6.83 

65.93 

19.36 

18.70 

8.74 
10.10 

70  13 

Source:  Works  Progress  Administration,  Construction  Statistics  Section. 

Note. — This  table  was  prepared  from  materials  collected  from  the  Works  Progress  Administration  for 
the  National  Resources  Committee  and  has  not  been  made  available  previously. 
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Exhibit  No.  938 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  6448] 

Indexes  of  Wholesale  Price  of  Galvanized  Steel  Sheets  and  Automobile  Body  Sheets, 

1929-38 

11929  =  100.0] 

STEEL  SHEETS— GALVANIZED  #24 


Year 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

1926... 

116.0 
106.5 
103.4 
100.6 
94.5 
81.0 
79.4 
75.7 
79.7 
86.6 
86.6 
95.0 
106.2 

114.6 
104.5 
103.  4 
101.4 
93.6 
81.0 
77.9 
71.3 
79.7 
86.6 
86.6 
95.0 
106.2 

114.6 
103.4 
103.4 
102.0 
93.4 
81.0 
79.4 
72.6 
79.7 
86.6 
86.6 
104.0 
1D6.  2 

114.6 
102.9 
103.1 
102.0 
92.2 
79.4 
79.7 
73.7 
82.5 
86.6 
86.6 
106.2 
106.2 

111.5 
105.9 
102.0 
102.0 
91.4 
78.3 
79.7 
76.3 
90.8 
86.6 
86.6 
106.2 
106.2 

108.7 
107.6 
99.2 
101.4 
90.3 
77.9 
79.7 
77.7 
90.8 
86.6 
87.2 
106.2 
102.0 

106.5 

107.6 
98.3 

100.3 
88.6 
81.0 
79.7 
79.7 
87.4 
86.6 
89.4 

106.2 
97.8 

106.2 
107.6 
97.6 
99.2 
86.1 
81.0 
79.0 
79.7 
86.6 
86.6 
89.4 
106.2 
97.8 

108.2 
107.6 
97.8 
99.2 
85.2 
81.0 
78.3 
79.7 
86.6 
86.6 
89.4 
106.2 
96.4 

108.9 
105.6 
99.2 
98.7 
85.0 
81.0 
79.7 
79.7 
86.6 
86.6 
89.4 
106.2 
96.4 

108.9 
103.1 
99.2 
96.4 
82.5 
81.0 
79.7 
79.7 
86.6 
86.6 
89.4 
106.2 
97.8 

108.9 

1927 

102.9 

1928 . 

100.3 

1929 

96.4 

1930 

82.5 

1931 

80.5 

1932 

79.7 

1933 

79.7 

1934    

86.6 

1935 

86.6 

1936 

95.0 

1937 

106.2 

1938 

97.8 

AUTOMOBILE  BODY  SHEETS  #20 


1926. 
1927. 
1928. 
1929. 
1930. 
1931. 
1932. 
1933. 
1934. 
1935. 
1936. 
1937. 
1938. 


109.4 

107.1 

106.9 

105.7 

104.2 

102.7 

102.0 

102.5 

104.5 

104.5 

104.5 

103.0 

102.0 

102.0 

102.0 

103.2 

104.5 

104.5 

104.5 

104.5 

102.0 

101.8 

98.3 

101.0 

102.0 

99.3 

98.3 

98.3 

98.3 

98.3 

98.3 

98.3 

99.3 

100.7 

100.7 

100.7 

100.7 

100.7 

100.7 

1O0.7 

100.7 

99.8 

98.5 

98.3 

96.1 

95.8 

95.6 

93.4 

92.5 

89.7 

88.5 

88.5 

87.0 

85.5 

83.3 

81.2 

81.2 

79.7 

77.0 

75.2 

75.2 

76.2 

76.2 

76.2 

76.2 

76.2 

72.0 

70.1 

70.8 

71.3 

71.3 

70.8 

70.8 

70.1 

67.9 

66.1 

63.9 

62.9 

61.5 

61.7 

63.1 

M.  2 

63.9 

63.9 

63.9 

67.6 

67.6 

67.6 

67.6 

67.6 

67.6 

75.0 

77.4 

77.4 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

72.6 

72.5 

72.5 

72.5 

72.5 

72.5 

72.5 

71.7 

72.0 

72.5 

72.5 

72.5 

75.0 

75.0 

75.0 

75.0 

75.0 

79.9 

79.9 

87.2 

87.2 

87.2 

87.2 

87.2 

87.2 

87.2 

87.2 

87.2 

87.2 

85.5 

84.8 

84.8 

84.8 

83.3 

78.6 

78.6 

78.6 

78.6 

78.6 

104.5 
98.3 

100.5 
98.3 
81.2 
74.4 
63.9 
67.6 
72.5 
72.5 
78.6 
87.2 
78.6 


Source:  Bureau  of  Labor  Statistics. 
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Exhibit  No.  939 

[Chart  based  on  following  statistical  dai,    appears  in  text  on  p.  5449] 

Exchange  Value  of  Iron  and  Steel  (Per  Cent  Deviation  of  Subgroup  Index  from  the 
All  Commodities  Index) 


Year 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

Month: 

Jan 

Feb 

March 

April 

May 

June 

July 

Aug 

Sept 

Oct 

Nov 

Dec 

-3.53 
-2.30 
-1.78 
-2.90 
-4.00 
-3.62 
-4.42 
-4.61 
-5.48 
-3.21 
-1.77 
-1.46 

-1.46 

-.73 

-1.14 

+.10 

+.95 

+.32 

-1.24 

-1.25 

-1.14 

-.63 

+.53 

+.54 

-0.54 
0.0 
+1.33 
+.89 
+1.46 
+2.53 
+4.74 
+4.39 
+3.79 
+4.94 
+6.77 
+8.79 

+9.34 
+11.46 
+12.  37 
+12.  43 
+14.48 
+15.81 
+14.86 
+14.29 
+15.  59 
+16.22 
+16. 10 
+18.08 

+18.  72 
+19.61 
+20.76 
+22.29 
+24.22 
+24.88 
+19.  69 
+20.71 
+22.  05 
+24.84 
+24.26 
+25.88 

+28.69 
+29.26 
+26. 91 
+25.33 
+19.94 
+17.23 
+12. 77 
+13.09 
+13.42 
+15.  73 
+14.63 
+18.08 

+15. 79 
+17. 26 
+17. 10 
+19. 10 
+22.39 
+18. 77 
+15.91 
+13. 35 
+11.47 
+12.68 
+12. 42 
+11.31 

+8.76 
+8.30 
+8.31 
+7.37 
+7.98 
+9.16 
+9.67 
+8.20 
+7.56 
+7.95 
+7.94 
+7.42 

+8.06 
+7.82 
+8.42 
+8.28 
+9.30 
+8.96 
+8.82 
+7.72 
+7.97 
+8.96 
+7.89 
+7.96 

+6.76 
+6.60 
+11.05 
+13. 18 
+13. 96 
+14.33 
+13.54 
+14. 17 
+14. 19 
+16.  74 
+19. 21 
+21. 18 

+23.11 
+24.43 
+24.75 
+27.57 
+30.  35 
+28.86 
+23.  35 
+24.58 
+24.  27 
+24.87 
+25.03 
+25.71 

Annual 
Aver- 
age  

-3.31 

-.42 

+3.12 

+14. 11 

+22.53 

+19.27 

+15. 75 

+8.38 

+8.42 

+13. 67 

+25.  45 

Source:  Base''  on  pi '"«  indices  (1926 equals  100.0)  published  by  the  U.  S.  Bureau  of  Labor  Statistics. 

TNEC. 
11-29-39. 
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Exhibit  No.  940 
[Chart  based  on  following  statistical  data  appears  in  text  on  p.  6450] 

Exchange  Value  of  Brick  and  Tile  {Per  Cent  Deviation  of  Subgroup  Index  from  the 
All  Commodities  Index) 


Year 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

Month: 

Jan _ 

Feb 

Mar 

Apr 

May 

June 

July.. 

Aug 

Sept 

Oct 

Nov.. 

Dec 

-0.93 

-.52 

-.10 

-.83 

-1.85 

-.72 

-1.44 

-2.05 

-3.14 

-1.24 

-.42 

-.31 

-0.83 
-.52 
-1.46 
-.10 
+.63 
-2.21 
-3.73 
-3.12 
-1.35 
-1.16 
+.43 
+.64 

+0.65 
+1.31 
+2.66 
+2.22 
+2.03 
+1.96 
+4.98 
+5.10 
+3.67 
+5.66 
+9.96 
+9.42 

+11.25 
+12. 37 
+11.84 
+12. 17 
+14. 34 
+16. 09 
+15.83 
+14.  98 
+16. 01 
+17.50 
+15. 95 
+16.26 

+17.83 
+19. 61 
+20.15 
+19. 69 
+20.19 
+19.09 
+17. 67 
+15. 34 
+15. 47 
+16.93 
+18.00 
+19. 97 

+22.79 
+25.59 
+24.42 
+24.17 
+19.94 
+18.46 
+13.50 
+17.27 
+16. 67 
+18.82 
+19. 13 
+21. 05 

+19.94 
+18.48 
+20.08 
+23.74 
+23.74 
+22. 12 
+22.06 
+19.50 
+17. 65 
+19.  22 
+19.22 
+18.60 

+15. 61 
+13. 96 
+13.60 
+11.99 
+11.35 
+11. 78 
+12.22 
+10.56 
+11.04 
+9.69 
+9.55 
+9.89 

+9.68 
+9.68 
+11.68 
+11.67 
+12. 98 
+12.63 
+10. 81 
+9.19 
+9.07 
+8.34 
+7.77 
+5.11 

+4.42 
+5.45 
+4.56 
+7.84 
+8.70 
+8.94 
+8.53 
+9.14 
+8.70 
+9.37 
+11.52 
+12.61 

+13. 47 
+14.66 
+14. 30 
+14.87 
+  15.88 
+15.71 
+15. 10 
+16.01 
+16.09 
+17.  40 
+18.06 
+18.83 

Annual 
Aver- 
age  

-1.14 

-1.05 

+3.94 

+14.  52 

+19.29 

+20.18 

+20.43 

+11. 75 

+9.78 

+8.34 

+15. 78 

Source:  Based  on  price  indices  (1926  equals  100.0)  published  by  the  U.  S.  Bureau  of  Labor  Statistics 
TNEC. 


Exhibit  No.  941 

[Chart  based  on  following  statistical  data  appears  in  text  on  p.  5451] 

Exchange  Value  of  Lumber  {Per  Cent  Deviation  of  Subgroup  Index  from  All  Com- 
modities Index) 


Year 

Month: 

January 

February. 

March 

April. 

May 

June 

July 

August 

September 

October 

November 

December 

Annual  Average. . 


1928 


-7.16 
-6.26 
-5.97 
-8.59 
-9.23 
-8.07 
-7.91 
-7.07 
-7.20 
-4.86 
-3.03 
-2: 19 


-2.92 

-.42 

+.31 

-.31 

-.53 

-1.26 

-3.32 

-2.91 

-1.25 

+.53 

-1.82 

-1.50 


1930 


-0.22 

+.11 
+1.10 
+1.44 

+.90 
-1.38 

-.95 
-3.08 
-3.91 
-3.86 
-1.35 
-1.76 


-2.30 

-3.65 

-1.71 

-1.87 

-5.19 

-4, 

-6.67 

-7.21 

-6.04 

-7.25 

-6.23 

-4.08 


-4.79 


1932 


-2.53 
-5.13 
-6.82 
-8.40 
-7.61 
-9.86 
-11.78 
-14.88 
-13.78 
-12.11 
-11.42 
-9.74 


1933 


-8.36 
-5. 

-3 
-4. 
-4. 
+3. 

+  10, 
+  14. 
+  15. 
+  18. 
+21. 
+24. 


+21. 05 
+18. 61 
+17.23 
+18. 96 
+16.  55 
+15.68 
+14.04 
+7.07 
+6.06 
+7.19 
+6.14 
+5.59 


+1.40 
+1.26 
+0.63 
-0.25 
-0.50 
+2.26 
+2.90 
+1.86 
+1.73 
+  1.86 
+1.49 
+0.74 


9.72    +7.28+12.82    +1.38    +4.58+14.60 


1936 


+1. 

+2.11 

+3.77 

+4.39 

+5.60 

+3. 

+3. 

+2.70 

+4.04 

+5.64 

+5.10 

+6.41 


1937 


+8. 
+14. 
+16. 
+17. 
+17. 
+17. 
+15. 
+13. 
+13. 
+13. 
+13. 
+14. 


1938 


+14.  46 
+14.04 
+15.  55 
+15.  76 
+14.34 
+13.28 
+12. 69 
+15. 49 
+16. 45 
+16. 37 
+16.  39 
+18. 05 


+15.01 


Source:  Based  on  price  indices  (1926  equals  100.0)  published  by  the  U.  S.  Bureau  of  Labor  Statistics. 
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Cost  of  labor  and  materials  for  construction  of  the  same  standard  house  in  26  specified 

cities,  1936  and  1987  l 


Federal  Home  Loan  Bank 
Board  districts  and  cities 

Month  and 
year 

Total 

Labor 

Per- 
cent 

Materials 

Per- 
cept 

Ratio 
of  per- 
cent in- 
crease 
in  ma- 
terials 
to  per- 
cent in- 
crease 
in  com- 
bined 
costs  > 

District  1: 

June  1936 

June  1937 

$5, 039. 91 
5, 665.  54 

$2, 102.  75 
2,  314.  99 

41.7 

40.9 

$2, 937. 16 
3, 350.  55 

58.3 
59.1 

625.63 

212.24 

413. 39 

1.14 

June  1936 
June  1937 

4, 812. 38 
5,  201.  55 

1,713.60 
1,  701. 60 

35.6 
32.7 

3, 098. 78 
3, 499. 95 

64.4 
67.3 

389.17 

-12.00 

401.17 

1.59 

July  1936 

July  1937 

District  2: 

5, 055. 89 
5, 657.  76 

2, 167. 10 
2, 238. 10 

42.9 
39.6 

2, 888.  79 
3, 419. 66 

57.1 

60.4 

.... 

601.87 

71.0 

530.87 

1.55 

July  1936 _ 

July  1937 

Albany,  N.  Y 

4,  677.  29 

5,  294.  21 

1,  655.  51 
1, 919.  59 

35.4 
36.3 

3,021.78 
3, 374. 62 

64.6 
63.7 

616. 92 

264.08 

352.84 

.89 

August  1936... 
August  1937... 

District  3: 

Philadelphia,  Pa 

4, 321. 48 
5, 209.  51 

1, 425. 53 
1, 843. 53 

33.0 
35.4 

2, 895. 95 
3,  365. 98 

67.0 
64.6 

888.03 

418.00 

470. 03 

.79 

August  1936... 
August  1937... 

Pittsburgh,  Pa 

4,  769. 71 

5,  944.  45 

1, 453. 28 
1, 986. 82 

30.5 
33.4 

3, 316. 43 
3.  957. 63 

69.5 
66.6 

1, 174. 74 

533.54 

641.20 

.78 

June  1936 

June  1937 

District  4: 

4, 398. 74 
5, 326. 62 

1, 383. 12 
1, 789. 14 

31.0 
33.6 

3, 015.  62 
3,  537.  48 

68.6 
66.4 

927.88 

406.02 

521.  86 

.82 

June  1936 

June  1937 

Tampa,  Fla 

4,  709. 09 
5, 025. 39 

1,  353.  95 
1,  373.  83 

28.8 
27.3 

3, 355. 14 
3,  651.  56 

71.2 
72.7 

316. 30 

19.88 

296.42 

1.31 

June  1936 

June  1937 

4, 413.  30 
4,  608.  65 

1,  329.  30 
1, 376. 70 

30.1 
29.9 

3, 084. 00 
3, 231. 95 

69.9 
70.1 

195. 35 

47.40 

147. 95 

1.09 

August  1936... 
August  1937... 

District  5: 

5, 386. 98 
6, 105. 56 

2, 154.  73 
2,  329.  48 

40.0 
38.2 

3,  232.  25 
3,  776. 08 

60.0 
61.8 

718.58 

174.  75 

543.83 

1.26 

August  1936... 
August  1937... 

4, 472. 10 
4, 836. 00 

1, 400. 42 
1,  397. 18 

31.3 
28.9 

3,071.68 
3, 438. 82 

68.7 
71.1 

363.90 

-3.24 

367. 14 

1.47 

See  footnotes  at  end  of  table. 
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Cost  of  labor  and  material's  for  construction  of  the  same  standard  house  in  26  specified 
cities,  1936  and  iSS7— Continued 


Federal  Home  Loan  Bank 
Board  districts  and  cities 

Month  and 
year 

Total 

Labor  . 

Per- 
cent 

Materials 

Per- 
cent 

Ratio 
of  per- 
cent in- 
crease 
in  ma- 
terials 
to  per- 
cent in- 
crease 
in  com- 
bined 
costs 

District  6: 

July  1936 

July  1937 

$5, 084. 02 
5, 167. 21 

$1,741.50 
1, 644. 43 

34.3 

31.8 

$3, 342.  52 
3, 522.  78 

65.7 
68.2 

83.19 

-97. 07 

180.26 

(') 

July  1936 
July  1937 

Grand  Rapids,  Mich 

4, 543.  29 

4, 884.  72 

1, 355. 48 
1, 409. 93 

29.8 
28.9 

3, 187. 81 
3, 474.  79 

70.2 
71.1 

341. 43 

54.45 

286.98 

1.20 

July  1936 
July  1937 

Detroit,  Mich... 

4, 639. 38 
5, 585. 42 

1, 562. 30 
2, 007. 05 

33.7 
35.9 

3, 077. 08 
3, 578. 37 

66.3 
64.1 

946.04 

444.75 

501.29 

.80 

June  1936 

June  1937 

District  7: 

5, 790. 34 
6, 336.  27 

2, 537. 03 
2,678.11 

43.8 
42.3 

3,  253. 31 
3, 658. 16 

56.2 
57.7 

545.93 

141.08 

404.85 

1.32 

June  1936- 

June  1937 

4, 858. 06 
5, 957. 19 

1, 592. 61 
1, 710. 66 

32.8 
28.7 

3, 265. 45 
4, 246. 53 

67.2 
71.3 

1, 099. 13 

118.05 

981.08 

1.33 

June  1936 

June  1937 

Oshkosh,  Wis 

4,^24.55 
5, 057.  19 

1,541.10 
1,  522.  73 

31.3 
30.1 

3. 383. 45 

3. 534. 46 

68.7 
69.9 

132.64 

-18.37 

151.01 

1.67 

July  1936 
July  1937 

District  8: 

St.  Paul,  Minn 

4, 838. 61 
6,051.58 

1, 676.  65 
2, 152.  36 

'34.7 
35.6 

3, 161. 96 
3, 899. 22 

65.3 
64.4 

1,  212. 97 

475.  71 

737.  26 

.93 

July  1936 
July  1937 

5, 160.  82 
5, 697. 36 

2,225.46 
2, 136.  87 

43.1 
37.5 

2, 935. 36 
3, 560. 49 

56.9 
62.5 

536.54 

-88.59 

625.13 

(*) 

August  1936... 
August  1937... 

District  9: 

4,  504.  27 
5, 298. 32 

1,  252.  40 
1,  458.  54 

27.8 
27.5 

3,251.87 
3,839.78 

72.2 

72.5 

Increase 

794.05 

206.14 

587.91 

1.03 

August  1936... 
August  1937. . . 

5, 098. 24 
5, 328. 33 

1, 590.  26 
1, 678. 31 

31.2 
31.6 

3, 507. 98 
3,  650. 02 

68.8 
68.5 

230.09 

88.05 

142. 04 

.89 

June  1936 
June  1937 

District  10: 

4, 547.  75 
5, 223. 06 

1, 098. 50 
1, 184. 35 

24.2 
22.7 

3,  449. 25 
4, 038.  71 

75.8 
77.3 

675. 31 

85.85 

589.46 

1.16 

June  1936 

June  1937 

4,896.35 
4, 736. 18 

1,  565.  60 
1, 168. 38 

32.0 
24.7 

3, 330. 75 
3,  567. 80 

68.0 
75.3 

Decrease 

-160.17 

-397. 22 

237.05 

(') 

=■         = 

See  footnotes  at  end  of  table. 
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Cost  of  labor  and  materials  for  construction  of  the  same  standard  house  in  26  specified 
cities,  1986  and  1987 — Continued 


Federal  Home  Loan  Bank 
Board  districts  and  cities 

Month  and 
year 

Total 

Labor 

Per 

cent 

Materials 

Per 
cent 

Ratio 
of  per 
cent  in- 
crease 
in  ma- 
terials 
to  per 
cent  in- 
crease 
in  com- 
bined 
costs 

District  11: 

July  1936 
July  1937 

4, 647.  72 
5, 306. 57 

1, 648. 30 
1, 854. 65 

35.5 
35.0 

2, 999. 42 
3, 451. 92 

64.5 
65.0 

658.85 

206.35 

452.50 

1.06 

July  1936 
July  1937 

5, 009. 36 
5, 944. 84 

1, 634. 13 
2,  235. 43 

32.6 
37.6 

3. 375.  23 
3, 709. 41 

67.4 
62.4 

935.48 

601.30 

334. 18 

.53 

August  1936... 
August  1937... 

District  12: 

Los  Angeles,  Calif 

4, 644. 52 
5, 260. 76 

1, 604. 44 
1, 758. 51 

34.5 
33.4 

3,040.08 
3, 502. 25 

65.5 
56.6 

616.24 

154.07 

462. 17 

1.14 

1  Source:  Cost  data  from  the  Federal  Home  Loan  Bank  Board.  The  house  on  which  costs  are  reported 
is  a  detached  6-room  home  of  24,000  cubic  feet  volume.  Living  room,  dining  room,  kitchen,  and  lavatory 
on  first  floor;  3  bedrooms  and  bath  on  second  floor.  Exterior  is  wide-board  siding  with  brick,  and  stucco  as 
features  of  design.  Best  quality  materials  and  workmanship  used  throughout.  The  house  is  not  com- 
pleted ready  for  occupancy.  It  includes  all  fundamental  structural  elements,  an  attached  1-car  garage,  an 
unfinished  cellar,  an  unfinished  attic,  a  fireplace,  essential  heating,  plumbing,  and  electric  wiring  equipment, 
and  complete  insulation.  It  does  not  include  wallpaper  nor  other  wall  nor  ceiling  finish  on  interior  plastered 
surfaces,  lighting  fixtures,  refrigerators,  water  heaters,  ranges,  screens,  weather  stripping,  nor  window  shades. 
The  total  figures  in  the  above  table  include  only  labor  and  material.  The  discrepancies  between  the  total 
figures  in  this  table  and  those  in  table  IX  are  explained  by  the  fart  that  in  table  IX  the  costs  shown  include, 
in  addition  to  material  and  labor  costs,  compensation  insurance,  an  allowance  for  contractor's  overhead  and 
transportation  of  materials,  plus  10  percent  for  builder's  profit.  Reported  costs  do  not  include  the  cost  of 
land  nor  of  surveying  the  land,  the  cost  of  planting  the  lot,  nor  of  providing  walks  and  driveways;  they  do 
not  include  architect's  fee,  cost  of  building  permit,  financing  charges,  nor  sales  costs.  In  figuring  costs,  cur- 
rent prices  on  the  same  building  materials  list  are  obtained  from  the  same  reputable  contractors  and  oper- 
ative builders. 

1  When  ratio  is  more  than  1.0  materials  cost  increased  at  a  greater  rate  than  combined  materials  and  labor; 
when  the  ratio  is  less  than  1.0  materials  increased  at  a  lesser  rate,  i.  e.,  labor  costs  advanced  at  a  greater  rate 
than  the  combined  increase. 

3  Ratios  not  shown  because  the  decrease  in  labor  costs  so  minimized  the  rise  in  total  costs  as  to  give  an  ex- 
aggerated impression  of  the  significance  of  changes  in  material  costs. 

Note. — This  table  was  prepared  from  materials  collected  from  the  Federal  Home  Loan  Bank  Board  for 
rhe  National  Resources  Committee,  and  has  not  been  made  available  previously. 
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Housing  Monograph,  Page  80. 


Labor  Cost  Ratios  and  Hourly  Wage  Payments,  Education  Buildings  Erected  With 
NIRA  Funds,  1933-1986  > 


State 

Num- 
ber of 
Build- 
ings 

Average 
Hourly 
Earn- 
ings 

Labor 

Cost 

Ratio » 

State 

Num- 
ber of 
Build- 
ings 

Average 
Hourly 
Earn- 
ings 

Labor 

Cost 

Ratio » 

Southern  States: 

North  Carolina 

Kentucky .. 

25 
6 
1 
5 
37 
10 
30 
11 
8 
10 
11 

24 
11 
6 
5 
4 

12 
26 
14 
19 

$0. 799 
.770 
.758 
.739 
.737 
.712 
.708 
.698 
.696 
.694 
.648 

1.014 
1.013 
.977 
.933 
.933 
.932 
.910 
.895 
.892 

35.5 

33.8 
38.6 
35.4 
35.3 
37.7 
30.6 
37.6 
36.7 
28.8 
34.4 

34.8 
37.8 
37.5 
38.7 
36.6 
31.6 
37.4 
31.8 
34.9 

Industrial  States— Con. 
Rhode  Island 

5 
2 
13 
2 
3 

10 
8 
4 
18 
11 
6 

3 

"17 

<20. 

4 

2 

16 
3 
6 

$0,887 
.874 
.843 
.792 
.758 

.845 
.808 
.788 
.781 
.769 
.694 

1.085 
1.035 
.961 
.925 
.919 
.918 
.901 
.847 

34.0 
37.5 

Florida 

Tennessee. 

Pennsylvania 

West  Virginia 

34.6 
37.6 
36  9 

Alabama 

Oklahoma 

Great  Plains  States: 

North  Dakota 

South  Dakota-   ... 

New  Mexico 

Kansas 

Nebraska 

Arizona 

Far  Western  States: 

Nevada. 

31.8 

30  2 

South  Carolina 

33.9 
33  1 

Mississippi 

Industrial  States: 

Illinois 

New  Jersey 

32.0 
28.8 

30.6 
33.2 

Indiana 

New  Hampshire. .. 

Washington . .  JJl . . 

33.7 
28.6 

Wisconsin 

37.8 

Missouri.. 

Minnesota 

Oregon 

35.7 
28.1 

Utah.... 

26.7 

i  Information  supplied  by  the  Bureau  of  Labor  Statistics. 

8  Stated  in  percentages  of  total  construction  costs  chargeable  to  labor  at  the  site. 

Note. — This  table  was  prepared  from  materials  collected  from  the  Bureau  of  Labor  Statistics  for  the 
National  Resources  Committee  and  has  not  been  made  available  previously. 


SUPPLEMENTAL  DATA 

The  following  data  are  printed  herewith  in  response  to  requests 
made  of  Dr.  Lubin  during  the  hearings.  See  supra,  pp.  4971,  5234 
and  5235. 


Percent  change  in  wholesale  prices  of  Building  Materials,  1929-Sept.  1939 


Structural  Steel +9.  3 

Range  Boilers +7.  7 

Brick,  fire  clay +10.  5 

Brick,  front +8.1 

Brick,  silica  9x4^x2^ + 10.  5 

Cement,  Portland +2.6 

Lath,  Doug,  fir +16.  9 

Lath,  yellow  pine +25.8 

Cedar  siding +16.  2 

Cypress +25.  9 

Douglas  fir  boards +10.  5 

Pine,  white +3.  2 

Pine,  yellow +8.  2 

Pine,  southern r_ +6.  4 

Pine,  ponderosa .-..!',.- ...^ +3.  0 

Redwood,  Calif... +4.4 

Shingles,  cypress. _.. . +7.  0 


Paint,  roof  and  barn +3.  3 

Varnish +30.  5 

Prussian  blue +7.  9 

Gum,  copal +6.  7 

China  wood  oil +86.  0 

Whiting +11.  8 

Sewer  pipe +10.  3 

Plaster,  base  coat +19.  2 

Roofing,  Ind.  shingles +9.  0 

Roofing,  strip  shingles +13.  1 

Sand +6.  7 

Window  sash,  pond +5.0 

Pine,  tar +  2.  5 

Pipe,  cast  iron +33.  6 

Zinc  sheets +4.  9- 

Terneplate  20x28 +7.  7 


Index  of  Union  Hourly  Wage  Rates, 

[1929=100] 

All  building  trades 

Journeymen 

Asbestos  workers. 

Bricklayers '__: ... 

Carpenters 

Cement  finishers 

Electricians  (inside  wiremen) 

Elevator  constructors 

Engineers,  portable  and  hoisting. 

Glazier§ 

Lathers 

Marble  setters . 

Mosaic  and  terrazzo  workers 

Painters 

Plasterers 

Plumbers  and  gas  fitters 


-June  1,  1939 


107.4 

Roofers,  composition  .. 

115.2 

106.  8 

Roofers,  slate  and  tile. 

104.  4 

110.  8 

Sheet-metal  workers 

110.  4 

100.  6 

Steam  and  sprinkler  fitters 

112.2 

107.3 

Stonemasons-         .   . 

102.4 

111.7 

Structural  iron  workers 

114.  5 

112.  0 

Tile  layers _             ... 

106.  5 

109.5 

Helpers  and  laborers 

112.  6 

117.  4 

Building  laborers  . 

113.  6 

113.0 

Elevator  constructors'  helpers... 

107.  9 

116.4 

Hod  carriers  (masons'  tenders) .. 

109.4 

103.5 

Marble  setters' helpers..   .     

105.  9 

107.5 

Plasterers' laborers..     

109.0 

105.0 

Steam     and     sprinkler     fitters' 

107.  0 

helpers .. 

122.  5 

113.5 

111.  9 
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Mr.  R.  R.  Rogers,  vice  president  of  Prudential  Insurance  Company, 
submitted  the  following  data  in  response  to  a  committee  request, 
supra,  p.  5078.  It  was  entered  in  the  record  during  hearings,  August  23, 
1939. 

Exhibit  No.  953 


Net  Rate  of  Earnings  by  Kind  of  Investment  and  Net  Rate  Adjusted  for  Changes  in 
Market  Value  for  Calendar  Year  1938 

[Amounts  shown  to  nearest  thousand  dollars] 
[000  omitted] 


Monthly  Average  of  Invested 
Assets .- 

Gross  Revenue  Earnings 

Net  Revenue  Investment  Ex- 
pense.-  - 

Net  Revenue  Earnings 

Net  Rate  of  Earnings 

Profit  on  Sale  or  Maturity 

Loss  on  Sale  or  Maturity 

Decrease  By  Adjust.  B.  V 

Increase  Reserv  Less  Misc- 
Gains  on  M.  L. 

B.  V.  over  M.  V. or  Inv.  V.  Beg. 

B.  V.  over  M.  V.  or  Inv  V.  End. 

Net  Adjustment 

Rate  of  Adjustment 

Adjusted  Income.. '. 

Net  Adjusted  Rate 


Govern- 
ment 
Bonds 


$758, 784 
19, 415 

439 

18, 976 
2.50% 
19 
4 


15 

.00% 
18,991 
2.50% 


State 
Bonds 


$76,  932 
3,069 

45 
3,024 
3.93% 
29 


1,943 
1,976 

■Wo 
3,020 
3.94% 


County 
&  Mu- 
nicipal 
Bonds 


$126, 140 
5,394 

73 

5,321 

4.22% 

76 

71 


145 
96 
53 

.04% 
5,374 
4.26% 


Total  of 

Govt 
State  & 
Munic. 
Bonds 


$961, 856 
27, 878 

557 
27,321 
2. 84% 
123 

75 


2,088 

2,072 

64 

•  01% 
27,385 
2.85% 


Other 
Bonds 


$964, 939 
37, 071 

558 

36, 513 

3. 78% 

2,836 

217 

31,919 


63,991 
44,117 
-9,426 

-.08% 
27,087 
2.80% 


Total 
Bonds 


$1, 926, 795 
64,949 

1,115 

63,834 

3. 31% 

2,959 

292 

31,919 


66,079 
46, 189 
-9,362 

-.49% 
54,472 
2.82% 


$77, 946 
3,823 

45 
3,778 
4.86% 


-611 
-5,277 
4,520 
5.80% 
8,298 
10. 65% 


Mortgage 
Loans 

Real 

Estate 

Policy 

Loans  & 

Prem. 

Liens 

Cash 

Incl. 

Agents 

Balances 

Other 
Ledger 
Assets 

Total 

Monthly  Average  of  Invested  Assets 

$897, 171 

46,180 

4,548 

41, 632 

4.64% 

3 
213' 

$244,690 
27,112 
24.886 
2,226 

91% 
4,619 
648 
9,275 

$331, 726 

18, 732 

2,333 

16,399 

4.94% 

$131, 149 

$1,971 
'  -410 

$3, 611, 348 

160,386 

32,927 

'  -410 

127, 459 

3.63% 

7,-881 

1,053 

Decrease  By  Adjust.  B.  V 

41,340 

Increase  Reserve  Less  Misc  Gains 

62 

B.  V.  over  M.  V.  or  Inv.  V.  Beg.  .. 

65,468 

B.  V.  over  M.  V.  or  Inv  V.  End... 

40,912 

-272 
-.03% 
41,360 
4.61 

-5,204 
-2. 13% 

-2,978 
-1.22 

-10, 318 

-.29% 

16,399 
4.94 

-410 

117, 141 

Net  Adjusted  Ra*9 

3.24% 

1  Miscellaneous  Interest — Disbursement — Mainly  Discount  on  Advance  Premiums  &  Interest  on  Delayed 
Claims. 

B    7-6-39    CR. 

The  Prudential  Insurance  Company,  Newark,  New  Jersey. 
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The  following  letters  are  printed  herewith  in  connection  with  dis- 
cussion supra,  p.  5062: 

MORTGAGE  LOAN  DEPARTMENT 

R.  R.  Rogers,  Vice  President  Norman  R.  Lemcke,  Supervisor 

Paul  Bestor,  Assistant  Secretary  Howard  G.  Harrison,  Supervisor 

i  Harold  D.  Rutan,  Supervisor  Thomas  B.  Pattillo,  Assistant  Supervisor 

Henry  Rausch,  Supervisor  Loren  D.  Colon,  Manager 

David  Marsh,  Supervisor  John  G.  Wagner,  Assistant  Manager 
John  G.  Jewett,  Supervisor 

The  Prudential  Insurance  Company  of  America, 

Home  Office,  Newark,  New  Jersey,  July  6,  1989. 

Mr.  Joseph  J.  O'Connell,  Jr., 

Temporary  National  Economic  Committee, 

Congress  of  the  United  Stales,  Washington,  D.  C. 

Dear  Mr.  O'Connell:  In  further  reference  to  the  testimony  submitted  by 
Mr.  R.  R.  Rogers  and  myself  to  your  Committee  on  Thursday,  June  29,  I  am  sub- 
mitting herewith  the  explanation  which  I  believe  answers  the  question  of  Mr. 
Isador  Lubin  concerning  the  basis  of  my  estimate  in  support  of  my  statement 
that  a  20%  reduction  of  the  cost  of  labor  and  materials  would,  in  the  final  analysis, 
represent  a  greater  savings  in  dollars  to  home  buyers  than  would  a  20%  reduction 
of  the  interest  charge  on  the  mortgage. 

In  this  connection  I  referred  to  the  $4,800  house  on  which  a  breakdown  of  costs 
was  submitted  by  Smith  and  Dawson  of  Chicago,  Illinois.  Using  this  house  as 
an  example,  I  assumed  that  it  would  carry  a  90%  FHA  insured  mortgage  to  run 
for  a  period  of  240  months  at  5%  contract  rate  of  interest,  with  a  fixed  monthly 
payment  of  $6.60  per  thousand  which  includes  both  interest  and  amortization. 

This  monthly  payment  of  $6.60  per  thousand  over  a  period  of  240  months  equals 
a  total  of  $1,584,  which  the  borrower  must  pay  to  the  mortgagee  on  account  of 
both  principal  and  interest  on  each  thousand  dollars  of  mortgage.  Thus,  on  this 
basis,  the  borrower  pays  a  total  of  $584  by  way  of  interest  over  the  life  of  the 
loan  on  each  thousand  dollars  of  mortgage.  If  the  interest  charge  were  reduced 
20%,  this  would  be  equivalent  to  $116.80  over  the  life  of  the  loan  on  each  thou- 
sand dollars  of  mortgage.  A  90%  mortgage  on  $4,800  is  $4,320,  and  thus  a  20% 
reduction  of  the  interest  charge  would  be  $116.80  times  4.32,  or  $504.58. 

The  breakdown  of  costs  submitted  by  Smith  and  Dawson  indicated  that  the 
total  production  cost  of  the  house  was  $3,750.  From  this  total  production  cost 
I  deducted  the  following  items:  Architect  Fees,  $50;  Workmen's  Compensation, 
State  Unemployment  Tax,  and  Social  Security  Expense,  $80;  Advertising  Expense, 
$175.  These  deductions  leave  a  balance  of  $3,445  which  I  have  assumed  represents 
the  cost  of  labor  and  materials.     20%  of  this  item  equals  $689. 

By  comparison  we  see  that  this  $689  which  in  this  case  represents  20%  of  the 
cost  of  materials  and  labor  is  $185  more  than  the  $504  above  mentioned  as  the 
amount  of  savings  that  would  be  derived  from  a  20%  reduction  of  the  interest 
charge. 

I  sincerely  trust  that  this  explanation  will  clarify  both  your  and  Mr.  Lubin's 
understanding  of  the  statement  which  I  made. 

I  am  submitting  a  copy  of  this  letter  to  Mr.  Lubin  for  his  information. 
Very  truly  yours, 

H.  W.  FitzGerald, 
Statistician,  Mortgage  Loan  Department. 

HWF:AP 
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MORTGAGE   LOAN   DEPARTMENT 

R  R.  Rogers,  Vice  President  Norman  R.  Lemcke,  Supervisor 

Paul  Bestor,  Assistant  Secretary  Howard  G  Harrison  Supervisor 

Harold  D.  Rutan,  Supervisor  Thomas  B.  Pattillo,  Assistant  Supervisor 

Henry  Rausch,  Supervisor  LorenD.  Colon,  Manager 

David  Marsh,  Supervisor  John  G.  Wagner,  Assistant  Manager 

John  G.  Jewett,  Supervisor 

The  Prudential  Insurance  Company  of  America, 

Home  Office,  Newark,  N.  J.,  July  18,  1939. 
Mr.  J.  J.  O'Connell,  Jr. 

Temporary  National  Economic  Committee, 

Congress  of  the  United  States,  Washington,  D.  C. 

Dear  Mr.- O'Connell:  I  have  your  letter  of  July  13  and  in  acknowledging 
wish  to  make  one  brief  comment  with  reference  to  the  second  sentence  of  your 
second  paragraph  which  reads  as  follows:  "It  seems  to  me  that  both  your  calcu- 
lations and  the  others  are  correct,  the  difference  merely  reflecting  the  fact  that, 
yours  referred  to  the  effect  of  a  reduction  in  interest  charges  only,  whereas  the  other 
calculations,  which  indicated  a  greater  relative  importance  of  financing  in  the  cost 
picture,  referred  to  principal  and  interest  payments." 

Actually,  there  is  no  difference  between  my  calculations  and'  the  other  calcu- 
lations At  the  present  time  the  usual  F.H.A.  insured  mortgage  is  set  upon  the 
basis  of  a  fixed  monthly  payment  of  5  percent  interest  which  will  amortize  the 
mortgage  principal  in  20  years  or  240  months.  This  fixed  monthly  payment  is 
$6.60  per  thousand,  which  accumulates  a  total  of  $584  by  way  of  interest  while 
amortizing  the  $1,000  of  mortgage. 

A  20  percent  reduction  of  the  above  interest  rate  would  be  from  5  percent 
to  4  percent:  a  20-percent  reduction  of  the  above  fixed  monthly  payment  of  $6.60 
would  reduce  the  payment  to  $5.28.  On  this  basis,  $1,000  of  mortgage  would  be 
fully  retired  in  300  months.  Thus,  due  to  the  fact  that  the  smaller  fixed  monthly 
payment  require*  a  longer  time  to  liquidate  the  mortgage  principal,  the  borrower 
still  has  to  pay  a  total  of  $584  on  account  of  interest,  even  though  the  interest  rate 
has  been  reduced.  Thus  I  believe  that  my  statement  was  entirely  to  the  point 
in  accordance  with  my  understanding  of  the  question. 

In  further  general  reference  to  the  discussion,- it  would  seem  to  be  quite  clear 
that  the  law  of  compensation  is  inescapable,  with  the  result  that  a  reduction,  in 
the  monthly  payment  terms  must  necessarily  increase  the  ultimate  cost  to  the 
home  buyer^that  is,  unless  the  institution  of  interest  is  eliminated  altogether. 
Very  truly  yours,  _.    . .  . .  . 

H.  W.  Fitzgerald,  Statistician. 

HWF:AP 
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The  chart  facing  this  page,  and  the  following  data  are  included  in 
connection  with  the  testimony  of  Robert  L.  Davison,  supra,  p.  4994. 

Effect  upon  annual  housing  costs  of  identical  reductions '  in  various  components 


Components  Affecting  Annual  Housing  Costs 


Percent 
of  origi- 
nal prop- 
erty cost 


Percent   reduction   in   annual   charges 
from  reduction  in  component  of— 


5% 


10% 


26%         50%        100% 


Cost  of  construction- . . 
Cost  of  land 

Total  capital  cost 

Interest '.. 

Taxes3 

Depreciation  * 

Maintenance 

Insurance 


4.3 
.7 


8.5 
1.5 


21.3 
3.7 


42.5 
7.5 


85.0 

15.0 


5.0 


10.0 


25.0 


50.0 


100.0 


Per  year 

5.0 

2.5 

.8 

2.0 


1.9 
1.2 

.4 
1.0 

.1 


3.8 
2.4 


1.9 
.2 


9.1 
0.0 
1.9 

4.8 
.5 


17.6 
11.9 
3.8 
9.5 
1.0 


31.6 
23.8 

7.6 
19.0 

1.9 


1  Percentage  reductions  shown  for  each  component  represent  the  net  reduction  in  the  total  annual  charge 
for  housing  (owner  occupancy)  which  is  effected  by  a  reduction  in  the  respective  component  of  the  size 
indicated  at  the  top  of  each  column,  all  other  components  remaining  unchanged.  For  example,  a  10  percent 
reduction  in  the  interest  rate,  with  no  reduction  in  any  other  component,  would  result  in  a  3.8  percent 
reduction  in  the  total  annual  charge  for  housing. 

J  Interest  rate  of  6  percent  corresponds  to  the  rate  being  charged  on  mortgage  insured  under  Title  II  by 
F.  H.  A. 

3  Taxes  are  assumed  to  be  $25  per  thousand,  which  corresponds  closely  with  the  average  for  274  cities  in 
1938  of  $26.90. 

*  Depreciation   t  .8  percent  per  year  will  amortize  the  investment  in  40  years  at  5  percent  interest. 

General  not  ;. — Land  is  assumed  to  represent  15  pereent  of  the  total  property  cost,  which  corresponds 
to  the  average  for  1938  of  F.  H.  A.  Title  II  properties.  Life  of  property  is  assumed  to  be  40  years.  Interest 
is  assumed  to  be  5  percent  on  both  the  loan  and  the  investment,  and  to  be  reduced  similarly  on  both.  Thus, 
as  interest  goes  down,  the  amortization  rate  goes  up;  so  that  when  interest  is  reduced  to  0,  the  amortization 
rate  israised  from  .8  to  2.5  percent. 

Total  rate  of  10.5  percent  represents  the  annual  charge  for  each  of  the  40  years.  It  is  applied  against  the 
total  original  cost  of  the  property,  including  both  land  and  house.  This  rate  applies  only  to  owner-occupied 
properties.  Tenant  families  must  pay  in  addition  a  small  charge  for  administration  and  one  to  provide  for 
vacancies  and  bad  debts. 
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Stein,  Clarence  S 5294 

Stern,  Mrs.  Marian 5308,5314 

Stone,  Edward . ...     5294 

Stone,  Justice  Harlan  F 5161 

Straus,  Nathan.. 5407-5431,  5436 

Summary  of  testimony  on  construction  industry 5432-5459 

Survey,  income,  to  provide  housing : 1 5281-5282 

Texas,  real  estate -. 5025-5026,  5242-5245 

Thorp,  Dr.  Willard ., 5171-5235,5435 

Title  examination,  costs  of T 5168-5169 

Torren's  Laws ____     5169 

Tracy,  Dan  W 5260-5280,  5436 

Trade  associations ,. _ 5227-5231 

Expenditures  of .' 5227-5229 

Trade,  restraints  of.     See  Restraints  of  trade. 

Transite . , : 533 1 

Tri-Continental  Corporation 5298 

Twentieth  Century  Fund 5042,  5289 

Unions,  labor,  role  of,  in  residential  construction. _■ 5260-5280 

Benefits  of 5278-5279 

Contracts  of 5268-5271 

Dues ._ -     . 5278-5279 

Extent  of,  in  residential  construction.! ._ , 5264 

Wage  rates . 5270-5271 

United  States  Chamber  of  Commerce . 5458 

United  States  Housing  Authority 4947.  4966-4992, 

5026-5034,   5114-5115,   5239,   5307-5313,   5340-5381,  5407-5437 

Activity  of,  in  providing  low-cost  housing Z  '07-5431 

United  States  Loan  League „ 5040,  5084,  5434 

Utility  housing  companies  recommended 5375 

Wage  rates,  union 5270-5271 

Wagner-Steagall  Act 5281 

Walker,  Wallace ,.,* 5168-5170,  5435 

Washington  Sanitary  Homes . 4979 

Westbrook,  Col.  Laurence. . : •. .  5340-5357,  5436 

Westbrook,  Stillman :_ 5295 

Westinghouse  Electric.  Co 5318 

Wholesalers,  sales  distribution  of 5191-5192 

Wickens,  David  L 5042-5043,  5051,  5052,  5111 

Williamsburg  Housing  Development 5135 

Wilson,  Percy . . 5003 

Wood,  Gen.  Robert  E_ 5162-5168,5435 

Work  Projects  Administration . 4936, 

4945.  4951,  5248,  5343,  5345,  5349,  5351-5353,  5429 

Yield  Insurance  plan 5282-5303 

Definition  of.  ______ _   5283-5284 

Legislation  necessary  for 5285-5286 

Objectives  of . 52V 
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